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cuts,  defaces,  breaks  or  injures 
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of  a  misdemeanor. 
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NTUITIVE  CLIMATE  CONTROL.THE  GREAT 

EQUALIZER. 


When  it  comes  to  temperature, 
the  environment  outside  your 
car  is  not  always  created  equal. 
Which  is  why  we  evened  the 
score  with  our  intuitive  climate 
control  in  the  LS.  Strategically 
placed  solar  and  temperature 
sensors  detect  hot  or  cool  spots 
inside,  and  automatically  direct 
airflow  from  the  vents  to  those 
areas.  Thereby  ensuring  a  more 
comfortable  ride  for  you  and 
your  passengers.  It's  yet  another 
way  the  pursuit  of  perfection  lives 
from  mile  to  mile.  For  additional 
insight  on  what  makes  a  Lexus 
a  Lexus,  please  visit  lexus.com. 
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PREEMPTIVE  SECURITY  IS  HERE: 


Control 


THE  FUTURE  OF  YOUR 


security 


WITH  PREEMPTIVE  PROTECTION. 


Proventia  ESP  (Enterprise  Security  Platform)  from  ISS  stops  internet  threats  before  they  impact  your  business.  With  inti 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  helps  e 
regulatory  compliance  and  business  continuity.  Only  ISS  keeps  you  ahead  of  the  threat  with  preemptive  protection  fc 
entire  enterprise.  Download  a  free  white  paper  at  www.iss.net/ESP/forbes,  or  call  1-800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION      I      VULNERABILITY  MANAGEMENT     I       MANAGED  SECURITY  SERVIC 

©2005  Internet  Security  Systems  Incorporated.  All  rights  reserved. 
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Q  Internet  Security  i Systems' 

Ahead  of  the  Threat. 
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DIVERSIFY  YOUR  PORTFOLIO*' 
WITH  W)0  OF  NASDAQ'S  LARGEST 
NONfINANCIAL  COMPANIES  > 

Microsoft  •  QUALCOMM  •  eBay  •  Intel  •  Cisco 
Systems  «  Nextel  Communications  •  Dell  •  Amgen 

•  Apple  Computer  •  Starbucks  •  Oracle  •  Comcast 

•  Yahoo!  •  Biogen  Idee  •  Maxim  Integrated 
Products  •  Symantec  •  lAC/lnterActiveCorp  • 
Electronic  Arts  •  Genzyme  •  Research  in  Motion 

•  Bed  Bath  &  Beyond  •  Linear  Technology  • 
Biomet  -  PACCAR  •  Apollo  Group  •  Gilead 
Sciences  •  Applied  Materials  •  Adobe  Systems  • 
PeopleSoft  •  Teva  Pharmaceutical  Industries  • 
Xilinx  •  Network  Appliance  •  VERITAS  Software 

•  Paychex  •  Costco  Wholesale  -  Staples  • 
KLA-Tencor  •  Sirius  Satellite  Radio  •  Amazon.com 

•  Altera  •  Intuit  •  Fiserv  •/Juniper  Networks  • 
Sears  Holdings  •  Cintas  •  Marvell  Technology 
Group  •  Autodesk  •  Flextronics  International 

•  XM  Satellite  Radio  Holdings  •  Liberty  Media 
International  •  Chiron  •  VeriSign  •  Broadcom  • 
Sun  Microsystems  •  Wynn  Resorts  •  EchoStar 
Communications  •  Medlmmune  •  MCI  • 
NTL  •  Check  Point  Software  Technologies 

•  Siebel  Systems  •  Garmin  •  Whole  Foods 
Market  •  CDW  •  LM  Ericsson  Telephone  • 
Expeditors  International  of  Washington 

•  Patterson  Companies  •  Citrix  Systems  • 
Express  Scripts  •  PETsMART  •  JDS  Uniphase 

•  Comverse  Technology  •  Pixar  •  ATI 
Technologies  •  Smurfit-Stone  Container 

•  C.H.  Robinson  Worldwide  •  Fastenal  • 
Sanmina-SCI  •  Microchip  Technology  • 
DENTSPLY  •  Lincare  Holdings  •  Sigma-Aldrich 

•  Lam  Research  •  Ross  Stores  •  Mercury 
Interactive  •  American  Power  Conversion  ■ 
Novellus  Systems  •  Millennium  Pharmaceuticals 

•  Career  Education  •  Lamar  Advertising  • 
SanDisk  •  QLogic  •  BEA  Systems  •  Invitrogen 

•  Dollar  Tree  Stores  •  Molex  •  Synopsys  • 
Intersil  •  Level  3  Communications  •  Tellabs 

QQQ  NASDAq-lOO 

SYMBOL    :  QQQQ 


An  investor  should  consider  investment 
objectives,  risks,  charges  and  expenses 
carefully  before  investing.  To  obtain  a 
prospectus,  which  contains  this  and  other 
information  about  QQQ,  a  unit  investment 
trust,  please  call  888.627.3837.  Read  the 
prospectus  carefully  before  investing. 
ALPS  Distributors,  Inc.,  a  registered 
broker-dealer,  is  distributor  for  QQGsl 


QQQ:   WHAT'S  AN  ETF? 

WHAT  ARE  ITS  BENEFITS? 

AND  HOW  CAN  IT  ENHANCE  MY  PORTFOLIO? 

An  exchange-traded  fund  (ETF)  is  a  single  security  that  tracks  the  pi 
formance  of  an  index,  such  as  the  NASDAQ-100  Index*  or  the  NASDA 
Composite  Index.'* 

There  can  be  many  benefits  to  purchasing  an  ETF.  By  tracking  an  inde 
ETFs  give  you  exposure  to  many  companies.  In  the  case  of  broad-base 
ETFs,  you  are  invested  in  many  industries  with  the  purchase  of  just  on 
security.  But  diversity  is  just  the  beginning.  Also,  ETFs  are  often  lo\< 
cost,  tax-efficient  and  offer  great  trading  flexibility;  of  course,  ordinar 
brokerage  commissions  apply 

Some  investors  use  ETFs  as  a  major  focus  of  their  portfolio  becaus 
they  are  a  good  tool  for  long-term  investments.  The  instant  diversific. 
tion  they  provide  can  support  a  less  active  management  style  for  man 
investors.  Other  investors  use  ETFs  more  actively  as  hedging  tool: 
They  can  be  sold  short  to  hedge  a  core  stock  portfolio  or  interest  rat< 
fluctuations.  ETFs  are  subject  to  risks  similar  to  stocks,  including  thos» 
regarding  short  seliing  and  margin  account  maintenance. 

Investors  also  may  wish  to  talk  to  their  tax  advisors  about  moving  thei 
mutual  funds  to  ETFs  during  tax  wash  sales.  Based  on  specific  ta> 
circumstances,  an  investor  sometimes  may  be  able  to  sell  a  security  o 
mutual  fund  that  is  underperforming  and  claim  a  tax  loss,  but  keep  the 
investment  in  that  sector  by  investing  in  an  ETF  that  tracks  the  same 
index. 

Whether  you  are  a  long-term  investor  looking  for  lower  costs  and  lowe 
capital  gains  taxes,  or  an  active  investor  looking  for  hedging  and  casf 
flow,  ETFs  can  enhance  your  portfolio.  To  learn  more  about  ETFs,  visi 
the  ETF  tutorial  at  www.Forbes.com/ETF. 
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qqq  NAsoAq-ioo  Forbes 


FROM 


BLUEBERRIES 


mm 


WHOLE  FOODS  MARKET 


IN  MOTION 


BLACKBERRIES 

When  you  invest  in  QQQf  you're  buying  100  of  NASDAQ's  largest  nonfinancial 
companies,*  all  in  one  share.  QQQ  gives  investors  bo'th  diversity  and  liquidity. 
And  while  QQQ  is  subject  to  risks  similar  to  stocks,  including  those  regarding 
short  selling  and  margin  account  maintenance,  it  is  both  tax-efficient' and 
low-cost,  though  ordinary  brokerage  commissions  apply.  No  wonder  QQQ  is 
the  most  actively  traded  ETF  in  the  world.  To  learn  more,  call  888.627.3837  or 
visit  www.nasdaq.com/qqq. 

QQQ  NASDAQ  -  IOO 

R       li  !  SYMBOL:  QOOQ 


*QQQ  tracks  the  NASDAQ-100  Index?  The  NASDAQ-100  Index  is  comprised  of  100  of  NASDAQ's  largest  nonfinancial  cpmpanies  baseft  on  their  market  capitalisation. 

An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  carefully  befbre  investing.  To  obtain 
a  prospectus,  which  contains  this  and  other  information  about  QQQ,  a  unit  investment  trust,  please  call  888.627.3837.  Read  the 
prospectus  carefully  before  investing. 

NASDAQ.  NASDAQ-100  Index,  NASDAQ-100  Index  Tracking  Stock  and  QQQ  are  trade/service  marks  of  The  Nasdaq  Stock  Market.  Inc.  and  have  been  licensed  foi  use  by 
NASDAO  Global  Funds.  Inc.,  QQQ's  sponsor.  NASDAQ  makes  no  representation  regarding  the  advisability  of  investing  in  QQQ  and  makes  no  warranty  and  boars  no  liability 
with  respect  to  QQQ,  the  NASDAQ-100  Index,  its  use  or  any  data  included  therein. 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  QQQ.  ©2005  The  Nasdaq  Stock  Market,  Inc.  All  Rights  Reserved. 


Five  minutes  to  showtime 
:guys.  Good  luck. 


Your  potential.  Our  passion. 

Microsoft 
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OK,  let's  get  started. 


The  TEAM'S  NOT  WORKING  AS  A  TEAM  era  is  over. 


: Microsoft"  Office  has  evolved.  Have  you?  After  all,  the  way  we  work  has  changed. 

As  everyone  gets  busier,  teamwork  gets  harder.  That's  why  the  latest  version  of 

;V1icrosoft  Office  allows  easy  access  to  Team  Workspaces.  Now  the  whole  team 
ran  access  the  same  documents,  schedules,  and  announcements  regardless  of  their 
ocation.  It's  a  new  world  where  the  old  barriers  to  teamwork  have  simply  gone  away. 

1  t's  time  to  evolve  the  way  you  work.  Discover  how  at  microsoft.com/office/evolve 


We've  got  Office  97.  Should  we  upgrade? 


That's  a  no-brainer. 


Microsoft' 


Office 


ights  reserved  Microsoft,  the  Office  logo,  and  "Your  potential.  Our  passion "  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 
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92   Do-lt-Yourself  Retirement 

Americans  are  taking  charge  of  their 
own  retirements.  Fortunately,  there's 
a  whole  tool  kit  on  the  Web  to  help 
them  do  it.  By  Ira  Carnahan 

100  Retire?  Not  So  Fast 

The  boomers  will  tap  their  savings, 
use  their  home  equity  and  work. 
By  Matthew  Swibel 

102  By  the  Numbers 

Fixated  on  earnings  quality?  Here's 
an  analyst  whose  picks  and  pans  are 
based  on  a  solid  understanding  of 
accounting.  By  Elizabeth  MacDonald 

106  Good  Genes 

If  you  want  to  invest  in  the  DNA 
revolution,  buy  shares  in  a  company 
using  DNA  for  diagnostic  work. 
By  Kerry  A.  Dolan 

116   Stepping  Up  or  Stepping  Off? 

Some  bonds  offer  coupons  that 
climb  with  time's  passing. 
Will  you  ever  get  to  enjoy  them? 
By  Daniel  Kruger 

118  Wireless  App  Fever 

Handhelds  will  soon  replace  PCs  as 
the  primary  Web  appliance  of 
the  digital  age.  Get  ready  for  the 
investment  boom  in  wireless 
applications.  By  Nikhil  Hutheesing 

122  Discovering  Asia 

Khiem  Do  doesn't  care  much  about 
big  names.  He  digs  down  to  find 
little-known  stocks  all  over  Asia. 
By  Susan  Kitchens 
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126  Hedging  for  Cheapskates 

Use  a  mutual  fund  to  copy  one  of  the 
hedge  crowd's  favorite  maneuvers: 
the  long/short  strategy. 
By  James  M.  Clash 

130  Rare  Commodity 

Mutual  funds  tracking  commodities 
can  protect  you  from  inflation.  Some 
do  it  much  better  than  others. 
By  Mark  Tatge 

134  Picassos  and  Peace  of  Mind 

Own  a  masterpiece?  It  may  be  the 
insurance  that's  priceless. 
By  Carrie  Coolidge 

138  Follow  the  Leader 

Live  large  and  make  a  profit  by 
flipping  real  estate  at  a  high-end 
golf  resort.  Maybe.  By  Carrie  Coolidge 

140  Borrow  Smart 

Mortgage  brokers  can  save  you 
money  by  getting  better  rates.  But 
watch  out  for  the  rip-off  artists. 

By  Emily  Lambert 

146  Bankruptcy  Blues 

Tips  for  the  new  law:  Fill  your 
retirement  accounts.  Retitie  your 
property.  Move  to  Florida.  Get 
divorced.  By  Janet  Novack 

152  Power  Failure 

Certain  investors  think  there's 
money  to  be  made  from  perpetual 
motion  machines.  Oh,  really. 
By  Michael  Maiello 

158  Play  for  Keeps 

Watching  football  is  even  more 
exciting  when  you  own  the  team. 
By  Emily  Lambert 


Following  a  Fidelity 
retirement  planner, 
the  Griffins  sold 

Hawaii  and  moved 
to  Texas." 

92 


10     FORBES"  June  6,  2005 


JUNE  6,  2005 

18  Index 

22   Side  Lines 

26  Readers  Say 

31    Fact  and  Comment 

Steve  Forbes  testifies  before  the 
President's  Advisory  Panel  on 
Federal  Tax  Reform. 

36   Other  Comments 

39   Current  Events 

Caspar  Weinberger  on  solving  the 
U.S.  energy  crisis. 

41  Digital  Rules 

Rich  Karlgaard  Two  winning 
approaches  to  leadership. 

42  Informer  |  Mike  Tyson  bites  [RS; 
my  brother  -in-law,  the  boss. 

44   On  My  Mind  |  Autism  Inflation 

By  Robert  Pozen  and  Jerome  Kagan 

46   Follow-Through  |  Flashbacks 
192  Thoughts 

OutFront 

48    Mr.  Fix-It  Dell's  bold  computer 
services  move.  By  Daniel  Lyons 

50   Money  Can't  Buy  Me  Love  For 

Edgar  Bronfman  Jr.,  the  band 
must  play  on.  By  Brett  Pulley 

50    Swan  Song  Is  Warner  the  peak  of 
LBOs?  By  Bernard  Condon 


52   From  Russia,  With  Money 

Woody  Allen's  new  backer.  ■ 
By  Heidi  Brown 

54    Sex  Sells  Is  Google  a  victim  of  a 
digital  shakedown?  By  Seth  Lubove 

56   In  Vino  Veritas  Discerning 

spoiled  wine  before  you  buy  it. 
By  Tomas  Kellner 

58    Biodiesel  An  agrifuel  with  dubi- 
ous benefits.  By  Jonathan  Fahey 

60   Flat  and  Happy  Global  taxes  are 
coming  down — and  getting 
flatter.  By  Jack  Anderson 

Plus:  Rough  seas  for  recreational  boats 
...  A  $  1 3 1  million  impulse  item. 

Technology 

62    Xbox  180°  Inside  Microsoft's 
bold  new  videogame  strategy. 

By  Scott  Woolley 

Mavericks 

71  Future  Teller  Predicting  what's 
going  to  go  wrong  in  your  body. 

By  Victoria  Murphy 

Marketing 

76  Fad  Fortune  Hunter  Forever  21: 
dirt-cheap  togs,  ever-changing 
inventory.  By  Dorothy  Pornerantz 


Xbox:  Looking  beyond 
machine  guns 
and  monsters 
for  bigger  profits. 

62 
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F0LD0UT 
"Your  body  is 
spewing  off  millions  of 
data  points  a  second." 


71 


Entrepreneurs 

79  Personal  Best  Trying  to 
score  with  a  women's  fitness 
magazine.  By  Amanda  Schupak 

80  Dracula  Sucking  up  millions  of 
investors'  dollars  to  develop  a 
blood  substitute.  By  Evan  Hessel 

Health 

85   More  Dracula  Using  a  patient's 
own  blood  to  reverse  heart 
disease.  By  Mary  Ellen  Egan 
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I62  Spore  Wars  Fretting  about  the 
next  anthrax  attack. 

By  Elizabeth  MacDonald 
with  Robert  Langreth 

I70  First,  Do  No  Harm  The  ugly 
business  of  medical  devices. 

By  Emily  Lambert 

I74  Backseat  Driver  |  Say  No  to  China 

By  Jerry  Flint 

Money  &  Investing 

I78  Portfolio  Strategy  |  Do  Your  Own 

M&A  By  Kenneth  L.  Fisher 

I80  The  Contrarian  |  The  Dinosaur  at 

Wall  and  Broad  By  David  Dreman 

I82  Medicine  &  Markets  |  The  Great 
Drug  Shift  By  Scott  Gottlieb 

Forbes  Life 

I84  Desert  Libertarians  Club  Med 

meets  Gilligan's  Island. 
By  Finn-Olaf  Jones 


he  time  most  people  discover  their  financial  needs  aren't  fully  covered, 
too  late.  That's  why  Edward  Jones  not  only  helps  make  sure  your 
(folio  is  properly  diversified,  hut  also  uses  investment  strategies  that  have 
ven  themselves  over  time.  To  find  the  Edward  Jones  office  nearest  you, 
1-800-ED-JONES  or  visit  www.edwardjones.com.  Member  SI  PC. 
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com 
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1  Weather 

(New  York.  NY 

48°  F 

Los  Angeles.  CA 

61*  F 

Chicago,  IL 

Forbes.com  Attache.  Live  on  your 
desktop:  your  choice  of  weather, 
team  scores,  stock  prices,  industry 
news,  articles  from  your  favorite 
FORBES  writers  and  more. 

Business  News  Alerts.  A  desktop 
application  that  alerts  you  when 
big  business  news  breaks  or  when 
we  publish  new  investment, 
lifestyle  or  video  features. 

E-mail  Alerts.  Sign  up  from  any 
article  page  on  Forbes.com  to  get 
e-mail  notification  of  new  stories; 
select  by  company,  industry,  topic 
or  author. 

E-mail  Newsletters.  Collections  of 
our  stories  in  29  categories  sent 
daily,  weekly  or  fortnightly. 

Quotes  &  Research 

Quotes,  charts,  news  and  data  for 
mutual  funds,  U.S.  equities  and 
non-U.S.  Forbes  2000  companies. 

Forbes.com  CEO  Network 

In  our  community  of  people  who 
own  and  run  businesses:  Bill 
Miller,  CEO  of  Vakhemy  and  13- 
year  veteran  of  Intel  Capital,  tells 
what  goes  wrong  in  mergers.  Also, 
GE  Healthcare  Techni  logies  Chief 
Joseph  Hogan  reveals  where  GE 
imaging  strategy  is  headed  next 


Personal  Finance 

Spring  Investment  Guide 

By  Paul  Maidment  and  Larry  Light 

In  our  latest  Investment  Guide  (starting  on  p.  91)  we  show 
you  how  you  can  best  plan  to  store  up  gold  for  the  golden 
years  using  an  array  of  no-cost  (or  low-cost)  tools  available 
on  the  Web.  Go  online  to  Forbes.com/investmentguide  to 
find  links  to  financial  planning  calculators,  or  to 
www.forbes.com/retirement  for  a  host  of  other  regularly 
updated  articles  and  resources  in  the  retirement  section  of 
our  Personal  Finance  channel,  including  our  Best  of  the 
Web  reviews  of  the  top  retirement  sites. 

Forbes.com  Video  Network 

Got  Game 

By  Albert  Bozzo 

Mitchell  Davis,  chief  executive  of  advertising  upstart 
Massive,  talks  about  his  company's  effort  to  use  technol- 
ogy that  seamlessly  inserts  ads  into  games  and  measures 
players'  interactions  with  them. 

Lifestyle 

World's  Best  Airport  Lounges 

By  Sophia  Banay 

Airport  lounges  can  smooth  away  the  rough  edges  associ- 
ated with  flying  commercially.  But  some  airport  lounges 
are  much  better  than  others  at  pampering  first  class  and 
business  class  travelers.  Go  to  www.forbes.com/extra  and 
click  on  Airports  to  see  the  rankings  from  Skytrax,  a 
London  outfit  that  monitors  airlines  and  their  facilities,  as 
well  as  a  regional  ranking  of  airport  lounges  by 
Forbes.com. 


Forbes  Magazine 


The  Misery  Index 

Go  to  Forbes.com  for  an 
expanded  version  of  our  annual 
rankings  of  tax  burdens  around 
the  world  (see  p.  60).  Online 
only:  China's  tax  time  bomb. 

Forbes  Lists  Online 

Searchable,  expanded  versions 
of  all  FORBES  annual  lists  are 
online  at  www.forbes.com/Usts. 

Search  Our  Archive 

Find  stories  from  past  issues  of 
FORBES  on  our  Web  site.  Search 
by  topic,  author  or  date. 

Forbes  on  Fox 

Go  to  Forbes.com  to  see  clips 
from  our  weekly  TV  show. 

Forbes  Podcast 

Highlights  of  our  radio  show 
are  available  at  Forbes.com, 
with  details  of  how  to  add  them 
to  your  podcasts  as  an  RSS  feed. 


Forbes 


Royal  treatment:  Cathay  Pacific  lounge,  Hong  Kong. 


For  links  to  items  mentioned  on 
this  page:  www.forbes.com/extra. 

For  complete  contents 
of  this  issue: 
www.forfaes.com/forbes. 

By  Mail:  Forbes  magazine 
60  Fifth  Avenue 
w  York,  NY  10011 
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THE  NEW 
GLOBAL  VILLAGE. 


COURTESY:  THE  WORLD'S  LARGEST,  WHOLLY-OWNED,  CONVERGED,  GLOBAL  IP  NETWORK. 


Reserve  your  place  at  the  absolute  center  of  a  new,  instantly  accessible  world  of  frictioniess  commerce.  A  world 
we  pioneered.  Over  a  single  IP  connection,  all  your  business  applications  can  be  seamlessly  converged  and  totally 
secured  over  Global  Crossing  IP  VPN,  VoIP,  iVideoconferencing™  services.  Over  a  single  IP  connection,  you  are  moments 
away  from  your  offices,  your  sales  staff,  your  partners  and  anywhere  in  the  world  managed  by  engineers  and  support  staff  who 
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you  have  in  place  now.  Sound  too  perfect  to  be  true?  Ask  the  40%  of  the  FORTUNE  500  "J  companies  we're  doing  business  with 
today.  The  New  Global  Village.  It's  time  you  moved  in.  For  more  detailed  information,  point  your  browser  to  globalcrossing.com. 
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How  Good  Are  Hedge  Funds? 

lion  dollars  rides  on  that  question,  not  an  easy  one  to  answer, 
because  hedge  funds  are  by  their  nature  secretive.  Secretiveness 
is  to  some  degree  mandated  by  law;  these  unregulated  invest- 
ment partnerships  are  not  permitted  to  advertise.  No  doubt  the 
dark  mystery  associated  with  them  adds  to  their  allure. 

The  genre  is  delivering  decent  performance,  to  judge  from 
various  published  statis- 
tics on  average  results. 
Hennessee  Group,  which 
helps  rich  people  find  the 
best  ones,  tracks  880 
hedge  funds  in  an 
unweighted  index  that 
was  up  8.3%  last  year.  A 
joint  venture  of  Credit 
Suisse  First  Boston  and 
Tremont  Capital  Man- 
agement, which  places  money  with  hedge  funds,  calculates  a 
2004  return  of  9.6%  on  an  asset-weighted  index  of  400  names. 

Okay,  the  S&P  500  did  10.9%  last  year.  But  to  be  fair  to  the 
hedge  guys,  they  will  typically  underperform  in  a  good  year 
because  of  all  the  hedging  they  do.  Also,  the  index  numbers  are 
net  of  fees.  Before  fees,  which  by  tradition  among  hedge  funds 
are  rapacious,  the  managers  are  perhaps  beating  the  market. 

Before  investors  send  another  $1  trillion  to  these  would-be 
Paul  Tudor  Joneses,  however,  they  ought  to  ponder  the  fact  that 
both  the  8.3%  and  the  9.6%  are  unobtainable  returns.  They 
include  claimed  results  from  stock  pickers  who  aren't  taking 
new  clients. 

Suppose  you  want  to  buy  an  index  of  hedge  funds  with  real 
money.  You  have  to  find  what  is  called  an  investable  index.  Stan- 
dard &  Poor's  has  one,  with  41  hedge  funds  in  it.  To  be  included, 
a  fund  must  agree  to  take  real  cash  and  hand  back  the  profits. 
The  manager,  that  is,  has  to  put  your  money  where  his  mouth  is. 

It's  astonishing  what  having  real  money  on  hand  does  to  the 
performance  of  a  hedge  fund.  The  S&P  Hedge  Fund  Index  was 
up  only  3.9%  last  year.  Could  this  dismal  showing  have  been  due 
to  bad  luck?  Unlikely,  given  the  dispersion  of  results  from  the 
different  hedge  funds.  The  odds  are  1  in  396  that,  just  by  chance, 
the  S&P  hedge  index  would  be  so  at  variance  with  the  Hennessee 
average.  A  more  plausible  explanation  lies  in  the  very  elusiveness 
of  these  exotic  investment  vehicles.  The  manager  can  prove  that 
he  was  a  genius  last  year.  But  just  when  you  hand  him  a  check, 
his  strategy  stops  working. 

Why  not  buy  a  plain  old  mutual  fund?  You  can  even  get  one 
that  hedges,  as  James  M.  Clash  shows  on  page  126. 
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Taking  Us  for  a  Ride? 

"Flight  of  Fear"  (May  9,  p.  42)  ignores  the  strong  safety  standards  for  char- 
ter aviation,  which  has  posted  a  continually  improving  safety  record  over  the 
past  several  decades.  Charter  operators'  emphasis  on  safety  is  the  reason 
thousands  of  charter  aircraft  fly  millions  of  hours  each  year  without  inci- 
dent. Charter  pilot  qualifications  are  comparable  to  those  for  the  passenger 
airlines,  including  minimums  for  training-  and  flight-time  experience.  Also, 
the  facilities  that  conduct  safety-training  programs  for  charter  pilots  are  held 
to  the  same  rigorous  standards  as  the  centers  that  train  airline  pilots. 

JAMES  K.  COYNE 

Chief  Executive,  National  Air  Transportation  Association 

Alexandria,  Va. 

The  reason  the  airlines  have  fewer  fatalities  than  charters,  even  though  they 
fly  more  hours,  is  that  most  airlines  have  "Company  Standard  Operating 
Procedures"  (CSOP)  for  all  facets  of  flight.  Better-run  charter  outfits  have 
the  same  procedures.  The  Learjet  and  Gulfstream  crashes  occurred 

because  both  crews  made 
poor  upstream  decisions. 
What  crew  in  its  right 
mind  would  touch  down 
in  any  aircraft  with  just 
one  third  of  the  runway 
remaining?  For  charter 
companies,  the  bottom 
line  is  only  the  bottom 
line  if  you  live  to  see  it. 

SEAN  DONNELLY 
Vancouver,  Canada 


Fraud  Spreading  Like  Fungus 

Your  story  on  "Dr.  Mold"  (Apr.  11, 
p.  100)  is  only  the  latest  example  of  an 
ongoing  plague  of  medical  fraud  pos- 
ing as  expert  testimony  in  our  legal 
system.  Credible  researchers  have 
found  rampant  fraud  in  so-called 
screenings  by  doctors  who  have  been 
hired  by  personal  injury  lawyers  suing 
over  fen-phen  and  asbestos.  Even  so, 
dubious  "experts"  like  Dr.  Mold  are 
not  the  problem.  The  more  serious 
issue  is  out-of-control  personal  injury 
lawyers  who  do  and  say  anything  to 
create  science  that  supports  these 
frivolous  lawsuits.  These  attorneys 
spend  millions  on  advertising  in  an 
attempt  to  dredge  up  clients  who  are 
willing  to  sue.  Mold  may  not  cause 
serious  illness,  but  the  tactics  of  per- 
sonal injury  lawyers  and  hired  charla- 


tans like  Dr.  Mold  are  enough  to  make 
anyone  sick. 

LINDA  OKUN,  Executive  Director 
Los  Angeles  Citizens  Against 
Lawsuit  Abuse 
Glendora,  Calif. 

Factual  Fibrillation 

Our  story  this  issue  on  Medtronic,  "First, 
Do  No  Harm"  (p.  170),  reports  that  de- 
fective batteries  affected  0.0001%  of  all 
recalled  defibrillators.  It  is  actually 
0.01%.  In  "Power  Portfolio"  (Apr.  11, 
p.  76)  we  said  a  conventional  car  engine 
costs  $70  per  horsepower.  In  fact,  it  is  ac- 
tually $37  per  horsepower. 
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When  it  comes  to  on  demand  business,  the'T's  have  it. Your  business  can 
benefit  in  real  and  meaningful  ways  thanks  to  the  on  demand  IBM  eServer"" 
iSeries  "  system.  Don't  just  take  our  word  for  it.  There  are  lots  of  reasons 
midsized  businesses  everywhere  have  simplified  their  business  processes 
with  the  iSeries  systems.  Here  are  a  few  of  them: 

as  in  integral. 

Greif,  a  world  leader  in  industrial  packaging,  has  experienced  substantial 
growth  through  acquisitions.  Their  iSeries  servers  helped  them  simplify 
an  increasingly  complex  IT  infrastructure.  Consolidating  on  iSeries 
servers  helped  them  significantly  reduce  their  IT  infrastructure  costs. 

as  in  instant. 

The  USTA  uses  an  iSeries  server  to  run  distinct  applications  simultaneously 
on  a  single  server,  simplifying  management  of  apps  that  previously 
ran  on  three  different  servers.  This  lets  them  post  real-time  scores  to 
USOpen.org,  which  is  viewed  by  millions  of  fans  around  the  world. 

as  in  ideal. 

Bank  Mandiri,  in  Indonesia,  needed  to  simplify  their  systems  after 
merging  with  four  different  institutions.  Now  a  single  iSeries  840 
handles  nearly  seven  million  accounts  at  788  branches. 


as  in  impressive. 

The  Asian  Art  Museum,  in  San  Francisco,  simplified  business 
operations,  increased  staff  productivity  and  enhanced  the  overall  visitor 
experience  with  the  help  of  iSeries  servers,  which  will  be  remembered 
throughout  the  ages  as  helping  keep  operation  costs  low. 

Why  now?  One  word.  Simplify.  You  have  complex  business  demands;  the 
last  thing  you  need  is  a  complex  IT  environment.  Enter  the  IBM  eServer 
iSeries  system.  It's  a  single  integrated  solution  (server,  storage  and  software) 
for  midsized  business  that  helps  you  be  more  responsive,  run  thousands  of 
the  world's  most  powerful  business  applications  and  run  multiple  operating 
environments  from  a  single  server.'  This  can  help  reduce  the  number  of 
servers  you  need.  This  can  help  reduce  the  labor  required  to  manage  them. 
And  this  can  help  reduce  internal  costs.  So  you  can  invest  those  savings  to 
fuel  growth.  Find  out  what  iSeries  customers  everywhere  are  so  excited 
about  at  ibm.com/eserver/whyi 
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Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund®  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 

We  want  you  to  know  " 


KAetna' 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003) 
-2004104 


Fact  and  Comment 

By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


The  Federal  Income  Tax:  Start  Over! 


On  May  11,1  testified  before  the  President's  Advisory  Panel  on  Fed- 
eral Tax  Reform.  This  body,  headed  by  former  U.S.  senators  Con- 
nie Mack  (R-Fla.)  and  John  Breaux  (D-La.),  will  render  its  recom- 
mendations by  July  31.  To  help  prod  the  debate  for  real  change,  I 
have  written  a  book,  Flat  Tax  Revolution:  Using  a  Postcard  to  Abol- 
ish the  IRS,  which  will  be  published 
by  Regnery  on  the  Fourth  of  July. 

MR.  CHAIRMAN:  TWO  BASIC  ISSUES 
need  to  be  addressed  in  any  dis- 
cussion on  federal  tax  reform:  the 
complexity  of  the  tax  code  itself 
i  and  the  burden  imposed  on  the 
economy  by  unnecessarily  high 
tax  rates. 

There  isn't  a  human  being 
alive  who  knows  what's  contained 
in  the  federal  tax  code.  To  put  it  in 
perspective:  Abraham  Lincoln's 
Gettysburg  Address,  which  defined  the  American  nation,  is  272 
words  in  length.  Our  Declaration  of  Independence  is  some  1 ,300 
words.  The  Bible,  which  spans  several  thousand  years  of  human 
history,  is  773,000  words.  But  the  federal  tax 
code,  with  all  of  its  attendant  rules  and  regula- 
tions, is  9  million  words  and  rising. 

Since  1986,  when  the  last  serious  attempt 
at  tax  simplification  was  made,  the  code  has 
been  amended  14,000  times.  Its  length  has 
grown  by  3  million  words — an  avalanche  of 
personal  and  business  deductions,  exemptions, 
preferences,  loopholes,  credits  and  exclusions 
spread  out  over  six  formal  tax  brackets  (and 
an  infinite  number  of  other  brackets  as  deduc- 
tions are  phased  out  when  taxpayers  reach 
:ertain  income  thresholds).  And  then  there's 
the  abomination  known  as  the  alternative 
minimum  tax — an  Orwellian  name  for  a  levy 
if  ever  there  was  one.  A  more  accurate  name 
.vould  be  the  compulsory  maximum  tax. 

A  typical  taxpayer  filing  the  regular  Form 
1040  and  reporting  income  from  work,  divi- 
dends and  capital  gains  will  spend  an  esti- 
nated  26  hours  and  48  minutes  each  year 
zompleting  his  return.  Seventeen  years  ago  it 
ook  only  1 7  hours  and  7  minutes.  That's  a 
>7%  increase  in  just  the  past  17  years. 


Billions  of  hours  of  lost  productivity — the  equivalent  of 
3.3  million  full-time  jobs — are  squandered  on  tax  compliance.  At 
last  count,  Americans  spent  a  staggering  6.6  billion  hours  prepar- 
ing their  tax  forms.  Not  surprisingly,  a  recent  AP  poll  that  found 
that  seven  in  ten  people  believe  federal  taxes  are  too  complicated. 

It's  bad  enough  that  taxpayers 
are  thoroughly  confused  by  the  sys- 
tem, but  even  seasoned  tax  profes- 
sionals are  frequently  confounded 
by  the  code's  jumble  of  regula- 
tions. And  the  code  is  made  all  the 
more  confusing  with  its  contorted 
phaseouts,  clawbacks  and  AMT 


SF  and  fellow  panelists  Dick  Armey,  former  majority  leader  of 
the  House  of  Representatives,  and  Steve  Moore,  an  editorial 
writer  for  the  Wall  Street  Journal.  Not  in  picture  is  Robert  Hall, 
coauthor  of  the  seminal  book  The  Flat  Tax. 


The  Flat  Tax  Vs. 
The  Status  Quo 


The  American  economy  under 
the  flat  tax  would  be  more  than 
$2  trillion  bigger  by  2015  than 
under  the  current  tax  regime. 


GDP  ($trillion) 
$19.9 


Current 
tax  code 


Why  the  Tax  Code 
Beast  Must  Be  Killed 

Twenty  years  ago  President 
Ronald  Reagan  signed  the  Tax 
Reform  Act  of  1986,  which  swept 
away  numerous  tax  loopholes  and  instituted  a  two-bracket  sys- 
tem. Because  of  the  reform  the  tax  shelter  industry  suffered  a 
heavy  loss.  But  within  only  a  few  years  it  returned  with  a 
vengeance.  By  the  1990s  the  code  had  once 
more  become  a  rule -encrusted  thicket,  giving 
rise  to  a  proliferation  of  what  are  referred  to 
as  "abusive"  tax  shelters,  convoluted  entities 
and  transactions  created  for  the  sole  purpose 
of  avoiding  taxes.  Since  1993  the  government 
has  lost  $85  billion  in  tax  revenue  because  of 
these  abusive  tax  shelters. 

A  flat  tax  would  eliminate  the  possibility  of 
clever  minds  setting  up  complicated  tax-avoid- 
ance schemes.  The  code  would  be  too  transpar- 
ent, too  simple  to  hide  tax  liabilities.  A  flat  tax  is 
the  only  way  to  end  the  clutter,  confusion  and 
distortions  of  the  current  system.  Clamoring  for 
smarter  tax  software,  better-trained  IRS  staff  and 
targeted  tax  cuts  won't  solve  our  tax  problems. 


$22.3 


Other  positives  from  the  flat  tax: 
$6  trillion  in  additional  assets  in  the 
nation's  wealth  by  2015  and  an 
additional  $892  billion  collected  in 
Social  Security  and  Medicaid  taxes. 
Source:  Gary  Robbins.  Fiscal  Associates. 


Simple  and  Fair 

A  flat-tax  form  could  be  printed  on  a  single 
sheet  of  paper  or  in  a  postcard  format. 
Exemptions  for  individuals  and  children 
would  be  expanded  so  that  a  family  of  four 
would  pay  no  federal  income  taxes  on  its  first 
$46,165  of  income.  Anything  over  $46,165 
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would  be  taxed  at  a  fair  and  flat  rate  of  17%.  Millions  of  people 
would  be  off  the  federal  income-tax  rolls. 

There  would  be  no  tax  on  Social  Security  benefits.  No  tax  on 
personal  savings.  No  capital  gains  taxes.  And  small  businesses 
and  family  farms  wouldn't  have  to  worry  about  being  wiped  out 
by  the  death  tax — no  taxation  without  respiration. 

Business  taxation  would  be  equally  simple:  a  17%  rate  on 
profits;  deductions  for  salaries  and  the  costs  of  materials  and  ser- 
vices necessary  to  produce  the  company's  goods  and/or  services; 
and  immediate  expensing  of  investments — no  more  deprecia- 
tion schedules.  If  there  was  a  loss,  you  would  carry  it  forward  to 
apply  against  future  profits. 

Taxpayers  would  have  a  choice.  They  could  opt  for  the  new 
flat  tax  or  they  could  file  under  the  old  system.  This  type  of  dual 
system  is  being  used  successfully  in  Hong  Kong.  People  would 
be  able  to  see  for  themselves  which  system  is  better — the  flat  tax 
or  the  old  system.  Given  the  choice,  most  people  would  opt  for  a 
simpler  system. 

Stronger  Economy,  More  Federal  Revenue 

The  low  tax  rate  would  set  off  an  economic  boom  by  letting  peo- 
ple keep  more  of  what  they  earn  and  by  lowering  barriers  to  risk 
taking.  Every  time  the  tax  burden  on  the  American  people  has 
been  reduced,  better-paying  jobs  and  new  businesses  were  cre- 
ated, incomes  rose,  and  the  standard  of  living  improved.  But 
those  weren't  the  only  benefits:  Lower  taxes  also  drove  govern- 
ment revenues  up,  not  down. 

When  President  John  F.  Kennedy  enacted  across-the-board 
tax  reductions,  including  dropping  the  top  tax  rate  from  91%  to 
70%,  the  economy  boomed.  Federal  receipts  mushroomed. 
Something  very  similar  happened  as  a  result  of  the  Reagan  tax 
reductions  and  again  from  the  tax-rate  reductions  enacted  two 
years  ago  on  capital  gains,  dividends  and  personal  income. 

This  brings  us  to  the  absurdity  of  static  analysis,  which 
assumes  that  changes  in  tax  rates  have  little  or  no  impact  on  our 
behavior.  Think  of  it  this  way:  If  people's  incomes  were  taxed  at 
100%  on  Mondays  and  a  zero  percentage  rate  on  Tuesdays,  how 
many  people  do  you  think  would  show  up  for  work  on  Monday? 
Washington's  static  analysts,  mired  in  their  rigid,  wrongheaded 
theories,  would  swear  up  and  down  that  attendance  would  be 
the  same  on  Mondays  as  it  would  be  on  Tuesdays. 

When  Congress  increased  the  capital  gains  tax  levy  in  1986, 
the  so-called  experts  at  the  Joint  Committee  on  Taxation  esti- 
mated that  this  tax  increase  would  increase  capital  gains  rev- 
enues. Wrong.  Tax  receipts  plummeted. 

By  contrast,  when  President  Clinton  agreed  with  congres- 
sional Republicans  in  1997  to  cut  the  capital  gains  tax  rate  from 
28%  to  20%,  critics  wrung  their  hands,  predicting  revenues 
would  drop  and  deficits  would  increase.  In  fact,  revenues  from 
capital  gains  increased  dramatically. 

As  a  result  of  static  analysis,  revenue  loss  from  tax  cuts  tends 
to  be  overstated,  which  makes  it  harder  to  enact  tax  cuts. 

To  conclude,  Mr.  Chairman,  the  monstrosity  of  the  tax  code 
we  have  today  has  created  a  problem  of  monstrous  proportions. 
And  like  every  big  probl   n  it  requires  a  big  solution.  Fiddling 


Tax  Cuts  Work 


There  have  been  three  major  reductions  in  American 
income-tax  rates  since  the  First  World  War.  The  results  in 
each  period  were  impressive— greater  economic  growth, 
greater  government  revenues.  A  flat  tax  would  generate  even 
more  astonishingly  positive  outcomes. 


1920s 


Real  Income-Tax  Revenue  Growth 

3.5% 


Real  GDP  Growth 

4.8% 
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Total 
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1960s 


Real  Income-Tax  Revenue  Growth 

9.0% 


2.1% 
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Before 

After 
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1980s 

Federal  Real  Revenue  Growth 

Federal  Total 
0.1% 

Real  GDP  Growth 
3.4% 

2.0%  m 

Before 

After 

Before  After 

Source:  Heritage  Foundation. 

9.2% 

around  the  margins  of  the  tax  code  won't  do  the  trick.  A  sim 
pier,  fairer  flat  tax  will. 

We  already  know  flat  taxes  work  because  they've  been 
enacted  in  Hong  Kong,  Russia,  Lithuania,  Latvia,  Estonia, 
Ukraine,  Slovakia,  Romania,  Serbia  and  Georgia.  Other  nations 
are  actively  considering  their  own  versions  of  a  flat  tax.  What  are 
we  waiting  for — especially  now,  when  the  rest  of  the  world, 
including  India  and  China,  is  determined  to  catch  up  with  us? 

I  want  to  thank  this  committee  for  allowing  me  to  testify 
today,  and  I  want  to  applaud  you  for  your  courage  in  taking  on 
this  very  important  issue.  F 
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It's  a  win-win-win.  Print,  copy  and  scan  in  brilliant  color, 
at  amazing  speed.  The  Xerox  WorkCentre®  C2424.  Finally,  a 
24  ppm  networked  color  multifunction  for  under  $3,000. 
Xerox  Color.  It  makes  business  sense. 
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leading  first-page-out  time  of  just  six  seconds. 
Its  speed  and  performance  increase  productivity 
by  saving  end-user  time  and  maintenance. 
Easy  to  use,  compact  enough  for  any  office, 
completely  integrated  and  with  a  superior 
image  quality  of  2400  dpi,  the  Xerox  WorkCentre 
C2424  Color  Multifunction  is  the  winning  ticket. 
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POTHOLES,  PSHAW.  SEWER  GRATES,  YAW1 

BUT  NEVER  DISRESPECT  THE  DOOR  OE  A  TA> 

Carlos  Aguilera  pedals  in  from  Queens.  At  the  foot  of  the  ^ 
Street  Bridge,  he  whips  out  his  cell  phone  and  fires  off  a  I 
message  reporting  for  work.  Today  the  NYC  messenger  will  cc 
forty  to  eighty  miles  by  bicycle,  same  as  every  day,  delivering  le 
briefs,  advertising  proofs  and  architectural  drawings. 

Need  to  get  around  Manhattan  in  a  hurry?  Follow  the  NYC  t 

messenger's  lead.  Nimble,  alert  and  able  to  anticipate,  the  3' 

horsepower  Lincoln  Aviator  gives  some  real  kick.  Lightweight  c 

strong,  its  aircraft-grade  aluminum  suspension  handles  with  agi 

With  its  encyclopedic  memory  for  addresses,  the  Navigation  Syste 

An  agile  aluminum  suspension,  V-8  engine  and  AWD.  If  the  rinck  routes  even  locals  may  not. 

Aviator  can  take  on  Manhattan,  it  can  take  on  anywhere. 

Splitting  seconds  and  fractioning  inches,  maneuvering  by  reflex  i 
bursts  of  acceleration,  approximately  5,000  bike  messengers  br 
the  streets  of  New  York  from  all  stripes  and  points  of  the  glc 
Outnumbered  three  to  one  by  taxis  and  buses,  it's  a  const 
adrenaline  rush  for  messengers  like  Carlos  Aguilera. 

"57*  after  four  o'clock  is  just  a  nightmare,  nothing  but  buses.  7*  / 
and  34*  pedestrians  just  run  for  the  trains,  not  looking.  Everywf 
you  have  to  look  out  for  people  getting  out  of  taxis  or  you 
doored.  People  look  right  through  us." 

Keep  looking.  Keep  moving.  Keep  momentum.  Stay  in  the  fl 
All  against  oil  slicks,  ice  patches,  wet  cobblestones.  Go  online  to 
how  the  AWD*  agility  and  power  of  the  Lincoln  Aviator  may  c 
supply  a  daily  source  of  adrenaline. 
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'Available  feature. 


Other  Comments 


The  power  to  tax  involves  the  power  to  destroy. 

—JOHN  MARSHALL 


□ 


Reaping  What  It  Sowed  [Recently]  not  only  has 

Iraq  been  destabilized  by  days  with  multiple  suicide  bombers, 
but  Egypt  and  Saudi  Arabia  have  also  witnessed  similar  attacks 
by  jihadist  fanatics.  How  do  you  get  so  many  people  to  commit 
suicide  on  demand,  day  after  day?  What's  going  on?  In  part  the 
Arab-Muslim  world  is  reaping  something  it  sowed.  Way  too 
many  Arab  intellectuals  and  religious  and  political  leaders  were 
ready  to  extol  suicide  bombing  when  it  was  directed  against 
Israelis.  Now  they  are  seeing  how  this  weapon  of  nihilism — once 
sanctified  and  glorified — can  be  used  against  their  own  societies. 
It  was  wrong  when  it  was  used  against  Jews,  and  it  is  wrong 
when  it  is  used  against  Muslims.  You  can't  build  a  decent  society 
on  the  graves  of  suicide  bombers  and  their  victims. 

—THOMAS  L.  FRIEDMAN,  New  York  Times 

Flat-Out  Right  Imagine  junking  all  the  paperwork  the 
current  [tax]  system  requires  and  replacing  it  with  two  simple  post- 
card-sized forms  that  tax  income  only  once  and  at  one  low  rate. 
Imagine  a  simple  and  fair  tax  system  that  required  all  Americans  to 
play  by  the  same  rules,  regardless  of  how  many  lawyers  and  ac- 
countants they  had  on  the  payroll.  And  imagine  politicians  having 
no  ability  to  put  loopholes  in  the  tax  code  in  exchange  for  campaign 
cash.  These  are  all  strong  arguments  for  the  flat  tax.  But  there's  an 
even  bigger  reason  to  support  it:  It  would  be  good  for  the  economy. 

Globalization  has  dramatically  increased  the  importance  of 
good  economic  policy.  Investment  funds  now  have  almost  unlim- 
ited ability  to  cross  national  borders.  Jobs  and  capital  are  fleeing 
high-tax  welfare  states  for  low-tax  jurisdictions.  This  means 
the  rewards  for  good  economic  policy  are  greater  than  ever.  By  the 
same  token,  though,  the  penalties  for  misguided  class-warfare  poli- 
cies are  greater  than  ever.  In  other  words,  international  competi- 
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INVESTMENT5 


"I'm  not  looking  for  a  steady  income  and  security. 
I  just  want  to  make  a  big,  fat  killing  and  check  out!" 


tion  has  made  tax  policy  much  more  important.  Nations  have  to 
compete  with  each  other  if  they  want  faster  growth  and  better  jobs. 

America  needs  to  regain  its  status  as  a  major  contender  in 
the  tax-competition  battle.  Yes,  the  Reagan  tax  cuts  resuscitated 
the  U.S.  economy  in  the  1980s.  And  yes,  the  Bush  tax  cuts  are 
helping  America  grow  faster  and  create  more  jobs  than  most 
other  industrialized  nations.  But  growing  faster  than  France  and 
Germany  is  nothing  to  brag  about. 

—DANIEL  MITCHELL,  Heritage  Foundation,  Washington  Times 

Random  Thoughts  on  the  passing  scene: 

•  Nolan  Ryan's  baseball  career  was  so  long  that  he  struck  out 
seven  guys  whose  fathers  he  had  also  struck  out.  (Barry  Bonds 
and  Bobby  Bonds,  for  example.) 

•  This  must  be  the  golden  age  of  euphemisms.  When  people 
violate  our  laws  by  crossing  our  borders  illegally,  they  are  called 
"undocumented  workers."  When  people  steal  copyrighted 
material  and  exchange  it  among  themselves,  it  is  called  "file 
swapping"  instead  of  fencing  stolen  goods. 

•  Why  transfer  what  has  been  produced  by  some  to  others  when 
you  could  spread  the  productivity  that  produced  this  wealth,  mak- 
ing everyone  better  off?  Knowledge  is  one  of  the  few  things  that 
can  be  given  to  others  without  reducing  the  amount  you  have  left. 

—THOMAS  SOWELL,  Hoover  Institution,  Baltimore  Sun 

The  American  Dream  Members  [of  Congress] 

should  realize  that  there's  a  more  important  reason  than  insol- 
vency to  create  private  accounts  for  Social  Security.  Americans 
would  like  to  control  their  own  money.  They  should  be  able  to 
put  their  retirement  savings  in  their  own  nest  egg.  Ownership  is 
the  American  Dream.  Members  of  Congress  of  both  parties 
should  work  with  President  Bush  to  give  young  Americans  the 
chance  to  own  and  control  their  retirement  savings. 

—DAVID  BOAZ,  Cato  Institute 

Resting  on  One's  Laurels  Funny  thing  about 

memory.  I  remember  the  names  of  the  people  that  I  admire 
immensely,  but,  if  it  happens  to  be  a  name  I  don't  use  often,  I 
have  to  dredge  it  up  again.  And  I  think  the  same  thing  happens 
with  work.  Some  work  stands  out  in  my  mind  because  it  was 
difficult,  some  because  it  was  not  satisfying,  some  because  it 
was  very  satisfying  and  a  great  pleasure,  but  other  things  just  fall 
away,  and  I  forget  them.  Which  is  okay.  You  can't  live  on  the 
laurels.  You  can't  live  on  the  past  performances. 

—JAMES  EARL  JONES,  quoted  in  Playbill 

Skinned  Alive  What  is  the  difference  between  a  taxider- 
mist and  a  tax  collector?  The  taxidermist  takes  only  your  skin. 

— MARK  TWAIN  F 
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Own  the  private  jet  experience 

without  owning  a  private  jet 


Private  jet  Membership  gives jou  more  flexibility  than  private  jet  ownership,  with  no 
long  term  commitments  and  no  capital  risk.  As  a  member,  youll  have  access  to  a  wide 
variety  of  aircraft  within  hours*  Call  to  discover  the  advantages  of  jet  membership. 


SENTIENT 


THE  SMARTEST  WAY  TO  FL 


JET 


operated  by  FAR  Part  135  carriers.  Operators  providing  service  for  the  Sentient  Private  Jul  Membership  program  ir 
o  operated  by  Atlantic  Aviation  Flight  Services,  which  is  a  wholly-owned  subsidiary  ot  Sentient  Jet,  Inc.  and  operah 


Our  Values  Are  Passed  From  Generation  To  Generation. 


The  tradition  of  being  a  New  York  Life  agent  is  passed  from  generation  to  generation. 
These  promises  we  make  to  you,  to  protect  a  family,  to  pay  a  policy  when  needed,  are 
guaranteed  not  only  by  our  values  of  financial  strength,  integrity  and  humanity,  but  also  by 
generations  to  come.  Promises  that  last  are  why  New  York  Life  is  The  Company  You  Keep? 
To  contact  a  New  York  Life  agent,  call  888-963-7946  or  go  to  newyorklife.com/promise 
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Current  Events 


By  Caspar  W.  Weinberger,  chairman 


The  Quest  for  Energy— A  Decades-Long  Debate 


WRITING  ABOUT  ENERGY  LEGISLATION  IS  DIFFICULT  BECAUSE 
for  far  too  long  the  story  has  been  the  same:  The  President  (alter- 
nating with  pleading  for  his  Social  Security  plan)  keeps  reminding 
Congress  how  vital  our  need  for  more  energy  is  and  how  crucial 
it  is  that  we  increase  our  use  of  new  technologies  to  reduce  our 
dependence  on  expensive  and  increasingly  uncertain  foreign  oil. 

In  April  President  Bush  met  with  Saudi  Crown  Prince 
Abdullah  to  encourage  Saudi  Arabia  to  produce  more  crude  oil. 
Worries  that  the  Saudis  may  not  follow  through  have  been  a  big 
factor  in  the  rather  sudden  spike  in  the  price  of  crude. 

The  Democrats,  playing  the  class- warfare  card  (seemingly  their 
only  game  plan),  predictably  oppose  everything  President  Bush  sug- 
gests. Fallen  icon  Senator  John  Kerry  says  the  President's  energy  pro- 
posals won't  help  truckers,  farmers  and  small  business  owners,  who 
are  experiencing  the  effects  of  high  gas  prices  now.  The  Sierra  Club 
(also  predictably)  says  that  with  such  proposals  it  is  clear  the  Presi- 
dent is  just  trying  to  help  Big  Business  and  step  on  states'  rights. 

Business  leaders  do  like  many  of  Mr.  Bush's  proposals,  partic- 
ularly those  involving  tax  credits  to  encourage  the  production  and 
use  of  hybrid  cars,  as  well  as  a  cleaner-burning  diesel  fuel  (soon 
to  come  on  the  market)  for  cars  and  trucks.  The  President  and 
his  supporters  point  out  that  tax  incentives  in  western  Europe 
have  led  42%  of  new-car  buyers  there  to  buy  diesels.  In  the  U.S. 
only  3.3%  of  new  cars  and  light  trucks  are  diesel-powered. 

Moving  Forward 

Despite  the  newspaper  headlines  proclaiming  that  the  U.S.  is  in  dire 
straits,  much  progress  has  been  made.  NuStart  Energy  Develop- 
ment, a  consortium  of  nine  nuclear  power  companies,  has  recently 
signed  an  agreement  with  the  Energy  Department  to  participate 
in  a  cost-sharing  program  to  complete  the  engineering  and  design 
work  (expected  to  cost  $520  million)  for  new  nuclear  reactors. 
Mr.  Bush  has  also  asked  Congress  for  legislative  changes  that 
would  encourage  more  companies  to  build  nuclear  power  plants. 

The  Administration  also  supports  the  production  of  ethanol, 
which  is  popular  among  congressmen  whose  states  grow  corn,  the 
crop  from  which  this  alternative  fuel  is  made.  It  also  stands  behind 
the  extraction  of  oil  from  shale  and  the  use  of  windmills  to  generate 
power.  Wind  power  is  clean  and  can  be  generated  at  a  reasonable 
price.  As  GE  claims  in  a  current  ad  campaign:  "One  GE  wind  tur- 
bine can  produce  enough  electricity  for  about  400  homes  each  year." 

It  looks  as  if  small  parts  of  the  Arctic  National  Wildlife  Refuge 
may  finally  be  available  for  oil  exploration  and  drilling.  In  March 
the  Senate  approved  by  51-to-49  the  inclusion  of  exploration  and 
drilling  there  in  its  budget.  It  must  now  come  up  with  an  energy  bill. 
Most  of  Alaska's  elected  representatives  are  in  favor  of  going  into 
the  ANWR.  It  is  an  issue  we  have  debated  for  46  years,  and  there  is 


little  that  can  be  added  to  the  debate  by  more  delay.  The  price  of 
crude  oil  will  continue  to  climb  unless  we  add  to  the  supply.  The 
world's  demand  for  oil,  particularly  in  India  and  China,  is  growing 
exponentially,  as  has  been  the  case  for  many  years.  In  April  the 
House  passed  its  energy  bill,  which  allows  oil  drilling  in  ANWR.  The 
President  would  like  Congress  to  give  him  an  energy  bill  by  August. 

We  should  also  keep  in  mind  that  for  29  years  the  U.S.  has 
built  no  new  oil  refineries.  We  are  running  our  old  refineries  at 
more  than  90%  capacity,  and  there  are  bound  to  be  breakdowns. 
Congressman  Joe  Barton  (R-Tex.),  who  is  chairman  of  the 
House  Committee  on  Energy  8c  Commerce,  says  it  well:  "Amer- 
ica has  spent  nearly  a  half-century  finding  ways  not  to  provide 
energy — not  to  explore,  not  to  drill,  not  to  refine.  Now  it  is  time 
to  decide  what  we  will  do.  And  whether  it's  in  ANWR,  Iraq  or 
the  Gulf  of  Mexico,  we  had  better  begin  where  the  oil  is." 

If  we  are  to  maintain  our  rate  of  economic  growth,  we  must 
have  reasonably  priced  oil  from  more  reliable  sources.  We  would 
have  enough  oil  if  we  developed  what  we  have.  We  cannot  afford 
more  debate.  (Incidentally,  the  increase  in  oil  prices  cannot  be 
laid  solely  at  the  door  of  India's  and  China's  continuing  high 
demand.  This  has  been  going  on  for  at  least  three  decades.  A 
major  reason  for  the  surge  in  U.S.  prices  is  the  Federal  Reserve's 
failure  to  reduce  the  excess  money  its  mistaken  policies  have 
poured  into  the  market.  [See  Fact  &  Comment,  May  23,  p.27.]) 

A  Light  on  the  Horizon 

Energy  Secretary  Samuel  Bodman  sees  the  energy  problem  quite 
clearly.  As  John  Fialka  in  a  Wall  Street  Journal  article  reported: 
"[Bodman]  wants  more  countries  to  consider  nuclear  power  as  an 
alternative  to  fossil  fuels,  which  pose  pollution  and  global-warming 
problems.  'One  of  our  great  concerns  is  the  unbridled  expansion 
and  use  of  coal  in  China  and  India,'  said  Secretary  Bodman,  who 
hopes  to  encourage  officials  of  both  countries  to  diversify  their 
energy  sources.  More  fuel  diversification,  he  said,  would  help  ease 
demands  for  oil  and  other  fuels,  and  would  make  their  economies 
less  vulnerable  to  price  spikes  or  sudden  shortages."  To  this  end, 
Bodman  is  promoting  the  sale  of  U.S.  nuclear  power  and  clean- 
coal  technologies.  Bodman  went  on  to  say,  Fialka  wrote,  '"We 
believe  that  energy  is  a  global,  not  just  a  domestic  problem,' 
[noting]  that  investments  must  be  made  now  to  bring  on  new 

energy  resources  within  the  next  decade  [A]  lack  of  investment 

has  helped  produce  tightness  in  world  energy  markets  and  nations 
will  have  to  invest  $16  trillion  to  meet  energy  needs  by  2030  ." 

Bodman  is  right:  The  energy  problem  is  global.  At  least  part 
of  the  solution  for  the  U.S.  requires  legislation  that  has  been 
urged  repeatedly  by  President  Bush — and  has  been  debated  for 
decades.  It  is  now  time  to  act.  F 
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HAT  DO  YOU 
O  WHEN  TECHNOLOGY 
^NOVATIONS  ARE  WAITING 
FOR  YOU  EVERYWHERE  * 
YOU  LOOK? 


You  make  sure  you're  ready  for  anything.  And  when  we  say  anything,  we  mean  it. 

IMS,  VoIP,  SIP  —  all  those  scary  acronyms.  Because  they're  out  there,  they're  coming,  and 

you  have  to  make  them  a  reality.  Quickly.  If  you  don't,  you  can  be  sure  someone  else  will. 

That's  where  we  come  in.  Whether  it's  signaling,  switching  or  applications,  Tekelec  isn't  just 

working  on  solutions  for  what  your  network  needs  now;  we're  working  on  solutions  for  what  your 

network  needs  next.  And  ways  to  implement  them  reliably  and  in  a  hurry.  So  even  if  you're  not 

completely  sure  what's  next  —  and  no  one  is  —  we'll  make  sure  you're  flexible  enough  to  handle  it. 


□  □□ 


Learn  more  at  www.tekElec.cam 
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Digital  Rules  

By  Rich  Karlgaard,  publisher 


Two  Paths  to  Leadership  Greatness 


PRESIDENT  BUSH  TALKS  ABOUT  HOW  TO  SAVE  SOCIAL  SECURITY. 
His  ideas  are  good,  but  he  can't  sell  them.  This  is  worse  than  a 
failure  of  communication.  It  is  a  failure  of  leadership.  Congress, 
too,  is  suffering  from  unusually  low  approval  ratings,  a  scenario 
normally  ripe  for  the  out  party.  But  the  feckless  Democrats  can't 
inspire  people,  either.  Howard  Dean  took  over  his  party's  lead- 
ership, and  dollar  donations  have  sagged. 

Across  America  these  days  leaders  of  all  stripes  are  in  bad 
odor.  CEOs  and  professional  basketball  coaches  alike  are  being 
sacked  with  impunity.  Churches  and  schools  have  become  battie- 
grounds  of  governance.  What  exacdy  is  going  on?  Is  our  country 
suffering  a  leadership  crisis? 

Yes,  it  is.  Some  of  the  reasons  for  this  are 
cyclical,  others  go  far  deeper.  The  cyclical 
has  to  do  with  fashion.  In  a  word,  the  kingly 
leadership  style  of  Jack  Welch  and  Michael 
Eisner  is  out.  It  was  swept  away  by  Sarbanes- 
Oxley  and  restive  shareholders.  The  servant  style 
of  leadership  is  in — for  now,  anyway.  Welch's  suc- 
cessor at  GE,  Jeffrey  Immelt,  doesn't  pound  his 
chest  or  crow  about  his  golf  scores.  Kevin  Rollins  at 
Dell  is  a  quiet  Mormon  who  adjusts  his  executive  game  to 
complement  founder  and  chairman,  Michael  Dell.  Mark  Hurd 
at  Hewlett-Packard  says  he'll  take  his  sweet  time  forming  a  vision. 
Paul  Otellini,  incoming  head  at  Intel,  says  his  top  job  is  to  listen 
to  customers.  The  great  Andy  Grove  liked  to  scare  customers! 

This  change  in  fashion  has  caught  the  Old  Guard,  well,  off 
guard.  Carly  Fiorina,  late  of  Hewlett-Packard,  thought  she  had 
board  support.  She  didn't.  Eisner  figured  he  could  glide  into 
retirement  at  Disney.  He  couldn't. 

But  make  no  mistake,  there's  a  deeper  reason  for  the  leader- 
ship crisis.  The  Cheap  Revolution  that  I've  been  writing  about 
for  three  years — the  perfect  storm  of  cheap  tech,  global  talent 
pools  and  Internet  price  transparency — has  doubled  the 
chances  that  any  top  company  will  fall  off  its  perch.  Such  turbu- 
lence will  test  the  leadership  of  any  future  Jack  Welch. 

Tips  From  Welch  and  Wooden 

Help  is  here.  Two  books  on  leadership  have  hit  the  bookstores 
lately.  One  already  has  soared  to  the  top  of  the  bestseller  lists: 
Winning — by  Jack  Welch  with  (wife  and  former  Harvard  Business 
Review  editor)  Suzy  Welch  (HarperBusiness,  $27.95).  Winninghas 
been  reviewed  widely,  so  I  won't  waste  words.  If  you're  a  Welch  fan, 
you'll  like  Winning.  It's  snappily  written,  and  no  one  can  argue  with 
the  author's  footing.  Confession:  While  I  found  Winning  loaded 
with  good  tips,  the  book  did  not  move  me.  That's  just  a 
matter  of  taste.  Business  how-to  books  never  stir  my  heart. 


The  second  book  did,  however.  You  won't  find  it  on  the  best- 
seller lists.  It's  written  by  former  college  basketball  coach  John 
Wooden.  At  UCLA  during  the  1960s  and  1970s  Wooden  won  ten 
NCAA  championships  in  12  years.  During  one  stretch  UCLA  won 
88  straight  games  and  35  straight  NCAA  tournament  games.  In 
Wooden  on  Leadership  (McGraw-Hill,  $22.95)  the  coach  comes 
off  as  the  anti-Welch.  Please  don't  take  this  as  a  slight  to  Welch; 
it's  merely  proof  that  there's  more  than  one  path  to  the  top. 

For  one,  Wooden  never  uses  the  word  "winning."  He  writes: 
"In  all  my  years  of  coaching  I  rarely,  if  ever,  even  uttered  the 
word  win  ...  or  exhorted  a  team  to  be  number  one.  Instead,  my 
words  and  actions  always  reflected  [my  father's]  early  advice: 
'Never  cease  trying  to  be  the  best  you  can  become.' " 
Too  squishy?  In  302  pages  Wooden  fills  in 
the  details.  He'll  convince  you  that  success — 
plenty  of  it — will  occur  as  a  result  of  getting 
your  organization  and  its  people  to  do  the 
right  thing.  Let's  hang  on  to  that  thought.  In 
these  postmodern  times  only  a  leader  with 
moral  gravity  can  talk  about  doing  the  right 
thing  without  provoking  cynicism.  The  jerk 
style  of  leadership  may  also  work,  but  only  if  the 
jerk  is  honest  about  his  nastiness.  Wooden  is  a 
throwback  to  an  earlier,  Norman  Vincent  Peale-era  America. 
One  of  his  better  observations:  "Ability  may  get  you  to  the  top, 
but  it  takes  character  to  stay  there."  Wooden  admits  he  prayed 
daily  for  guidance.  The  Wizard  of  Westwood  is  candid  about  his 
own  shortcomings,  one  of  which  was  a  fist-fighting  temper  in 
his  early  days. 

Wooden  is  a  stickler  for  detail.  "Think  Small.  Work  Hard. 
Get  Good,"  he  writes.  "When  [sloppiness]  occurs,  blame  rests 
with  you,  the  leader,  not  with  your  team."  Wooden  liked  to  start 
every  practice  season  with  a  lesson  on  how  to  put  on  . . .  sweat 
socks!  The  point  was  to  avoid  blisters.  You  can  imagine  what 
thoughts  were  racing  through  the  heads  of  superstar  recruits 
such  as  Gail  Goodrich,  Lew  Alcindor  Jr.  (Kareem  Abdul- Jabbar) 
and  Bill  Walton  when  their  mighty  coach  began  the  first  practice 
with:  "Men,  you  will  now  take  off  your  shoes  and  socks." 

Wooden  says,  "I  derived  great  satisfaction  from  identifying 
and  perfecting  those  'trivial'  and  often  troublesome  details, 
because  I  knew,  without  doubt,  that  each  one  brought  UCLA  a 
bit  closer  to  our  goal:  competitive  greatness.  If  you  collect 
enough  pennies  you'll  eventually  be  rich.  Each  relevant  and  per- 
fected detail  was  another  penny  in  our  bank." 

A  mighty  bank  that  was.  And  a  rich  book  this.  F 


FOrbCS  I  ^'sit  ^'ch  Kar|Saarcl  s  home  page  at  www.life2where.com 
^^—■com  |  or  e-mail  him  at  publisher@forbes.com. 
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His  Life  Certainly  is  Taxing 


M 


1 


I  ike  Tyson's  preparation 
for  his  June  1 1  come- 
Iback  fight  in  Washing- 
ton against  Irish  boxer  Kevin 
McBride  includes  more  spar- 
ring with  the  Internal  Revenue 
Service.  "Michael  G.  Tyson  a.k.a 
Mike  Tyson"  just  sued  in  U.S. 
Tax  Court — as  it  happens,  also 
in  Washington — fighting  a 
claim  he  owes  another  $2.4  mil- 
lion in  income  taxes  for  2000  to 
2002.  The  IRS  says  the  $52  mil- 


lion he  listed  as  taxable  income  during  that  period  under- 
reported  $8  million,  most  of  it  allegedly  personal  travel  expenses 
paid  by  Mike  Tyson  Enterprises  and  Tyson  Records.  The  ex- 
heavyweight  champion,  38,  is  no  stranger  to  the  criminal  or  civil 
law,  with  a  rape  conviction  and,  after  blowing  through  an  esti- 
mated $400  million,  bankruptcy.  Much  of  the  proceeds  from 
upcoming  fights  are  earmarked  for  his  creditors,  including  the 
IRS,  whose  claims  now  top  $2 1  million.  — Janet  Novack 

Strong  Candidate  for  Chutzpah  Award 

In  orders  issued  in  1999  and  2000  the  Securities  &  Exchange 
Commission  prohibited  disbarred  Santa  Monica,  Calif,  lawyer 
Kevin  J.  Quinn  from  1)  practicing  before  the  agency  and  2)  par- 
ticipating in  a  penny-stock  offering.  Now  the  SEC  alleges  in  a 
complaint  that  Quinn  has  been  1 )  practicing  before  the  agency 
and  2)  participating  in  a  penny-stock  offering.  The  lawsuit  cites 
one  December  2004  filing  for  a  $5  million  offering  of  PHC  Hold- 
ings (initial  trading  price,  4  cents)  that  listed  Quinn  as  "counsel 
for  issuer"  and  his  residence  as  the  business'  address.  The  feds 
said  he  also  made  filings  for  Bluetorch  of  Cerritos,  Calif,  and 
Cytation  Corp.  of  Bristol,  R.I.  In  a  written  court  answer  Quinn 
says  he  was  merely  a  "consultant"  and  that  use  of  his  name  was 
unauthorized.  — Daniel  Fisher  and  William  P.  Barrett 


Just  Another  Kind  of  Marketing 

With  the  stock  market  in  a  funk,  social-responsibility  mutual 
funds,  which  avoid  investing  in  any  company  they  deem  harm- 
ful to  society,  find  themselves  being  courted  by  firms  desperate 
not  to  be  blacklisted.  A  recent  conference  at  New  York  University 
drew  presentations  to  the  goo-goos  from  the  likes  of  Dell,  Home 
Depot,  Staples  and  Starbucks,  all  long  criticized  for  such  per- 
ceived sins  as  tree-killing  and  inadequate  recycling.  Proclaiming 
they've  cleaned  up  their  acts,  the  corporations  also  lauded  their 
contributions  to  charity — but  some  grumbled  privately  non- 
profits aren't  quick  enough  to  put  the  handouts  to  work  so  that 
donors  reap  anticipated  goodwill.  — Tatiana  Serafin 

This  Could  Be  the  Least  of  His  Problems 

An  Atlanta  federal  judge  refused  to  bar  videotaping  of  a  deposi- 
tion at  which  ex-KPMG  partner  Jeffrey  Eischeid  said  he  would 
invoke  his  right  against  self-incrimination  and  refuse  to  answer. 
Called  as  a  witness  by  lawyers  suing  KPMG  over  allegedly  abu- 
sive tax-shelter  promotion — now  part  of  a  separate  federal 
criminal  probe — Eischeid  said  taking  the  Fifth  on  tape  would 
humiliate  him,  since  the  clip  might  appear  on  television  or  the 
Internet.  Tough,  wrote  Judge  Marvin  H.  Shoob,  adding  that 
court  orders  keeping  the  tape  secret  until  use  at  trial  would  help 
render  any  embarrassment  "minor."  Eischeid  is  now  seeking  to 
void  the  ruling  on  grounds  that  the  litigation  has  been  moved  to 
a  state  court.  — J.N. 


Security  Needed  for  All  Those  Checks 

At  year-end  2004  there  were  67%  more  locksmiths  in  the  coun- 
try than  in  2000,  the  top  growth  rate  among  business  cate- 
gories tracked  by  commercial  database  seller  InfoUSA.  Close 
behind  the  24,850  reported  keymeisters:  check-cashing  ser- 
vices (up  63%)  and  rehabilitation  services  (60%).  At  the  other 
end,  the  number  of  retail  music  vendors  selling  tapes  and  CDs 
fell  28%,  followed  by  money-transfer  services  (down  25%)  and 
packaging  services  (off  23%) .      —Anne  P.  Mintz  and  W.P.B. 


rBrother-in-lawT  Can  You  Spare  a  Dime? 


Some  public  company  bosses  countenance  business  dealings  with  persons  to  whom  they're  related  through  marriage.  —W.P.B. 


COMPANY 


CEO 


WHAT  BROTHER-IN-LAW  GOT  FROM  COMPANY 


Amedisys/Baf.vi  Rouge.  La.  Wiliiam  F.  Borne 

Big  Dog  Holdings/Santa  Barbara,  Calif.  Andrew  Feshbach 

Conmed/b  Eugene  R.  Corasanti 

Hanger  Orthopedic  Group/Bethesda,  Md.  Ivan  R.  Sabel 

Jefferies  Gi  k.  N  Y.  Richard  B.  Handler 

Kosan  Bioscienc      layward,  Calif  Daniel  V.  Santi 

Main  Street  Bank  Samuel  B.  Hay  III 

Movie  Gallery/Dc  I  Joe  T.  Malugen 

Sources:  Recent  company  pr  .  ^  wjln  Securities  &  Exchange  Commission. 
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$75,808  for  "consulting  services" 
$297,000  for  construction  work 
$91,500  to  renovate  company  facilities 

unspecified  fees  paid  to  his  law  firm 
$317,861  for  duties  as  marketing  director 
$40,281  for  unspecified  services 
$6.5  million  in  fees  to  partly  owned  builder 

$523,000  for  services  by  his  repair  firm 


as 


On  JMy  Mind  

By  Jerome  Kagan,  professor  of  psychology  at  harvard,  and  Robert  Pozen,  chairman,  mfs  investment  management 

Autism  Inflation 

Doctors  should  use  biology,  not  only  behavior,  to  evaluate  children. 


the  bad  news  is  that  the  reported  incidence  of  autism 
has  tripled  over  the  last  decade.  The  good  news  is  that  this  figure 
is  probably  exaggerated. 

Autism's  sharp  rise  is,  in  large  part,  a  matter  of  definitions. 
Is  a  child  with  severe  learning  problems  autistic?  What  about  a 
child  who  is  insensitive  in  social  situations?  What  about  chil- 
dren who  have  trouble  communicating  or  seem  to  retreat  into 
their  own  shells?  These  days  a  large  number  of  children  who  fit 
any  of  those  descriptions  are  likely  to  be  tagged  with  the  autism 
label,  or  their  parents  will  be  told 
that  they  have  a  disorder  (like 
Asperger's  syndrome)  that  falls 
somewhere  in  the  autism 
spectrum. 

This  looseness  of  definition  is 
getting  in  the  way  of  medical 
progress.  We  will  not  find  effective 
cures  for  autism  until  we  add  bio- 
logical markers  to  behavioral 
symptoms  in  diagnosing  children. 

Three  different  types  of  bio- 
logical features  can  help  to  distin- 
guish among  the  children  cur- 
rently labeled  as  autistic  by 
behavioral  symptoms. 

A  larger  brain,  as  revealed  in 
MRI  scans,  is  one  sign.  The  larger 
brains  of  some  autistic  children 
could  be  due  to  an  excess  of 
myelin,  the  sheath  of  white  mat- 
ter around  the  nerve  cells.  This 
could  mean  that  the  neurons  are 
overly  active,  since  neuron  activ- 
ity stimulates  the  production  of 

myelin.  Other  autistic  children  have  abnormally  small  neurons 
in  the  prefrontal  and  temporal  cortex.  These  parts  of  the  brain 
play  a  major  role  in  language  development  and  behavioral  con- 
trol— key  challenges  for  many  autistic  children. 

A  second  set  of  biological  markers  involves  the  responses  of 
neurons  to  external  stimuli  as  measured  by  the  timing  and  mag- 
nitude of  brain  waves.  Some  autistics  do  not  show  the  expected 
wave  form  when  they  hear  a  change  in  a  spoken  syllable  (e.g., 
from  "pa"  to  "ba").  This  suggests  that  there  is  something  defi- 
cient in  language  perception. 

The  biochemistry  of  the  brain  supplies  a  third  differentiating 
feature.  A  set  of  the  relevant  molecules  can  be  measured  by 


"What  we  call  autism  today  is  likely 
to  constitute  two,  three  or  even  more 
quite  different  disorders." 


examining  the  cerebrospinal  fluid,  which  bathes  the  spinal  core 
and  extends  upward  to  the  brain.  Some  autistic  children  shov 
abnormally  high  concentrations  of  molecules  called  ganglio 
sides.  Other  biochemical  features,  which  can  be  measured  b; 
brain-scanning  techniques,  show  that  certain  autistic  childrei 
have  abnormally  high  amounts  of  serotonin,  a  critical  molecul< 
for  regulating  mood. 

If  children  with  autistic  behaviors  were  evaluated  for  thes< 
biological  features,  physicians  would  likely  find  several  distinc 

profiles  among  the  children 
despite  the  similarities  of  thei 
behavior.  In  other  words,  what  w< 
call  autism  today  is  likely  to  con 
stitute  two,  three  or  even  mon 
quite  different  disorders. 

The  currently  preferred  treat 
ment  for  children  exhibiting  earl; 
signs  of  autism  is  enrollment  ii 
intensive  behavioral  programs 
These  programs  involve  one-on 
one  interactions  between  th« 
child  and  the  therapist  from  20 1< 
40  hours  per  week.  Scientific 
studies  of  the  most  popular  o 
these  programs  have  showi 
modest  results.  Although  inten 
sive  behavioral  therapy  cat 
reduce  the  frequency  of  certaii 
autistic  behaviors  for  certain  chil 
dren,  it  does  not  cure  the  basi' 
language  and  emotional  deficien 
cies  of  most  autistic  children. 

To  find  new  cures,  we  neec 
more  research  into  the  biologica 
bases  of  the  various  types  of  autism.  Over  the  last  few  years  tb 
National  Institutes  of  Health  has  greatly  increased  funding  fo 
such  research,  but  it  must  continue  to  coordinate  the  studies  a 
various  laboratories  to  ensure  systematic  conclusions  on  thes' 
biological  markers.  Once  these  conclusions  are  established,  we'l 
be  well  on  our  way  to  prescribing  new  therapies  that  target  eacl 
child's  particular  biological  disorder,  rather  than  general  thera 
pies  aimed  at  all  children  labeled  as  autistic. 

Perhaps  in  a  few  decades,  when  a  young  child  begins  t« 
exhibit  autistic  symptoms,  a  physician  will  order  blood  tests  an« 
brain  scans.  These  will  lead  to  a  targeted  set  of  therapies  that  wil 
be  far  better  than  the  uniform  response  we  offer  today.  ■ 
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YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 

Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


1—1  When  our  Mutual  Series  fund  managers  discovered 

MUTUAL 

j  a  small  candy  company  with  a  potentially  vast 
!  international  market,  they  seized  the  opportunity 
to  purchase  its  stock  at  a  significant  discount  to  its  intrinsic 
value.  The  result:  a  sweet  deal  for  our  fund  shareholders  when 
we  sold  the  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective. 
One  that  comes  from  consistently  following  a  three-pronged 
strategy  of  digging  deep  to  find  undervalued  securities, 
distressed  debt  and  arbitrage  opportunities.  A  proven  approach 
that  has  provided  strong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your 
portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN  or 
visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


is  on  the]  H 


MUTUAL  SHARES  FUND 

Morningstar  Overall  Rating™  3/31/05  -  Class  AT 
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Overall 


★  ★★★ 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment  goals, 
risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which 
you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 
Past  performance  does  not  guarantee  future  results. 

Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is 
derived  from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year 
(if  applicable)  rating  metrics.  Investing  in  companies  involved  in  mergers,  reorganizations  and 
liguidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency 
fluctuations  and  political  uncertainty. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

f  Source  Mr~^HHINGSIAB  3/31/05.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
[including  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
bating™  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction 
3f  one  fund  and  rated  separately.)  The  Fund  was  rated  against  796  and  562  funds  and  received  Morningstar  Ratings  of  4  and  4  stars  for  the  3-  and  5-year  periods,  respectively.  Morningstar 
bating'"  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2005  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is  pro- 
prietary to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers 
ire  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 


Out  of  796  U.S.-domiciled  Large  Value  Funds 


JULY  9,  2001 


FLASHBACKS 


Gentlemen,  Start  Your 
Lawyers 


W; 
i 


[hen  we  put  Bernard  Ecclestone  on 
the  cover  of  our  international  bil- 
lionaires issue  four  years  ago,  there 
was  rebellion  brewing  in  the  ranks  at  For- 
mula One  Management,  the  elite  car  racing 
holding  company.  Now  the  rebellion  has 
escalated  into  all-out  war.  Ecclestone,  74, 
who  owns  25%  of  the  company,  had  been 
running  Formula  One  as  though  he  owned 
the  whole  thing.  The  banks  that  owned  the 
other  75%  sued,  seeking  seats  on  the  board, 
and  in  May  Ecclestone  relinquished  board 
control  after  reaching  an  out-of-court  set- 
tlement. Now  Ecclestone  is  reportedly 
threatening  to  quit  rather  than  be  pushed  around  by  the  75%  gang. 

In  more  anti-Ecclestone  trouble,  five  of  the  six  European  automakers  that 
sponsor  Formula  One's  ten  teams  plan  to  set  up  a  competing  racing  circuit 
after  their  contract  expires  in  2007.  They  want  a  bigger  share  of  the  races'  rev- 
enues and  more  say  on  the  rules.  — Deborah  Orr 


MARCH  15,  2004 

Paradise  Lost 

Since  banker  Victor  Galan  became  the  first  Puerto  Rican  on  The  Forbes 
400  list  of  richest  Americans  last  year,  rising  interest  rates  and  a  flat- 
tening yield  curve  have  sliced  his  worth  from  $700  million  to  $375 
million.  Cuban-born  Galan,  71,  holds  a  42%  stake  in  R&G  Financial,  whose 
stock  tumbled  after  the  company  in  April  said  it  would  take  a  charge  to 
write  down  securities  called  interest-only  strips.  Overvaluing  such  securi- 
ties is  as  common  on  the  island  as  rum.  Doral  Financial,  Puerto  Rico's 
biggest  mortgage  banker,  also  announced  in  April  that  it  would  write  down 
as  much  as  $600  million  on  interest-only  strips.  The  Securities  &  Exchange 
Commission  has  launched  an  informal  probe  of  both  companies. 

— Nathan  Vardi 


SEPTEMBER  29,  2003 

Bond  Gambler 

■  n  late  2003  bond  contrarian  Van  R.  Hoisington  was  loading  up  on  long- 
Iterm  Trea>      securities  on  a  hunch  that  inflation  fears  were  overblown. 

■  Good  call.  Last  ye  Hoisington  returned  1 1%  to  investors  in  his  $3.5  billion 
fund  versus  4%  for  the  Lehman  Aggregate  index.  Lately  Hoisington  has  upped 
the  ante  by  adding  to  Si  is  ;,tash  of  risky  zero-coupon  bonds.  They  now  consti- 
tute half  his  holdings.  H  Lsington's  prediction:  Consumer  spending  will  grow 
at  its  slowest  pace  in  a  decade  and  the  yield  on  the  ten-year  Treasury  bill  will 
hit  3.2%  before  the  ex  regains  its  sea  legs.  That  is  a  full  point  lower  than 
the  yield  stands  today.  —Bernard  Condon 


85  YEARS  AGO  IN  FORBES  JUNE  12.  1920 

Feminine  Influence  Why  shouldn't 

we  have  more  women  sitting  on  boards  of  direc- 
tors? Take  concerns  which  have  thousands  of 
women  employees.  Wouldn't  it  be  sound  business 
to  have  one  or  two  women  at  the  directors'  table? 
The  Pennsylvania  Railroad,  the  American  Tele- 
phone &  Telegraph  Co.  and  other  large,  old, 
established  companies  have  drawn  attention  to 
the  fact  that  about  half  of  their  stockholders  were 
women.  Why  refuse  to  have  one  representative  of 
the  sex  on  the  directorate?  Other  enterprises' 
product  is  bought  almost  wholly  by  women. 
Wouldn't  it  be  wise  for  such  concerns  to  have  the 
benefit  of  the  counsel  of  women? 
Women  hold  16. 7%  of  board  seats  at  the  country's 
top  100  companies,  according  to  a  2005  study  by 
the  Alliance  for  Board  Diversity. 

20  YEARS  A00  IN  FORRES  NOVEMBER  IB.  1985 

Yin  and  Yuan  China's  official  exchange 

rate  is  about  3  yuan  to  the  dollar,  but  what  if 
Peking  lets  the  yuan  float  freely?  That  just  might 
happen,  says  Yin  Yi,  head  of  China's  Printing  & 
Mint  Bureau.  What  will  it  take?  "Economic  devel- 
opment." he  replies.  "Up  to  now  we  didn't  con- 
sider it.  but  that  is  a  question  we  do  need  to 
study."  Peking  may  allow  only  a  10%  or  20%  flexi- 
bility in  rates,  not  a  free-floating  currency  in  the 
Western  sense,  warns  one  outside  observer.  But 
any  flexibility  would  mean  a  devalued  yuan  and  a 
potential  boost  to  Chinese  exports. 
Chinese  officials  have  been  denying  rumors  that 
they  plan  to  remove  the  yuan's  link  to  the  dollar. 

10  YEARS  AGO  IN  FORRES  NOVEMBER  6, 1995 

Captain  Kirk  Returns  Kirk  Kerko- 

rian  has  a  Midas  touch.  At 
age  78  he's  a  long-standing  „s  0[ 
billionaire  with  a  string  of  fi-  %M 
nancial  coups  to  his  name!  rmaffohs 
He  owns  51  million  shares  of  »iSigh*i 
Chrysler  stock,  one-seventh  Guesses 
of  the  common,  selling  at  [  'csstod, 
more  than  $50  a  share, 
worth  $2.5  billion  to  $3  billion.  When  he  started 
buying  Chrysler,  the  stock  was  just  over  $10.  He's 
made  well  over  $1  billion  by  investing  in  the  Detroit 
automaker.  But  these  are  all  paper  profits.  To  buy 
the  last  14  million  Chrysler  shares.  Kerkorian  bor- 
rowed $700  million. 

Kerkorian  is  buying  an  8.8%  stake  in  General 
Motors. 
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mmm  N  I  HE  COMPUTER  BUSINESS  IT'S 
I  known  as  the  Dell  effect.  The  Round 
I  Rock,  Tex.  computer  maker  spots  a 
I  market  where  others  are  making  fat 
I  profits,  figures  out  how  to  deliver  the 
I  same  stuff  for  less  and  then  drains 
I  the  profits  right  out  of  the  pool. 
I  Starting  with  lowly  PCs,  Dell  has 
moved  on  to  make  conquests  in  computer 
servers,  data  storage  systems  and  printers. 
Now  the  Wal-Mart  of  computing  is 


luck  the  new  business  ventures  could  fur- 
ther fuel  Dell's  stock.  At  $39,  Dell  is  up  10% 
over  a  year  ago,  versus  only  3%  for  Nasdaq, 
and  its  profits  grew  15%  to  $3  billion  in  its 
most  recent  fiscal  year. 

Applied  to  services,  Dell  direct  means 
a  small  menu  of  standardized  service  and 
support  packages  that  it  calls  "close  to  the 
box,"  meaning  they  are  tied  to  hardware 
sales  and  largely  involve  planning,  main- 
taining and  managing  computer  systems. 


At  Your  Service 

Dell  is  applying  its  low-cost  PC  model  to  computer  services.  For  HP 
and  IBM,  this  is  not  good  news  By  Daniel  Lyons 


muscling  into  professional  services  and  con- 
sulting. Unfortunately  for  rivals  like  IBM  and 
Hewlett-Packard,  DeO's  low-cost  method 
appears  to  be  working.  With  customers  like 
Boeing,  ExxonMobil  and  Ford  Motor  Co., 
Dell's  services  division  grew  34%  last  year  to 
$3.7  billion  and  now  employs  10,000  peo- 
ple. Dell  expects  the  group  to  keep  growing 
at  a  30%  clip  for  the  next  several  years. 

"We've  been  tremendously  successful 
in  applying  the  'Dell  direct'  model  to  the 
product  business.  Now  we  see  an  oppor- 
tunity to  apply  [it]  to  the  services  busi- 
ness," says  Gary  Cotshott,  services  divi- 
sion vice  president. 

PCs  still  represent  two-thirds  of  Dell's 
$49  billion  in  revenue.  Since  2003,  when 
the  company  changed  its  name  from  Dell 
Computer  to  Dell  Inc.,  execs  have  down- 
played its  PC  business  while  seeking  growth 
in  other  areas  such  as  LCD  televisions  and 
financing,  which  the  company  previously 
left  largely  to  a  partner  but  now  wants  to 
handle  more  on  its  own. 

The  goal  is  to  reach  $80  billion  in  an- 
nual revenue  within  four  years.  With  any 


Cotshott  reckons  his  offerings  address  only 
$90  billion  of  the  $635  billion  computer 
services  market.  But  if  Dell  can  get  10%  of 
that  $90  billion,  its  services  revenue  would 
more  than  double. 

The  New  York  City  Department  of  Ed- 
ucation relies  on  Dell  to  keep  295,000  desk- 
top PCs  running  smoothly  in  1,300  schools. 
Dell  also  manages  73,000  desktops  in  Eu- 
rope and  the  U.S.  for  Honeywell's  aerospace 
division,  which  used  to  manage  that  work 
in-house  using  its  own  IT  staffers  and  a  ser- 
vice provider  it  declines  to  name.  Honey- 
well has  seen  a  50%  increase  in  user  satis- 
faction in  Europe  since  Dell 
began  providing  service,  says 
Paul  Hopkins,  chief  information 
officer  for  Honeywell  aerospace. 
"They're  not  trying  to  be  every- 
thing to  everybody.  But  in  the 
areas  where  they  do  operate, 
they  do  very  well,"  Hopkins 
says. 

Unlike  IBM,  Dell  won't  de- 
velop custom  applications,  do 
strategy  consulting  or  run  a 


customer's  data  center  or  personnel  de- 
partment. And  it  won't  work  for  cus- 
tomers that  don't  use  Dell  equipment. 

"If  there's  no  long-term  potential  to 
sell  hardware,  we're  not  interested,"  Cot- 
shott says.  "That's  not  us.  Sorry." 

But  the  list  of  what  Dell  does  offer  is 
growing.  Launched  six  years  ago  mosdy  to 
repair  PCs  and  answer  user  questions, 
Dell's  services  group  now  offers  training 
classes,  manages  the  rollout  of  software 
updates  to  thousands  of 
users  and  helps  cus- 
tomers build  and  run 
storage  networks. 

"It's  not  rocket  sci- 
ence. But  customers  love 
it,"  says  Cotshott,  who 
spent  24  years  at  NCR 
and  ran  that  company's 
services  group  before 
being  recruited  to  Dell  in  1998.  It's  worth 
noting  that  Kevin  Rollins,  Dell's  chief  ex- 
ecutive, has  a  consulting  background — he 
was  a  partner  at  Bain  &  Co. 

In  January  Canadian  snowmobile 
maker  Bombardier  Recreational  Products 
hired  Dell  to  install  new  desktop  comput- 
ers and  replace  a  mix  of  disparate  e-mail 
and  database  programs  with  a  single  plat- 
form based  on  Microsoft  technology.  At 
ExxonMobil,  Dell  is  tackling  an  "applica- 
tion packaging"  project,  helping  the  oil 
company  assemble  its  software  into  stan- 
dardized bundles  that  can  be  easily  loaded 


SERVICES 
REVENUE  ($BIL) 

SERVICES 
HEAD  COUNT 

GROWTH 
RATE 

IBM 

$46.2 

185,000 

4% 

EDS 

20.7 

117,000 

Flat 

HP 

13.8 

65,000 

13 

DELL 

3.7 

10,000 

34 

Fiscal  2004,  except  Dell,  fiscal  2005.  Sources:  Companies;  Deutsche  Bank. 
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onto  users'  machines. 

Rival  HP  insists  Dell  hasn't  put  a 
dent  in  its  services  business,  which 
grew  13%  to  $13.8  billion  last  year 
and  employs  65,000  people  world- 
wide. IBM,  whose  $46  billion  Global 
Services  division  makes  it  the 
world's  largest  computer  ser- 
vices firm,  declines  to  comment, 
but  Dell  has  done  some  poach- 
ing there.  French  insurer  AXA 
Group  hired  Dell  to  manage 
80,000  of  its  130,000  personal  comput- 
ers, with  IBM  managing  the  rest.  "We 
think  it  makes  sense  to  have  two  sup- 
pliers. It  motivates  people  to  remain 
competitive,"  says  Claude  Brunet,  head 
of  operations  at  AXA. 

These  days  tech  customers  are 
shunning  megadeals  in  which  one 
giant  provider  like  IBM  gets  hired  to 
do  everything.  Instead  they  are  prac- 
ticing "selective  sourcing,"  choosing 
one  provider  to  run  mainframes,  an 
other  to  write  software  applications  and 
another  to  manage  PCs.  "Selective  sourc- 
ing is  what  customers  really  want.  And  it 
plays  to  where  we  play,"  says  Cotshott. 

Last  year  Dell  landed  a  $500  million 
deal  to  manage  PCs  at  Royal  Philips  Elec- 
!  tronics.  Like  AXA,  Philips  is  an  IBM  Global 
i  Services  customer  but  chose  Dell  to  man- 
•  age  its  PCs,  not  because  Dell  was  cheaper 
but  because  it  offered  more  flexibility,  says 
j  Daniel  Hartert,  chief  information  officer 
j  at  Philips,  in  the  Netherlands. 

IBM  recently  announced  it  will  slash 
1 3,000  jobs,  mainly  in  Europe.  Dell  expects 
its  services  group  to  double  in  size  within 
four  years.  Deutsche  Bank  analyst  Christo- 
pher Whitmore  says  Dell  could  approach 
$  1 00  billion  in  sales  by  20 1 0.  And  although 
today  IBM  is  twice  Dell's  size,  Whitmore  be- 
lieves Dell  could  one  day  be  bigger  than 
IBM.  "That  would  not  surprise  me,  quite 
frankly.  Toward  the  end  of  this  decade,  that 
is  feasible,"  he  says.  F 
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Money  Can't  Buy  Me  Love 

For  Edgar  Bronfman  Jr.,  the  band  must  play  on  By  Brett  Pulley 

N 


OW  THAT  HE'S  TAKEN  WARNER 
Music  Group  public  and  recouped 
all  of  the  $165  million  that  came 
from  his  personal  invest- 
ment fund,  can  Edgar 
Bronfman  Jr.  suc- 
cessfully run  the 
music  company? 
That  remains  the 
challenge  for 
Bronfman, 
who  was 
pillo- 
ried 
for 


diverting  much  of  his  family's  liquor  for- 
tune to  the  entertainment  industry. 

The  50-year-old  onetime  songwriter  is 
talking  about  turning  Warner  into  a  pow- 
erful new  music  company  centered  on  the 
digital  revolution.  Instead  of  joining  the 
industrywide  chorus  of  whiners  who  sing 
the  blues  over  the  detrimental  effects  of 
downloading  music,  Bronfman  is  pushing 
Warner  as  a  digital  treasure  trove.  "We  can 
see  the  future  as  being  framed  either  by 
threats  to  our  industry,  or  by  opportu- 
nity," Bronfman  said  in  a  speech. 

The  38,000  recordings  that  Warner 
owns  account  for  40%  of  the  company's 
annual  revenue  of  $3.4  billion;  the  rest 
comes  from  new  releases.  Bronfman  is 


moving  to  ensure  that  online  music  oudets, 
cell  phones  and  other  new  wireless  devices 
serve  as  oudets  for  Warner's  music.  In  2003 
Warner  became  the  first  music  company  to 
launch  a  streaming  music  service  to  a  wire- 
less provider  (Sprint).  Many  carriers  sell 
Warner's  songs  as  ring  tones  for  cell  users. 
Virgin  Mobile  charges  $2.50  per  ring  tone. 

In  the  latest  quarter,  digital  music  sales 
totaled  $35  million,  or  4.6%  of  Warner's 
revenue.  Bronfman  will  have  to  sell  four  to 
five  ring  tones  or  ten  99-cent  songs  to  re- 
place the  wholesale  revenue  of  one  $15  CD. 

Hit  songs  would  help.  If  the  private 
equity  partners  can  avoid  gorging  them- 
selves on  the  company's  ample  cash,  Bronf- 
man and  his  quite  capable  music  executive 
Lyor  Cohen  might  have  a  chance  to  sign 
the  hottest  musicians.  Ultimately  there  may 
be  only  one  option  if  Bronfman  is  to  sur- 
pass Universal  Music  and  Sony  BMG:  form 
an  alliance  with  the  British  music  company 
EMI  Group.  F 


PRIVATE  EQUITY 


Swan  Song 


Does  the  Warner  Music  deal  mark  the  peak  of  the 
buyout  business?  By  Bernard  Condon 


l 


N  JUST  14  MONTHS 
Edgar  Bronfman  Jr. 
and  his  buyout  part- 
ners behind  Warner 
Music  have  made  $3.2  billion  on  $1.3  bil- 
lion down.  Credit  a  good  gut  for  calling  the 
bottom  of  the  music  business  (perhaps) 
and  a  willingness  to  cut  costs  ruthlessly.  But 
there  is  another,  less  obvious,  reason  for  the 
quick  fortune:  Alan  Greenspan. 

Even  before  it  went  public  in  early  May, 
Warner  Music  gave  $1  billion  of  dividends 
to  its  private  equity  owners.  These  were 
largely  financed  by  three  issues  of 
CCC+ -rated  junk  bonds,  which  in- 
vestors gobbled  up  at  a  mere  9.5%  and 
6.8%  annual  interest.  The  buyers  may 
have  neglected  to  check  out  the  sta- 
tistics on  CCC+  bonds,  which  in- 
clude the  fact  that  half  of  the  com- 
panies behind  such  paper  default 
within  five  years. 


One  reason  investors  have  been  willing 
to  swallow  meager  coupons  on  junk:  the 
fact  that  coupons  on  Treasury  bonds  are 
even  more  meager.  For  the  crummy  Trea- 
sury yields  you  can  blame  Greenspan  all 
around.  He  put  short-term  rates  at  46-year 
lows  last  year,  and  he  is  behind  the  success 
in  combating  inflation,  which  keeps  yields 
on  longer-term  Treasurys  depressed. 

Bronfman's  co-investors — Bain  Capi- 
tal, Thomas  H.  Lee  Partners  and  Providence 
Equity — haven't  been  the  only  leveraged- 
buyout  funds  rooting  like  pigs  at  the  junk- 
bond  trough.  Last  year  there  were  $166  bil- 
lion worth  of  leveraged  buyouts,  an  alltime 
high.  Returns  have  been  equally  note- 
worthy: 19%,  net  of  fees.  Fueling  those  re- 
turns was  a  willingness  of  junk  investors  to 
take  down  $39  billion  in  bonds  whose  pro- 
ceeds went  not  into  corporate  pockets  but 
into  those  of  their  leveraged  owners. 

Says  bond  manager  Michael  Lewitt  of 


1 


t.he  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee.  Wl 


ESTATE  PLANNING 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com  for  more  information. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK* 

77k?  Quiet  Company? 


"'The  Quiel 
'NorthwesU 
Insurance  i 


registered  trademark  of  The  Northwestern  Mutual  Life 
3l  Network*  is  a  marketing  name  for  the  sales  and  distrit 
;ee,  Wl,  and  its  affiliates.  Securities  offered  through  Nortl 
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Harch  Capital:  "Junk  bond  holders  are  al- 
lowing themselves  to  be  pimped  by  the  pri- 
vate equity  guys — and  they're  just  too  stu- 
pid to  realize  it." 

But  they  may  be  wising  up — which 
would  make  Warner  Music  one  of  the  part- 
ing triumphs  of  the  buyout  boys  as  returns 
fall.  In  April  junk  yields  widened  60  basis 
points  to  4.52  percentage  points  over  Trea- 
surys,  partly  on  fears  of  a  slowing  economy. 
Already  junk  offerings  have  been  put  on 
hold,  including  an  $824  million  issue  from 
Masonite  International,  a  doormaker  taken 
over  by  Kohlberg  Kravis  Roberts  in  April. 

A  less  accommodating  junk  market 
would  also  crimp  other  recent  buyout  ex- 
cesses. Some  private  equity  shops  have 
taken  companies  private  with  only  20% 
down  versus  the  usual  30%.  Debt  has  been 
piled  up  as  high  as  seven  or  eight  times 
earnings  before  interest,  taxes,  depreciation 
and  amortization.  A  typical,  and  more 
healthy,  multiple  is  five. 

Stock  investors  are  starting  to  worry, 
too.  To  drum  up  demand  for  its  initial  of- 
fering, Panamsat  had  to  cut  its  price  10%. 
One  reason  is  that  the  satellite  company, 
with  debt  before  the  IPO  at  six  times  Ebitda, 
gave  $240  million  to  KKR  and  other  buy- 
out shops  less  than  six  months  after  they 
invested.  Warner  Music  also  had  to  cut  its 
offering  price,  which  means  it  won't  be 
putting  any  proceeds  into  operations  as 
planned.  All  $554  million  will  go  to  chip 
away  at  debt,  which  stood  at  $2.5  billion  at 
year  end,  up  $700  million  in  three  months. 

Expect  more  pain.  Bond  bear  Lewitt 
notes  that  with  General  Motors  and  Ford 
bonds  downgraded  to  junk,  along  with 
$400  billion  worth  of  other  former 
investment-grade  paper,  an  old  record  has 
been  surpassed.  In  2002  investors  were  del- 
uged with  so  much  of  this  newly  christened 
junk  that  spreads  over  Treasurys  quickly 
widened  to  ten  percentage  points.  The  vol- 
ume from  these  so-called  fallen  angels  was 
half  the  level  of  today. 

Should  spreads  balloon,  hedge  funds, 
with  their  increasing  appetite  for  risky 
loans,  might  step  into  the  breach.  Investors 
in  buyout  shops  appa  Vt  worried. 

Goldman  Sachs  finished  raising  $8.5  bil- 
lion for  a  new  fund  in  April  hat  beat  the 
old  record  set  by  Carlyle  ( Iroup — two 
weeks  earlier.  F 


HOLLYWOOD  AND  RUSSIA 
GET  A  LITTLE  CLOSER 

Thirty  years  ago  Woody  Allen's  Love  and  Death  parodied  War  and  Peace 
and  life  in  19th-century  Russia — including  the  Cossacks,  who  in  real  life 
carried  out  pogroms  against  Russian  Jews.  Now  Allen  is  chasing  the  Rus- 
sians— for  money.  An  upcoming  movie  that  Allen  wrote,  directed  and 
stars  in,  Match  Point,  got  20%  of  its  funding  from  a  Luxembourg  outfit 
called  Thema  Productions.  Thema  is  75%  owned  by  the  Russian  telecon 
conglomerate  Sistema  (the  rest  by  non- Russian  investors),  which  is 
controlled  by  billionaire  \^adimir  Yevtushenkov. 

For  all  its  poverty  Russia  has  a  lot  of  money  sloshing  around,  and 
some  of  it  is  sloshing  into  celluloid.  The  government  is  trying  to  foster  a 
homegrown  industry  by  giving  a  tax  break  to  Russian  production 
companies  but  not  to  foreign  producers  who  make  movies  there. 

A  Russian  broadcaster  called  Channel  One  Russia,  51%  owned  by  the 


government,  made  Night  Watch  (Nochnoi  Dozor),  until  recently  Russia's 
top-earning  film.  It  grossed  $16  million  last  year,  surpassing  the  Russian 
box  office  receipts  of  Spider-Man  2.  Costing  $4  million  to  make,  the 
movie  got  plenty  of  advertising  from  the  government  unit  Fox  Search- 
light will  release  Night  Watch  in  the  U.S.  this  summer,  with  subtitles. 

But  foreign  producers  are  still  nervous  about  using  Russia  as  a  base. 
Last  year  eight  Western  movies  were  made  in  the  country.  "You  have  to 
convince  directors  that  the  project  will  be  done  on  time  and  within  the 
budget,"  says  Nataly  Scherbakova,  owner  of  Big  Star  Entertainment, 
which  helps  Westerners  set  up  film  projects  in  Russia. 

Thema  Productions  has  yet  to  film  in  Russia,  but  it  has  financed  a  fev 
European  productions,  including  Allen's  Match  Point  and  Lions  Gate 
Films'  A  Good  Woman,  starring  Helen  Hunt  and  Scarlett  Johansson,  witl 
a  scheduled  September  release  in  the  U.S.  Stephen  Margolis,  cofounder 
of  the  U.K.'s  Future  Films,  which  coproduced  a  Billy  Zane  movie  with 
Thema,  sees  Russia  as  the  next  frontier  for  making  movies  cheaply.  This 
summer  in  Russia  he  and  Michael  Dounaev,  Thema's  managing  directoi 
will  start  filmirL  Checkmate,  starring  Jeremy  Northam,  and  plans  are  in 
place  for  a  biopic  about  cosmonaut  Yuri  Gagarin.  — Heidi  Browt 
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TOSHIBA 

Don't  copy.  Lead/ 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources — sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 


ROUGH  SEAS 

Times  are  tough  in  the  recreational 
boa  l  biz.  Yachts  sell  well,  but  indus- 
try research  shows  that  70%  of 
Americans  couldn't  care  less  about 
boating.  Overall  unit  sales  have  sunk 
13%  since  2000.  Time  for  a  rescue 
mission,  says  the  National  Marine 
Manufacturers  Association,  which 
is  launching  a  $50  million  image 
campaign  paid  for  by  boat-  and 
enginemakers.  The  primary  target: 
middle-aged,  middle-income  non- 
boaters.  One  TV  spot  features  a  fam- 
ily ambling  through  a  supermarket 
only  to  be  enticed  by  a  pontoon 
boat  floating  in  water.  Association 
President  Thomas  Dammrich  says 
he  wants  to  do  for  boats  what  a 
recent  campaign  did  for  recreational 
vehicles — make  diem  seem  like  the 
family  car.  — Dirk  Smillie 

BOATING  PARTICIPATION  (IN  MILLIONS) 
1997  2004 


INTERNET  LAW 


76.4 


69.0 


BOATS  SOLD  (RETAIL) 
1997  2004 

592,800  501,200 


Sources:  National  Marine 
Manufacturers  Association; 
Annual  Sailing  Business  Review. 
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ls Google  profiting  from  porn?  Or  is  it  a 
victim  of  a  digital  shakedown?  By  Seth  Lubove 


PUBLISHER  AND  ECCENTRIC 
money  manager  Norman  Zadeh 
claims  he's  lost  $35  million  on 
the  quarterly  magazine  Perfect  10 
since  launching  it  in  1997  to  publish 
nude  photos  of  naturally  endowed 
women  and  run  self-penned  screeds 
about  world  affairs.  A  big  chunk  of  that 
money  is  going  to  pay  the  lawyers. 

Zadeh  is  the  plaintiff  in  five  lawsuits 
alleging  unauthorized  reproduction  of 
the  magazine's  photos  on  the  Internet. 
In  his  latest,  filed  in  Los  Angeles  federal 
court,  Zadeh  accuses  Google  of  ripping 
him  off  by  storing  and  posting  his  pho- 
tos on  the  big  search  engine's  image 
search  index  and  by  linking  to  Web  sites 
that  are  also  stealing  his  photos. 

As  in  his  previous  lawsuits  (FORBES, 
Sept.  17,  2001),  Zadeh's  case  is  less  no- 
table for  its  merits  than  for  his  attempt  at 
laying  bare  the  unintended  consequences 
of  search  engines.  Type  in  any  kinky 
fetish  and  it  will  likely  splash  image 
search  results  on  Google,  Microsoft's 
MSN,  Yahoo  and  Amazon.com's  new  A9. 
Google's  SafeSearch  and  other  filters  in- 


Publisher  Norm  Zadeh  and  a  bevy  of 
Perfect  10  beauties  vamp  at  a  lingerie  show. 
Ogling  them  on  Google  is  stealing,  he  says. 

tended  to  cull  the  smut  can  be  easily 
turned  off  by  the  user. 

"What  exactly  is  Google  doing?"  asks 
Zadeh  from  his  Los  Angeles  mansion 
above  Beverly  Hills,  where  he  says  he's 
down  to  managing  just  $9  million.  "Are 
they  really  a  Good  Samaritan  search  en- 
gine? Or  are  they  a  one-stop  porn  shop 
out  to  win  the  search  engine  battle?" 

Zadeh's  demands  are  based  in  part 
on  the  1998  Digital  Millennium  Copy- 
right Act,  which  governs  the  rights  of 
copyright  holders  on  the  Internet  and 
how  to  protest  infringements.  Courts 
have  ruled  in  previous  lawsuits  that 
search  engines  are  permitted  to  display 
thumbnail  images  provided  they  link  to 
the  copyright  holder's  Web  site  (whether 
they  can  link  to  full-size  images  is  still  a 
matter  of  debate).  But  if  you  click  on  a 
nude  thumbnail  image  of  a  Perfect  10 
model  on  Google,  it  will  most  likely  take 
you  to  a  Web  site,  usually  a  porn  site,  that 
has  stolen  Zadeh's  image.  Google's  ro- 


You  can  get  more  out  of  your  technology  investment  by  making  sure  employees  have  access 
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botic  spiders  don't  crawl  inside  Zadeh's 
pay  site,  where  he  safeguards  the  images. 

When  that  happens,  Zadeh  contends, 
Google  benefits  with  "millions  of  dollars" 
in  increased  advertising  revenue.  That's 
because  these  pirate  sites  may  also  post 
Google  advertiser  links — and  each  click  at 
those  sites  earns  Google  revenues,  which  it 
shares  with  the  pirate. 

Zadeh  is  especially  incensed  that  even 
Google's  free  thumbnail  images  are  now 
potentially  eating  into  his  sales.  The 


OENOLOGY 


postage-stamp-size  photos  are  the  same 
size  as  those  he's  peddling  to  cell  phone 
subscribers  in  England,  where  he  collects 
$7,000  a  month.  But  Google's  diminutive 
images  can  now  be  seen  for  free  on  cell 
phone  browsers. 

In  its  answer  to  Zadeh's  lawsuit, 
Google  says  it  is  only  acting  as  a  transmit- 
ter of  data  and  that  it  is  not  intentionally 
linking  to  stolen  material.  It  disputes  the 
claim  that  it  is  enabling  Internet  porn  pi- 
rates to  thrive  by  linking  to  their  sites.  (The 


company  won't  disclose  how  many 
searches  are  for  porn.)  If  anything,  Google 
asserts  in  its  counterclaims,  it  is  doing  guys 
like  Zadeh  a  favor  by  "making  the  public 
more  aware"  of  his  "original  works." 

Wendy  Seltzer,  a  lawyer  for  the  Elec 
tronic  Frontier  Foundation,  argues  Zadeh 
and  his  ilk  cause  Web  sites  and  search  en 
gines  to  reflexively  pull  data  rather  than 
face  the  wrath  of  a  lawsuit.  "Kudos  to 
Google  for  standing  up  to  the  suit  and  not 
being  chilled,"  says  Seltzer. 


In  Vino 
Veritas 

Gene  Mulvihill's  magnetic 
resonance  machine  can 
discern  spoiled  wine 
before  you  buy  it.  But  the 
business  is  still  young. 
By  Tomas  Kellner 

BUYING  A  BOTTLE  OF  FINE 
old  wine  is  a  bit  like  play- 
ing Russian  roulette.  As 
many  as  15%  of  such  bot- 
tles are  contaminated  with  vinegar, 
acid  aldehyde  and  other  foul  com- 
pounds caused  by  bad  corks  or 
poor  storage.  Problem  is,  an 
oenophile  spending  thousands  of 
dollars  for  a  rare  bottie  won't  know  MessaSe 
it  until  he  or  she  pulls  the  cork. 

But  now  comes  a  splash  of  technology 
that  might  take  the  risk  out  of  wine  col- 
lecting. Eugene  Mulvihill,  a  New  Jersey  real 
estate  developer,  is  pushing  a  machine  that 
combines  a  nuclear  magnetic  resonance 
(nmr)  scan  with  a  spectrometer  to  peer 
inside  unopened  bottles  of  wine.  So  now 
you'll  know  whether  that  $7,000  bottle  of 
1947  Chateau  Peti  us  is  still  good. 

The  machine  has  drawn  keen  interest 
from  fancy  restaurants,  like  New  York's  Le 
Cirque,  and  from  Za<  hys,  a  big  wine  auc- 
tion house  and  retailer  in  Scarsdale,  N.Y. 
"Basically,  at  all  auctions  it's  buyer  beware," 
said  Richard  Traunei;  biief  oper- 

ating officer,  who  is  stu<         ie  machine. 
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in  a  bottle:  Mulvihill's  machine  ca 


dge  fror"  rol  jt, 


Mulvihill  knows  nothing  abo 
nuclear  physics,  but,  he  says,  he  has  . 
multimillion-dollar  wine  cellar,  and,  like 
most  serious  collectors,  has  been  stung 
with  spoiled  bottles.  In  November  2002 
Mulvihill  read  research  papers  about  the 
NMR  probe  published  in  the  American 
Journal  of  Enology  &  Viticulture  and  the 
Journal  of  Magnetic  Resonance.  He  bought 
an  exclusive  license  on  the  technology  for 
$5,000  from  the  University  of  California, 
Davis,  the  country's  premier  viticulture 
school,  where  the  papers'  coauthor, 
chemistry  professor  Matthew  Augustine, 
teaches. 

The  machine,  built  by  Augustine 
from  off-the-shelf  parts,  now  stands  in  a 


sparse,  wood-paneled  room 
under  the  lodge  of  Mulvihill's 
country  club  in  Hamburg,  N.J 
Polished  and  shiny,  it  looks  like 
an  8-foot-tall  thermos  bottle. 
Inside  the  sleek  body  is  a  set  ol 
computerized  superconducting 
magnetic  coils  cooled  to  near 
absolute  zero.  The  coils  produce  a 
magnetic  field  that  can  detect  tell 
tale  features  of  hydrogen  nuclei 
that  result  when  they  are  part  oi 
acetic  acid  (the  main  active  ingre- 
dient in  vinegar).  "It's  like  listen 
ing  to  a  whisper  in  a  hurricane," 
says  Joseph  Broz,  a  private 
investor  with  a  Ph.D.  in  physic 
who  has  partnered  with  Mulvihill 
and  Augustine. 

Mulvihill's  company,  Wine 
Scanner  Inc.,  is  looking  for  a  busi 
ness  model.  It  could  turn  into  the 
oenological  equivalent  of  the 
Gemological  Institute  of  America, 
which  appraises  and  certifies  diamonds. 
He's  already  taken  out  an  ad  in  Wine  Spec 
tutor  pitching  the  service  to  wine  collec 
tors.  Or  he  might  work  with  Zachys  and 
other  vendors,  collecting  a  fee  for  each 
scanned  bottle.  Another  possibility  is  sell- 
ing the  machine,  which  costs  $100,000  tc 
make,  to  wealthy  collectors  as  a  toy.  The 
Japanese  golf  course  magnate  and  billion- 
aire Eitaro  Itoyama  is  already  in  line. 

Does  the  name  Mulvihill  ring  a  belli 
He  was  once  an  associate  of  Robert  Bren- 
nan,  who  was  nailed  in  a  notorious  penny- 
stock  business  two  decades  ago.  Mulvihill 
himself  pled  guilty  to  technical  insurance 
violations  in  the  early  1980s,  but  all  charges 
have  been  expunged.  F 
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Ethanol,  Meet  Biodiesel 

One  subsidized  agrifuel  with  dubious  environmental  and 
energy  benefits  is  apparently  not  enough  By  Jonathan  Fahey 


THE  IDEA  OF  A  HOMEGROWN, 
renewable  fuel  is  seductive  in 
these  days  of  $50-a-barrel  oil  and 
pipeline  bombings  in  Iraq.  Now 
dress  a  synfuel  subsidy  in  a  pair  of  over- 
alls and  you  have  something  irresistible  to 
a  politician. 

So  it  is  that  this  year  the  federal  gov- 
ernment has  begun  a  $l-a-gallon  subsidy 
for  soybean  diesel  oil.  (You  get  a  penny 
per  gallon  of  the  finished  fuel  for  every 
percentage  point  of  biodiesel.  Truck 
engines  can  take  fuel  with  up  to  20% 
biodiesel  content.)  That  dollar  subsidy 
brings  the  wholesale  cost  of  a  gallon  of 
pure  biodiesel  down  from  $2.65  to  $1.65, 
roughly  what  it  costs  to  produce  a  gallon 
of  diesel  fuel  out  of  Iraqi  crude. 


The  subsidy  is  having  the  desired 
effect.  Biodiesel  production  is  on 
track  to  double  this  year,  to  60  million 
gallons,  and  suddenly  there  are  plans 
for  biodiesel  refineries  sprouting  up 
all  over  the  nation  that  will  double 
again  the  country's  capacity  in 
another  year  or  so.  Any  plant-derived 
oil  qualifies,  but  most  biodiesel  in  the 
U.S.  comes  from  soybeans. 

Biodiesel  has  some  powerful  backers, 
among  them  singer  Willie  Nelson.  He 
stumbled  on  the  stuff  in  Hawaii,  fell  in 
love  and  now  is  a  partner  in  the  Willie 
Nelson  Biodiesel  Co.,  "Home  of  Farm 
Fresh  Biodiesel."  Nelson  is  drumming  up 
demand  by  talking  about  biodiesel  on  a 
satellite  radio  show  that  caters  to  truckers. 


IMPULSE  ITEM 


From  the  ritzy  London  suburb  of  Surrey  comes  yet  another  sign  of  an  overheated  property 
market:  a  60,000-square-foot  house  called  Updown  Court,  with  13  bedrooms,  5  swimming 
pools,  horse  stables  and  the  now-obligatory  panic  room,  set  on  58  acres.  With  an  asking 
price  "in  excess  of  $131  million,"  it  is  the  most  expensive  house  ever  listed  on  the  British  market  and 
possibiy  the  world.  The  priciest  homes  in  the  U.S.  are  worth  about  half  that  sum.  Interested?  Call 
developer  Leslie  Allen-Vercoe,  a  61-year-old  Englishman  who  says  he  made  his  fortune  in  Russian 
timber  and  other  investments.  He  and  a  partner  paid  $84  million  to  buy  and  restore  Updown  Court 
into  a  style  he  now  calls  "California-GeGrgian-neoclassical."  Allen-Vercoe  claims  he's  got  inter- 
ested buyers  in  the  Philippines,  Russia,  China  and  the  Middle  East.  He's  discussing  a  future, 
similarly  over-the-top  house  in  Bel-Air,  Calif.,  for  perhaps  $150  million.       -Michael  Freedman 


Country  singer  Willie  Nelson  is  on  the  road  again 
pushing  diesel  fuel  that  is  blended  with  soy  diesel. 

His  company  is  going  to  supply  Bio  Willie 
diesel  fuel  to  truck  stops. 

Does  biodiesel  save  energy?  Not  that 
this  question  is  relevant  on  Capitol  Hill. 
Congressmen  love  ethanol  subsidies, 
notwithstanding  that  growing  corn  and 
distilling  it  into  ethanol  uses  29%  more 
energy  than  it  produces,  according  to 
Cornell  University's  David  Pimentel. 
"Biodiesel  is  the  same  thing  as  ethanol, 
but  just  on  a  smaller  scale,"  says  Vaclav 
Smil,  a  University  of  Manitoba  professor 
and  author  of  Energy  at  the  Crossroads. 
"Of  course  biodiesel  is  physically  doable, 
but  it  doesn't  make  any  sense." 

Tad  W.  Patzek,  a  chemical  engineer  at 
the  University  of  California,  Berkeley,  cal- 
culates that  producing  soy  diesel  results  in 
a  27%  loss  of  energy.  Even  if  you  assume 
that  the  soybean  waste  has  energy  value, 
as  a  feedstock  for  cattle,  the  process  still 
results  in  an  energy  loss  of  2%.  "We  are 
chasing  phantoms,"  Patzek  says.  "And 
we're  chasing  them  because  they  produce 
valuable  subsidies.  We  are  being  duped." 

Willie  Nelson's  Web  site  declares: 
"Just  by  putting  Biodiesel  in  the  tank,  you 
can  turn  a  giant  F350  7.3-liter  V8,  diesel- 
powered  pickup  truck  into  a  far  more 
environmentally  friendly  vehicle  than  a 
Toyota  Prius  Hybrid." 

Hogwash.  That  F350,  running  on  5% 
soy-based  biodiesel  (any  more  would 
void  the  vehicle's  warranty),  burns  840 
gallons  of  fossil  fuel  a  year  doing  15,000 
miles,  not  including  the  petroleum  used 
up  to  make  the  soy  diesel.  The  Priud 
burns  275.  F 
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Flat  and  Happy 

Our  annual  capitalist  tool-kit  to  global  taxation  shows  rates 
coming  down-and  getting  flatter  |  By  Jack  Anderson 


FLAT-TAX  MOMENTUM  IS  THE  BIG 
fiscal  policy  story  of  the  year  in 
much  of  Europe,  with  potential 
fallout  in  the  U.S.  Increasingly, 
entrepreneurial  capitalists  and  skilled  tal- 
ent are  in  the  driver's  seat,  able  to  move 
their  activities  to  an  ever  wider  range  of 
places  to  do  business.  No  wonder  that 
high-tax  fiefdoms  like  France  and  Sweden 
are  feeling  besieged. 

In  late  March  the  present  chief  execu- 
tive officer  of  Intel,  Paul  Otellini,  told  a 
U.S.  presidential  panel  on  tax  reform  that 
his  biggest  worry  in  deciding  where  in 
the  world  to  build  and  operate  a  semi- 
conductor chip  factory  is  taxes.  They 
represent  20%  of  the  almost  $7  billion, 
ten-year  build-and-operate  cost  for  Intel. 
FORBES'  2005  Misery  &  Reform  Index 


shows  more  countries  decreasing  marginal 
rates  than  hiking  them,  a  five-year  trend. 

In  the  mid-1990s,  about  the  time  U.S. 
reform  advocates  (including  the  editor- 
in-chief  of  this  magazine)  picked  up  on  a 
flat-tax  notion  tried  successfully  in  Hong 
Kong  for  decades,  the  newly  free  Baltics 
and  central  Europe  put  the  idea  into 
practice.  Then,  ironically,  it  took  root  in 
Russia,  thanks  to  U.S.  Tax  Court  Judge 
David  Laro,  a  consultant  to  Moscow.  By 
lowering  and  flattening  marginal  rates, 
these  states  are  counterintuitively  increas- 
ing their  total  tax  revenues  through  better 
compliance  and  economic  expansion. 

Now  it  could  be  America's  turn,  under 
a  plan  put  forward  to  George  W.  Bush's 
tax  reform  commission.  The  brainchild  of 
Yale  Law  professor  Michael  Graetz,  it 


would  have  a  flat  25%  tax  on  married  cou 
pies  with  gross  income  in  excess  o 
$100,000  and  singles  with  gross  incorm 
above  $50,000.  The  flat  corporate  tax  rat< 
would  be  reduced  to  the  same  25%.  A 
14%  value-added  (consumption)  tax,  wifl 
special  rates  for  food  and  medical  needs,  i: 
a  part  of  the  plan  and  would  be  applied  t( 
imports  but  not  to  exports  (achieving 
trade  aims  but  skirting  treaty  problems). 

To  see  the  effect,  check  out  the  "U.S.A 
(with  reform)"  entry  in  the  Misery  Index 

Meantime  high-tax  France  is  doing  it: 
part — at  least  for  expatriates  it  wants  tc 
attract  along  with  capital  investment.  / 
new  law  has  eased  French  misery  for  ex 
pats  by  exempting  many  of  the  allowance: 
beyond  salary  and  bonus  they  typically  re 
ceive  from  employers.  Thanks  to  this,  < 
$200,000-a-year  executive  moving  fron 
Chicago  would  cost  his  company  $390,00( 
to  maintain  the  same  standard  of  living  ir 
Paris,  about  the  same  as  in  other  conti- 
nental business  cities  and  far  less  than  ir 
London  ($534,000).  At  a  $500,000  paj 
level,  the  gap  grows  in  Paris'  favor.  See  th< 
figures  from  ORC  Worldwide  locatior 
counselors  at  forbes.com/extra.  ¥ 
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Additional  narrative 
and  expanded  footnoted 
tables  available  at 
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NA:  Not  applicable. 
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33.6  Kbps  fax  modem 

USB  2.0  & 
direct  IEEE-1284 
parallel  ports 


CLP-510N 

network-ready 
color  laser  printer 

photo  quality 
on  plain  paper 

built-in 
duplex  printing 

up  to  6ppm  color 
up  to  25ppm  monochrome 


Samsung  laser  printer  products. 

It's  a  feature  set  that  leaves  you  in  very  capable  hands.  But  don't  take  our  word 
for  it  —  PC  World  Reliability  &  Service  Survey  says, ". .  .among  laser  printer  makes, 
Samsung  does  best..." So  whatever  your  printing  need,  you  can  bet  it's  a  job 
for  Samsung,  www.samsung.com/printer 

©2005  Samsung  Electronics  America.  Inc.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co..  Ltd. 

All  product  and  brand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Color  output  simulated. 
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Humiliated  in  its  early  efforts  to 
crack  the  videogame  market, 
Microsoft  has  a  bold  new 
strategy:  Design  a  videogame 
machine  for  people  who  don't  play 
videogames  |  By  Scott  Woolley 


OBBIE  J.  BACH  REMEMBERS  WELL  HIS  EARLY  DAYS  AS  THE  CHIEF  OF 
Microsoft's  fledgling  Xbox  division.  Visiting  videogame  stores  in  2001, 
he  would  walk  past  long  rows  of  games  and  ads  for  Sony's  powerhouse 
console,  the  PlayStation  2.  Bach,  a  Microsoft  star  who  had  overseen  the 
launch  of  dominating  products  such  as  Excel  and  Word,  would 
inevitably  end  his  humiliating  trek  to  the  back  of  the  store,  where  he 
would  find  a  few  shelves  given  over  to  Xbox  games.  "We  got  the  last  4  feet," 
recalls  Bach. 

Four  years  and  approximately  $5  billion  in  losses  later,  Microsoft  has 
fought  its  way  to  the  front  of  the  store.  Twenty  million  videogamers  have 
bought  an  Xbox  and  170  million  games  for  it.  Its  Halo  2  title  grossed  $125  million  on  its  open- 
ing day  in  November.  Though  it  will  never  catch  up  to  the  PlayStation  2's  global  installed  base 
of  87  million  consoles,  the  Xbox  has  won  enough  converts  that  last  Christmas,  for  the  first  time 
ever,  Microsoft  outsold  the  PlayStation  2  in  the  U.S. 

But  now  as  Microsoft  girds  for  the  simultaneous  worldwide  release  of  the  new  Xbox  360 
at  the  end  of  this  year,  it  has  completely  reversed  strategy.  After  years  of  touting  the  Xbox's 
superior  technical  specifications — speedier  chips  than  the  PS2's,  a  built-in  high-speed  Inter- 
net connection  and  an  8-gigabyte  hard  drive — Bach  says  that  raw  performance  is  no  longer 
that  important  to  winning  the  console  wars.  What  matters  is  beating  Sony  to  the  market 
with  a  new  console  and  making  sure  it  appeals  to  people  beyond  the  core  following  of  young 
male  game  players.  "We  are  really  a  niche  business  when  you  get  right  down  to  it,"  says  Bach. 
Xbox  360  is  supposed  to  change  that.  "It  is  less  about  creating  a  more  immersive  experience, 
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more  about  creating  a  more  approach- 
able experience,"  says  Bach. 

It  is  a  breathtakingly  bold  gamble. 
Sony's  PlayStation  3,  widely  expected  to 
debut  in  2006,  will  inevitably  pack  more 
graphics  wallop  than  Microsoft's  ma- 
chine, giving  the  tech  snobs  that  spend 
the  most  money  on  videogames  every 
reason  to  wait.  The  high-definition  PS3 
will  be  built  around  a  microprocessor 
that  will  run  at  more  than  4  gigahertz  and 
be  10  times  more  powerful  than  current 
PC  chips.  Its  DVD  drive  will  be  able  to 
draw  data  at  36  megabits  per  second. 

In  any  case,  Sony  coolly  derides  any 


it  an  appealing  appliance  for  families  who 
want  to  videoconference. 

Microsoft  devoted  much  of  its  design 
effort  to  building  free  online  features, 
including  the  ability  to  chat  with  any 
other  user  in  the  world  at  no  charge.  Also 
coming  out  for  Xbox  users  is  a  new 
online  global  marketplace,  with  its  own 
dollar-linked  currency,  for  commerce  in 
game  levels,  characters  and  weapons. 
Casual  gamers  might  be  lured  by  online 
subscriptions  to  simple,  nonviolent 
addictions  like  Tetris  and  Bejeweled,  for  a 
couple  of  bucks  a  month  each. 

Microsoft's   gutsy   strategy  was 


A  Real  Revolu 

tion 

Despite  rushing  to  market,  the  new  Xbox  offers  a  huge  leap  in  performance. 

CAPABILITY 

XBOX 

XBOX  360 

PERFORMANCE 
IMPROVEMENT 

Picture  clarity 

(polygons/sec) 

125  million 

500  million 

4-fold 

Main  processor 
speed 

733  megahertz 
Intel  chip 

3.2  gigahertz  IBM 
chip,  with  three  cores 

13-fold' 

Memory 

64  megabytes 

512  megabytes 

8-fold 

Hard  drive                  8  gigabytes 
capacity 

'Speed  comparison  approximate.  Source:  Microsoft. 

20  gigabytes 
(upgradable) 

2.5-fold 

potential  advantage  from  being  first. 
"You're  discounting  the  power  of  the 
PlayStation  2  brand  by  saying  that  we 
were  able  to  sell  millions  and  millions  of 
units  just  because  we  were  first,"  scoffs 
Sony  spokeswoman  Molly  Smith.  "Some- 
one else  can't  just  expect  to  turn  around 
and  do  the  same  thing." 

But  Microsoft,  which  vows  to  again 
fund  a  marketing  blitz  from  its  $38  bil- 
lion cash  vault,  is  pretty  good  at  the  if-at- 
first-you-don't-succeed  game.  Where  the 
first  Xbox  was  a  boxy,  foreboding  hunk 
of  black  plastic,  the  Xbox  360  practically 
begs  to  be  touched.  It's  creamy  white, 
thin  and  smoothly  concave  across  the 
top.  Cord  clutter  is  gone;  all  controllers 
and  headsets  are  now  wireless. 

And  Xbox  360  will  be  accessorizable 
with  all  sorts  of  easy-to-install  compo- 
nents not  typically  found  with  game  sys- 
tems: digital  cameras,  MP3  players  and 
just  about  everything  else  you  can  imag- 
ine. Chief  among  these  is  a  video  camera 
that  will  sit  atop  the  new  Xbox  and  make 


whipped  into  shape  during  a  meeting  in 
October  2003.  Bach,  his  trio  of  lieu- 
tenants and  Microsoft  grandees  Bill 
Gates  and  Steve  Ballmer  sat  down  to 
assess  why  Sony  had  dominated  round 
one  of  their  fight.  They  uniformly  attrib- 
uted the  failure  to  their  late  entry  into 
the  console  market.  All  six  immediately 
agreed  that  being  beaten  to  market  again 
was  unacceptable.  "We  knew  how  that 
strategy  plays  out,"  says  J.  Allard,  Xbox's 
designer,  who  was  in  the  room.  "You  lose 
a  lot  of  money,  and  you  come  in  a  dis- 
tant second.  You  could  call  that  strategy: 
'Xbox.'" 

The  six  men  went  on  to  hash  out  the 
basic  design  of  the  next  Xbox,  distilling 
their  goals  into  a  three-page  summary. 
They  agreed  that  any  of  the  new  genera- 
tion of  consoles  would  have  power  to 
spare,  including  the  ability  to  render  near- 
movie-quality  graphics.  Since  processors 
have  the  longest  lead  time  of  any  compo- 
nent, they  decided  it  didn't  make  sense  to 
wait  around  for  more  transistors  and  a 
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IN  1822, 

THE 

LENLIV 

m  NOT  YET  distilled  legally.  HOWEVER,  this  small  detail 

didn't  stop  KING  GEORGE  IV 
from  D  EC  LA  R I  N  G  it  his  favourite  whisky. 


Whik 


on  a  royal  visit  /„ 


KING  GEORGE 


IV 


eat  Britain  called  for 
^  GLENLIVET.  h  waS  illegal 
"mild  a.  m.uc." 


andhe  would  drink  no  other. 
Luckily,  he  was  the  KING** 
shortly THEREAFTER, 
legal  version  0/ SCOTLAND*  ■ 
fabled  SINGLE  MALT  WHiS 


SINGLE  MALT  SCOTC 

WHISKY 


GVa*anteed 


YEARS  .OF 
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tad  more  photo-realism. 

The  games  in  the  works  for 
the  new  console  do  look 
astounding.  In  one  new  Xhox 
360  basketball  game,  a  digi- 
tized LeBron  James  appears  at  first 
glance  to  be  the  real  star.  As  he  takes  a 
jump  shot,  his  fingers  individually  articu- 
late, rolling  the  ball  off  in  slo-mo  as  his 
jersey  billows  in  the  draft  created  by  his 
leap.  "All  the  new  consoles  are  all  at  that 
Ferrari-Maserati  stage.  It's  not  like  any- 
one is  coming  out  with  a  Pinto,"  says  Paul 
Eibeler,  the  chief  executive  of  Take-Two 
Interactive,  maker  of  the  Grand  Theft 
Auto  series. 

After  they  settled  on  a  launch  date 
they  were  confident  Sony  couldn't  beat — 
Christmas  of  this  year — Gates  and 
Ballmer  disbanded  the  meeting  and 
stepped  out  of  the  process.  With  the  first 
Xbox  the  duo  had  kept  a  hand  in  devel- 
opment decisions  throughout.  This  time 
they  turned  control  over  to  Bach  and 
Allard,  One  problem:  how  to  make  online 
competition  more  friendly.  The  Xbox 
Live  online  service  has  grown  to  2  million 
subscribers  paying  $50  per  year,  but  pro- 
fanity and  occasion;)!  racism  now  domi- 


rojectGoth 
off*8h^am 


nates  the  service,  alienating 
older  players  who  prefer  a  lit- 
tle sportsmanship.  The  fix: 
Divide  this  elaborate  world  into 
distinct  communities  with  their 
own  standards  of  behavior.  In 
"The  Underground"  pretty  much  any- 
thing still  goes.  In  "Family,"  clean  play 
will  be  strictly  enforced. 

Bach's  biggest  struggle  came  in  fig- 
uring out  the  new  console's  relationship 
to  that  other  Microsoft  business,  the  PC. 
Xbox  360  can  essentially  do  everything  a 
PC  can  but,  lacking  the  Windows  oper- 
ating system  and  a  keyboard,  it  will  never 
be  seen  as  a  PC  replacement.  "Xbox  has  to 
be  more  like  an  amplifier,"  says  Bach. 
The  new  console  will  be  able  to  down- 
load game  trailers  and  send  photos  and 
music  to  a  TV  and  to  other  Xbox  Live 
subscribers,  but  it  won't  have  systems  for 
organizing  lots  of  different  picture  files. 
Allard  argues  that  the  Xbox's  simplicity 
will  be  a  feature,  not  a  flaw:  "We're 
focused  purely  on  fun.  We  are  not  trying 
to  run  Money  or  Outlook." 

Game  developers,  whose  support 
could  make  or  break  the  new  consoles, 
generally  give  high  marks  to  Microsoft  for 


working  to  make  sure  Xbox  360  gets  off 
to  a  quick  launch.  Already  28  publishers 
have  agreed  to  produce  titles  at  or  near 
the  Xbox  360  launch. 

Kathy  P.  Vrabeck,  president  of  Activi- 
sion,  which  publishes  the  hit  games  Tony 
Hawk's  Pro  Skater,  Doom  and  Spider- 
Man,  says  that  her  company  "tiptoed  in" 
to  developing  new  games  for  the  last  gen- 
eration of  new  consoles.  This  time  she 
assigned  some  of  her  best  developers  to 
work  on  Xbox  360  games. 

But  while  Vrabeck  says  Microsoft's 
goal  of  expanding  the  audience  is  impor- 
tant, it  needs  to  take  a  backseat  to  slaking 
the  demand  of  the  hard-core  gamers.  She 
expects  they'll  dominate  the  early  sales  of 
these  consoles.  "At  this  point  we  are  not 
really  targeting  female-friendly  games," 
she  says. 

But  Robbie  Bach  vows  that  "we  can 
feed  the  core  while  expanding  into  a  mass 
audience."  Maybe  he  will  no  longer  find 
himself  fighting  for  room  at  the  front  of 
the  store.  F 


Open  th         i)d  for  a  profile  of  a  maverick  scientist  out  to  predict  your  health. 
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5j j-  igine  if  we  suddenly  discovered  a  new  resource.  An  inexhaustible  resource.  A  readily  avc 
puree.  One  that  could  help  solve  the  problems  of  an  energy-hungry  world.  At  GE,  we  thir 
'covered  just  that.  It's  imagination.  But  maybe  it's  more  appropriate  to  call  it  ecomagina 
Ye  putting  ideas  into  action  by  creating  some  very  forward-looking  technology  that  doe 
h  greater  fuel  efficiency,  lower  emissions,  and  reduced  noise.  At  the  same  time,  we  provi 
lelp  upgrade  our  customers'  existing  technologies  for  better  environmental  performance 
ime,  we  can  help  make  the  water  a  little  clearer,  the  trees  a  little  happier,  the  sky  a  little 
world  a  little  closer  to  the  way  it  was  made.  Just  imagine  it. 


d  honor  the  Mavericks  out  there,  we  created  a  few  bold  ideas  of  our 


imagination  at  work 


I  Technology 


ler 

pdies  toda\ 
will  predic 

bria  Murplr 


b  be  analyzed  b 
re  out  what  tha 

Icked  132  years  d 
k,533  minutes  d 
Is  of  Ping-Pon^ 
t  activity  journal 
i,  the  system  ha 
ing  from  biking 
:e  work  and  driv 

la's  devices  hav 
pf-the-lab  healt; 
fit-loss  pro- 


tad  more  photo-r« 
The  games  in  1 
the  new  consol 
astounding.  In  on^. 
360  basketball  ga 
tized  LeBron  Jam 
glance  to  be  the 
jump  shot,  his  fing 
late,  rolling  the  b; 
jersey  billows  in  t^ 
leap.  "All  the  new 
Ferrari-Maserati  $ 
one  is  coming  out 
Eibeler,  the  chief 
Interactive,  mak 
Auto  series. 

After  they  set 
they  were  confide 
Christmas  of  t 
Ballmer  disban 
stepped  out  of  th 
Xbox  the  duo  ha< 
opment  decisions 
they  turned  cent 
Allard.  One  proble* 
competition  moi 
Live  online  service 
subscribers  paying 
fanity  and  occasio 

Open  the 

68     F  O  R  B  E 


Fwo  sensti 


progra 


i  the 
dinol 
At1 
o  pr< 
choice* 
nonsm 
tors  to 
care  a  r 
bestca 


acki 


Who  would  have  drea 


duce  emissior 


have  an  environment 


designed  to  be  more  1 


Ivantage  of  a 


stringent  EPA  emissio 
for  all.  This  is  the  "littl 


|-  air  for  every 


o  beautiful? 


iredic 


2  years 


idri 


ces  ha\ 


Teller  expects  them  to  have  ten  times 
current  store  of  data,  enough,  he  says,  to 
programs  that  may  predict  when  son 
will  suffer  a  cold,  epileptic  fit  or  heart  a| 
"If  it's  true  for  just  one  case,"  he  says, ' 
on  the  cusp  of  a  whole  new  wave  of  m 
technology." 

At  the  very  least,  constant  body  feec 
can  prod  the  unhealthy  into  making  1 
choices.  Insurers  could  offer  better  ra 
)  nonsmoking  exercisers  and  use  Teller's  rj 
■'hat  traitors  to  keep  them  honest.  "Let's  make  h 
care  a  meritocracy,"  says  Teller.  "Access 
est  care  goes  to  people  who  did  wha 
i|:ould  to  avoid  becoming  ill." 

Insurers  are  growing  more  recept 
ajchis  way  of  thinking.  Florida  last  year 
h  iated  insurers  to  offer  some  groups  a  "hd 
bikini  lifestyle  rebate"  of  up  to  10%.  Humana  j 
Ration  chief  Jonathan  Lord,  M.D.  sa 
echnology  will  self-enforce:  "These  dey 
will  determine  the  pricing 
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ELLING  STYLE 

[HEN  KIMBERLY  CURTIS,  27, 
needs  a  new  outfit  on  the 
cheap  and  in  a  hurry,  the 
Manhattan  resident  heads 
to  Forever  21.  There  she 
[cores  several  items  in  a  flash.  "It's  cheap, 
last  fashion,"  she  says.  "You  can  throw  an 
Item  away  if  you're  sick  of  it,  because  it 
loesn't  cost  that  much  money." 

It  is  adding  up  for  Forever  21,  a  fast- 
jrowing  chain  of  205  stores  for  young 
romen.  Sales  rose  27%  to  $640  million  in 
£004,  and  same-store  sales  in  the  first 
juarter  of  this  year,  a  difficult  time  for 
nany  apparel  retailers,  rose  16%. 

Forever  21  thrives  by  spotting  and 
[eproducing  fads.  Each  week  the  pri- 
vately held  retailer  adds  as  many  as  200 
lew  micro-mini  skirts,  T  shirts  and  such 
"o  stores,  often  upstaging  competitors, 
tad  m'acn  ^tem  boasts  a  holy-cow  price — its 

leverage  is  $15. 
the  r    Speed-to- market  is  all  important  to 
astouP°  Won  (Don)  Chang,  founder  and  boss 
360  b 
tized 
glanct 
jump 
late,  r 
jersey 
leap. " 
Ferrai 
one  is 

Eibele}f  me  operation.  Chang,  48,  says  he  has  at 
Interfllost  nme  months  to  cash  in  on  a  craze 
Auto  pefore  it  fades.  When  ponchos  started 
Afeappearing  on  trendsetters  in  early  Jan- 
they  v\iarY  2004,  Chang  had  them  in  stores  in 
Chris^  days.  His  factories  modified  fabrics  for 
Ballmummer  an<i  fall-  By  September,  Forever 
steppe^  had  grossed  $1 1  million  on  them. 
Xbox  While  Chang  watches  the  books,  his 
opmerV'fe'  J'n  Sook,  keeps  an  eye  on  fashion  as 
they  tiead  buyer.  She  tracks  what  stylish  gals 
Allardue  wearing  in  Los  Angeles,  where  the 
comp:omPany  is  headquartered,  and  makes 
Liveo)Ccasional  style-spot  f'ng  forays  overseas. 
subscAher  a  new  look  is  spotted,  a  sketch  or 
fanity-ample  is  rushed  to  one  of  several  manu- 
acturers  in  L.A.,  where  40%  of  the 
rlothes  are  stitched.  Chang  say*  ;:o  '  haves 
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Frugal  stylehounds  love  Forever  21  for  its  dirt-cheap 
togs  and  ever-changing  inventory  |  By  Dorothy  Pomerantz 


six  weeks  off  the  time  it  takes  to  get  items 
into  stores  by  using  labor  in  L.A.  Some- 
times he  can  get  a  hot  item  into  stores 
within  a  week. 

The  system  isn't  always  problem  free. 
Last  December,  Forever  21  settled  a  law- 
suit brought  against  it  and  12  subcontrac- 
tors by  factory  workers  who  claimed  they 
were  paid  less  than  minimum  wage,  with 
no  benefits  or  overtime  pay.  Forever  2 1 
says  it  didn't  pay  the  workers  as  part  of  the 
settlement  but  it  agreed  to  push  for  better 
working  conditions  for  them. 

After  the  clothes  are  made,  Forever  2 1 
ships  apparel  to  stores  from  the  distribu- 
tion center  in  its  headquarters  building. 
Stores  are  designed  to  help  customers  spot 
and  grab  loads  of  merchandise  quickly. 


There  are  lots  of  windows,  e 
lighting  and,  in  some  sta 
gigantic  bags  filling  the  rol 
a  supermarket  cart. 

Chang,  who  was  broke  w, 
he  immigrated  to  the  U.S.  fi 
South  Korea  in  1981,  is  obse 
with  keeping  costs  low  and 
company  debt  free.  He  in; 
that  executives  fly  coach  and  double  u 
hotel  rooms.  Paper  clips  are  recycled 

Despite  the  fickle  nature  of  the  fi 
ion  business  Chang  sees  no  rea 
Forever  21  can't  reel  in  more  custon 
He  plans  to  start  selling  cheap  clothe 
stylish  guys,  perhaps  in  some  of  the 
outlets  he  bought  this  year  from  ba 
rupt  Gadzooks  for  $33  million. 

Although  there's  chatter  that  Ch 
who  owns  100%  of  the  company  witl 
wife,  may  be  preparing  for  a  public  o 
ing,  for  once  he  doesn't  appear  to  be 
hurry.  "A  lot  of  investors  are  knockin; 
the  door,"  he  says.  "But  we  don't  r 
them." 


Also  reporting:  Helen  Coster 


OPEN:  The  Small  Business  Network  from  American  Express  and  Hertz  have  joined  together 
to  save  your  company  money.  Now  it's  easy  to  save  even  more  at  Hertz.  Just  pay  with  an  American 
Express®  Business  Card  and  save  an  extra  5%  off  your  total  rental  charges,  including  surcharges  and 
taxes.  The  extra  5%  savings  will  automatically  appear  on  your  American  Express  statement  and  is 
combinable  with  any  Hertz  CDP. 


The  savings  continue  to  add  up  when  you  use  Hertz  CDP#306613  for  up  to  20%  off  Hertz  Business  Travel 
Rates.  Plus,  as  an  American  Express  Business  Cardmember,  you  are  entitled  to  a  fee-waived  Hertz  #1 
Club  Gold®  membership,  our  fastest  way  to  rent  a  car.  For  details,  go  to  http://www.hertz.eoni/open. 

To  make  a  reservation,  go  to  hertz.com,  call  1-800-654-3131  or  contact  your  travel  professional. 
To  learn  more  or  apply  for  an  American  Express  Business  Card,  call  1-888-473-5816  or  visit 
open.americanexpress.com/hertz. 


OPEN 


SMALL  BUSINESS  NETWORK 


Rent  Wisely. 


Keyword:  hertz 

tx  rents  Fords  and  Other  fine  cars.  ®  Reg.  U.S.  Pat. Off.  ©  2005  Hertz  System,  Inc. 

»R  YOUR  INFORMATION:  To  receive  your  5%  savings,  payment  must  be  made  with  an  American  Express®  Business  Card.  Savings 
tillable  only  at  participating  U.S.  locations.  Participation  and  offers  are  subject  to  change  without  notice.  Hertz  terms  and  conditions 
)ly.  For  more  information  please  visit  open.americancxpress.com/savings. 


Entrepreneur 


PUBLISHING 


(Where  big  rivals  have  failed,  Dawna  Stone  is  trying  to  score 
kith  a  women's  fitness  magazine  |  By  Amanda  Schupak 


HEN  DAWNA  STONE 
launched  Her  Sports  last 
year,  she  entered  a  race  that 
Time  Inc.'s  Sports  Illustrated 
Women  and  Conde  Nast's 
Women 's  Sports  &  Fitness  couldn't  finish. 
Despite  deep  pockets  and  big  promotions, 
[either  women's  fitness  magazine  lasted 
pore  than  three  years.  But  Stone,  a  37-year- 
Jld  lifelong  swimmer  and  runner  with  no 
lublishing  experience,  saw  a  gap  in  the 
harket  and  stepped  up  to  fill  it.  She  looked 
It  the  defunct  magazines  as  models  of  what 
jot  to  do:  Don't  forget  your  audience  and 
on't  spend  a  fortune  on  your  launch. 

Only  one  out  of  five  new  magazines 
ists  more  than  five  years.  When  the  twelfth 
nd  final  issue  of  SI  Women  came  out  in 
>ecember  2002,  Stone  was  determined  to 


figure  out  why  it  failed.  For  six  months  she 
spent  evenings  after  work  researching  the 
industry  and  decided  to  focus  on  personal 
accounts  and  how-to  stories  on  improving 
performance  in  running,  cycling,  surfing 
and  snowboarding.  With  $350,000  of  their 
savings,  Stone  and  her  husband,  Matthew 
Dieter,  who  runs  an  ad  agency,  launched 
Wet  Dog  Media  in  St.  Petersburg,  Fla.  Six 
investors  together  kicked  in  slightly  less. 

She  put  together  a  full-color  32-page 
mock-up  of  the  magazine  and  approached 
advertisers.  Some,  like  L'Oreal,  signed  on 
quickly,  ready  to  pay  $6,000  to  $7,000  a 
page— a  rich  $109  to  $127  per  1,000  copies. 
Others,  like  Land  Rover  and  Asics,  doubted 
that  a  newcomer  could  make  it  and  told  her 
to  come  back  in  a  year.  (She  did;  both  now 
advertise.)  After  two  months  of  fierce  pitch- 


ing Stone  went  to  Ingram  Periodicals,  a  di- 
rect distributor  of  specialty  magazines, 
which,  amazingly,  offered  her  a  two-year 
distribution  contract,  putting  the  magazine 
in  350  Barnes  &  Noble  stores,  200  Borders 
outlets  and  hundreds  of  other  locations  in 
North  America. 

A  national  magazine  launch  typically 
requires  a  seven-figure  investment  in  a  di- 
rect-mail campaign.  With  less  than 
$700,000  to  spend,  Stone  opted  for  a  grass- 
roots approach,  handing  out  magazines  at 
marathons  and  charily  races,  doing  dozens 
of  radio  spots  and  cultivating  partnerships 
with  groups  like  the  Active  Network,  an 
online  sports  event  registration  company. 
Under  its  banner  she  sends  a  monthly 
e-newsletter  to  400,000  people,  linking 
stories  in  the  letter  to  the  Her  Sports  Web 
site  and  a  sign-up  page  for  subscriptions. 
Such  free  exposure  helps  Stone  keep  mar- 
keting costs  below  $  1 2,000  a  year.  Another 
penny-squeezing  strategy:  no  models. 
Every  woman  pictured  is  a  real  athlete. 

The  80-page  bimonthly  now  has  a  cir- 
culation of  55,000.  (Conde  Nast  and  Time 
launched  their  magazines  with  350,000  and 
300,000,  respectively.)  Stone  aims  to  increase 
circulation  to  100,000  by  2006.  One-tenth 
of  the  copies  are  freebies  at  athletic  events, 
and  an  equal  number  are  sold  at  newsstands 
(Stone  gets  about  half  the  $5  cover  price). 
The  remaining  44,000  go  to  subscribers,  the 
bulk  of  whom  get  free  trials  or  discounted 
subscriptions  from  Her  Sports  partners. 
Paid,  ten-issue  subscriptions  have  so  far 
brought  in  only  $243,000. 

Ad  sales  for  the  first  four  months  of  this 
year  came  to  $400,000,  net  of  agency  and 
other  discounts;  printing  and  mailing  cost 
up  to  $54,000  per  issue.  Stone  somewhat 
ambitiously  anticipates  edging  into  the 
black  before  the  year  is  over.  Without  an- 
other infusion  of  equity,  she  doesn't  have 
much  time;  the  company  ran  up  a  $397,000 
loss  last  year.  Claiming  she  has  enough  in 
the  bank  to  fund  operations  for  the  next  18 
months  and  with  issue  number  nine  about 
to  hit  stands,  Stone  has  completed  the  first 
mile  of  what  will  be  a  rough  marathon.  F 
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CLINICAL  TRIALS 


SURGEON  STEVEN 
Gould  has  spent 
the  last  quarter  of 
a  century  develop- 
ing a  blood  substi- 
tute that  might  be  as  safe 
and  effective  as  O  negative, 
the  universal  donor  type. 
Chances  are  he'll  never  find 
out  because  he  can  never 
seem  to  get  enough  human 
subjects  to  prove  a  clinical 
benefit.  Northfield  Labora- 
tories, the  company  he 
cofounded  in  1985,  has 
posted  $140  million  in 
cumulative  losses  without 
selling  a  drop  of  the  stuff. 
Where  did  he  get  the 
money?  From  investors  who 
believed  that  approval  from 
the  Food  &  Drug  Adminis- 
tration was  just  around  the 
corner.  Gould  hasn't  lost  the 
faith.  "We  believe  this  prod- 
uct has  the  potential  to  rev- 
olutionize how  we  treat 
trauma,"  says  Gould,  57. 

This  tale  of  woe  begins  in 
1979.  That's  when  Gould 
and  four  medical  colleagues 
at  the  University  of  Chicago,  with  a  small 
grant  from  the  U.S.  Army,  invented  a 
method  for  purifying  and  preserving 
hemoglobin,  the  oxygen-carrying  protein 
in  red  blood  cells.  They  figured  out  how  to 
extract  hemoglobin  from  donated  blood, 
treat  it  with  glutaraldehyde — commonly 
used  as  a  tissue  fixative — and  bond  single 
hemoglobin  molecules  together  into  poly- 
mer chains.  Dubbed  PolyHeme,  it  is  com- 
patible with  all  blood  types  and  has  a  12-to- 
1 5-month  shelf  life,  compared  with  only  42 
days  for  donated  blood. 

In  1984  the  Department  of  Defense 
ended  Gould's  funding  and  backed  Baxter 
International,  which  spent  20  years  and 
$500  million  trying  to  produce  artificial 
blood,  to  no  avail  Eyeing  a  ready  market 


Steven  Gould  has  sucked  up  millions  of 
investors'  dollars  to  develop  a  blood  substitute. 
Why  hasn't  it  been  approved?  By  Evan  Hessel 


in  ambulances,  rural  hospitals  and  the 
military,  Gould  helped  raise  $1  million  in 
venture  capital.  Northfield's  then  chief 
executive,  Richard  DeWoskin,  told  the 
Chicago  Sun-Times  in  1987  that  he 
expected  FDA  approval  in  three  years. 

A  couple  of  years  into  Phase  I  trials  two 
of  eight  volunteer  surgery  patients  reported 
shortness  of  breath  an  d  muscle  aches  after 
being  injected  with  tiny  doses  of  Poly- 
Heme. Gould  burned  two  years  improving 
Northfield's  purifying  process  and  running 
new  tests  on  rats  and  baboons.  On  the  cusp 
of  passing  into  Phase  II  trials,  in  May  1994 
Northfield  went  public,  raising  $15  million 
at  $6.50  per  share.  But  the  company  now 
had  to  find  hundreds  of  trauma  victims, 
which  wasn't  a  snap:  Because  such  patients 


are  typically  unconscious  when  they  arrive 
at  the  ER,  their  families  had  to  approve 
PolyHeme  in  lieu  of  real  blood.  Gould's 
doctors  were  able  to  inject  only  171  patients 
(127  of  whom  were  trauma  victims).  But 
that  was  enough,  apparently,  to  establish 
relative  safety;  the  mortality  rate  for  pa- 
tients receiving  PolyHeme  instead  of  blood 
was. 10.5%,  compared  with  16%  for  a  con- 
trol group  of  patients  refusing  all  blood 
products  on  religious  grounds.  That,  to  be 
sure,  is  not  a  very  useful  comparison;  most 
accident  victims  have  access  to  blood.  But 
it  was  enough  to  keep  the  dream  alive. 

A  240-patient  Phase  III  trial,  designed 
to  show  more  persuasively  that  this  prod- 
uct could  help  patients,  started  in  1997. 
Northfield  infused  75  or  so  patients  with 
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PolyHeme,  injecting  only  volunteers 
undergoing  high-blood-loss  abdominal 
aortic  aneurism  repair  to  ensure  they 
received  several  liters  of  PolyHeme.  But 
when  Northfield  had  only  90  patients 
remaining' in  the  trial,  FDA  regulators 
asked  the  company  to  add  440  patients. 

Short  of  cash  and  unsure  of  finding 
additional  test  subjects,  Gould  decided  to 
end  the  trial.  Mysteriously,  he  never  pub- 
lished its  results.  More  puzzling  still  was 
Northfield's  decision  to  apply  for 
approval  in  August  2001,  three  years  after 
the  trial  ended,  touting  in  a  press  release 
that  its  clinical  data  "provides  the  sub- 
stantial evidence  of  safety  and  efficacy 
required  by  the  FDA." 

Unsurprisingly,  the  agency  reiected 
Northfield's  application  and  demanded 
more  clinical  trials.  Its  stock  slid  from 
$13.25  to  $3.05,  almost  completely  depriv- 
ing the  company  of  its  lifeblood,  new  infu- 
sions of  equity  capital.  Around  that  time, 
in  June  2002,  a  minority  shareholder 
launched  a  proxy  fight  to  shake  up  North- 
field's  board.  "We  had  a  real  credibility 
problem,"  Gould  admits. 

In  July  2002  Northfield's  board  ousted 
DeWoskin  and  named  Gould  chief  execu- 
tive. After  eight  months  of  strategizing  and 
negotiating  with  the  FDA,  Gould  in  2003 
convinced  regulators  to  approve  a 
groundbreaking  trial.  Northfield  would 
inject  360  mostly  unconscious  trauma 
victims  with  PolyHeme  in  ambulances 
and  ERs.  Gould  used  a  little-known  federal 
regulation  that  waived  the  informed- 
consent  requirement  for  research  in  emer- 
gency situations  where  no  acceptable 
treatments  exist.  Since  paramedics  don't 
usually  carry  blood,  Gould  argued,  Poly- 
Heme offered  a  potential  clinical  benefit 
when  used  in  ambulances. 

It  gets  dicey.  In  the  trial,  at  the  scene  of 
the  accident  eligible  trauma  victims  are 
randomly  placed  into  one  of  two  treat- 
ment groups.  Patients  assigned  to  the  con- 
trol group  receive  the  current  standard  of 
trauma  care:  saline  iniections  to  maintain 
blood  flow  in  the  ambulance  and  donated 
blood  in  the  hospital.  For  patients  getting 
PolyHeme,  doctors  withhold  real  blood, 
even  if  it  is  available,  until  they  have 
injected  3  liters  of  the  substitute.  "I'm 
mortified  by  this,"  says  Dr.  Nancy  King, 


who  teaches  bioethics  at  University  of 
North  Carolina  at  Chapel  Hill.  "If  real 
blood  is  available,  this  does  not  fit  the 
waiver  of  informed  consent." 

But  before  Northfield  can  launch  the 
trial  in  each  of  18  cities,  the  FDA  requires 
Northfield's  researchers  to  run  "commu- 
nity consultations,"  often  including  TV  spots 
and  speaking  to  community  groups  about 
PolyHeme's  risks  and  benefits.  Residents 
who  hear  the  spiel  and  refuse  to  participate 
can  request  a  blue  plastic  wristband  exclud- 
ing them  from  the  trial.  Capitalizing  on  the 
free  publicity,  Gould  sold  7. 1  million  shares 
for  $52.8  million  between  July  2003  and 
May  2004,  and  another  5.2  million  shares 
for  $78  million  in  February.  He  has  ear- 
marked part  of  the  cash  to  fund  the  con- 
struction of  a  35,000-square-foot  factory. 

Gould's  confidence  may  be  mis- 
placed. He  admits  he  may  not  see  the 
same  reduction  in  the  mortality  rate  for 
patients  receiving  PolyHeme  in  this  trial 
(with  short  transport  time  to  urban  hos- 
pitals) as  he  would  for  those  traveling 
greater  distances.  His  agreement  with  the 
FDA  stipulates  he  has  to  show  only  that 
PolyHeme  is  not  significantly  worse,  on  a 
statistical  basis,  than  the  normal  standard 
of  care. 

Such  proof  may  be  impossible  without 
a  sizable  trial.  If  the  mortality  rates  in  the 
PolyHeme  and  control  groups  prove  equiv- 
alent, Northfield  would  need  to  inject  some 
2,200  patients  for  its  trial  to  be  statistically 
significant,  says  Dr.  Thomas  Cook,  a  bio- 
statistician  at  the  University  of  Wisconsin 
who  handled  the  statistical  analysis  for  Bax- 
ter's Phase  III  trial.  Gould  disputes  the  high 
number.  "There's  no  way  you  could  make 
that  argument  without  seeing  the  proposed 
statistical  analysis  we  agreed  on  with  the 
FDA,"  he  says.  Yet  he  refuses  to  disclose  or 
publish  those  metrics. 

Gould  should  expect  more  tough  ques- 
tions. In  April  scientists  at  Walter  Reed 
Army  Institute  of  Research  published  a 
study  suggesting  PolyHeme  might  not  be 
so  safe  after  all.  Comparing  resuscitative 
fluids,  it  found  that  hemorrhaging  lab  rats 
treated  with  PolyHeme  experienced  higher 
mortality  rates  than  those  that  received  two 
commonly  used  solutions.  Says  Gould: 
"This  treatment  is  not  relevant  to  our  cur- 
rent study."  F 
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Blood  Works 

iA  novel  therapy  using  patients'  own  blood  may  reverse  a 
deadly  component  of  heart  disease  j  By  Mary  Ellen  Egan 


OR  MORE  THAN  A  DECADE  MED- 
ical  researchers  have  been  making 
huge  strides  in  proving  the  link 
between  inflammation  and  heart 
disease.  No  longer  are  vascular 
octors  focusing  all  their  attention  on 
evels  of  fatty  cholesterol  clogging  coro- 
nary arteries.  They  now  track  the  inflam- 
mation caused  by  an  im- 
nune  system  gone  berserk 
:rying  to  remove  the  cho- 
esterol.  When  artery  walls 
get  inflamed,  they  eventu- 
illy  cause  fatty  plaque  to 
upture  and  block  flow  to 
he  heart. 

Exotic  gene-based  anti- 
nflammatory  drugs  are 
vorking  their  way  through 
he  pipeline,  but  that's  cold 
omfort  to  the  12  million 
Americans  who  currently 
uffer  from  chronic  heart 
"ailure  and  peripheral 
irterial  disease. 

A  more  prosaic  but 
nnovative  approach  may 
>e  soon  at  hand.  Vasogen,  a 
publicly  traded  biotech  in 
vlississauga,    Ont.,  has 
pent  $150  million  devel- 
)ping  a  novel  therapy  using  a  modified 
ample  of  a  patient's  own  blood  to  trick 
he  immune  system  into  fighting  cardiac 
nflammation. 

Called  Celacade,  the  treatment  has 
ilready  been  approved  for  use  in  Europe 
ind  is  currently  in  late-stage  trials  in  the 
J.S.  Vasogen  expects  to  complete  a  500- 
>atient  trial  for  peripheral  arterial  disease 


this  summer  and  wrap  up  a  trial  of  2,000 
chronic  heart  failure  patients  a  few 
months  later. 

The  human  body  is  constantly  bom- 
barded with  foreign  microorganisms  and 
antigens,  a  battle  that  triggers  inflamma- 
tion responses.  If  the  body  were  to  re- 
main on  constant  high  alert,  tissues  and 


former  head  of  biomedical  sciences  at 
Sheffield  Hallam  University  in  England. 
Bolton's  earlier  work  on  immune  regula- 
tion in  pregnancy  convinced  him  that 
there  was  a  way  to  trigger  a  physiological 
reaction  to  inflammation  by  pushing  cells 
to  the  brink  of  death.  "Apoptosis  [cell 
death]  is  inherently  anti-inflammatory," 
says  Bolton. 

In  Celacade  therapy  10  milliliters  of 
whole  blood  is  drawn  from  a  patient  and 
placed  inside  a  Vasogen  device  slightly 
larger  than  a  desktop  PC.  Once  inside,  the 
blood  is  exposed  to  oxygen,  ozone  and 
ultraviolet  light  for  three  minutes  at  108.5 
degrees  Fahrenheit.  The  stress  initiates  the 
dying  process  in  some  of  the  white  blood 
cells,  and  then  this  apoptotic  blood  sam- 


Death  and  the  Macrophage 


Celacade  fights  vascular  inflammation  using  by-products  of  the  immune  system. 


Vasogen's  machine 
exposes  sample  of 
patient's  blood  to 
heat,  oxygen,  ozone 
and  ultraviolet 
light.  The  stress 
begins  to  kill  white 
blood  cells. 


Blood  is  put  back 
in  patient,  where 
macrophages 
gobble  up  the 
stressed  cells. 


The  macrophages 
produce 
anti-inflammatory 
cytokines  (yellow), 
which  signal 
immature  T  cells 
(blue)  to  become 
regulatory  T  cells. 


These  T  cells  go  to 
swollen  areas  in  tissues 
and  arteries  and  turn  off 
the  inflammatory 
response. 


organs  would  wear  out.  What  saves  the 
body  over  time  are  naturally  occurring 
anti-inflammatory  responses.  Vasogen's 
approach  is  to  trigger  more  of  these  re- 
sponses, keeping  the  immune  system  on 
an  even  keel. 

Vasogen  was  founded  in  1991  by  its 
chief  executive,  David  Elsley,  and  Dr. 
Anthony  Bolton,  an  immunologist  and 


pie  is  injected  into  the  patient's  buttocks. 
Upon  reintroduction  to  the  bloodstream 
the  dying  cells  get  eaten  up  by  debris- 
scarfing  macrophages,  which  in  turn  start 
producing  anti-inflammatory  cytokines, 
small  proteins  that  do  a  variety  of  jobs, 
including  regulating  inflammation. 
These  cytokines  signal  certain  T  cells  to 
travel  to  a  swollen,  inflamed  site  and  scale 
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Charitable  Gifts  Annuities  -  What  are  they? 


A  charitable  gift  annuity  is  a 
simple  contract  that  allows 
someone,  50  and  above,  to  make  a 
gift  to  a  charitable  organization 
and  receive  fixed  interest  payments 
for  the  lifetime  of  the  donor 
and/or  the  lifetime  of  a  loved  one. 

Sound  too  good  to  be  true? 
Charitable  Gift  Annuities  are 
gaining  in  popularity  and  many 
reputable  publications  agree.  The 
Wall  Street  Journal  reported  that 
in  addition  to  guaranteeing  a 
generous  income  for  life, 
Charitable  Gift  annuities  offer 
excellent  tax  advantages. 

Gift  Annuites,  which  can  also  be 
funded  with  stock,  are  an  excellent 
choice  to  augment  other 
retirement  income.  In  addition  to 
an  immediate  tax  deduction,  the 
income  may  be  partially  tax-free, 
decreasing  the  amount  of  taxes 


you  will  have  to  pay.  Your 
payments  can  begin  immediately 
or  be  deferred  until  a  later  date. 

For  example,  if  you  are  age  70 
and  you  donated  $10,000  for  an 
Oblate  Charitable  Gift  Annuity 
in  February  of  2005,  you  would 
get  a  $2,985  tax  deduction  for 
your  charitable  gift,  plus  garner 
$730  a  year  in  income  for  the 
rest  of  your  life.  The  Oblates 
have  been  offering  annuities 
since  the  1930s  and  have  never 
missed  a  payment. 

Imagine  the  satisfaction  of 
knowing  you  are  giving  a 
precious  gift  to  the  needy,  gaining 
a  fixed,  dependable  income,  and 
adding  more  money  to  your 
financial  security. 

Request  you  complimentary 
Missionary  Oblate  Charitable 
Gifts  Annuity  proposal  today! 


1-800-233-6264  www.charitablegifts.org 

MISSIONARY  OBLATES  OF  MARY  IMMACULATE 

9480  N.  De  Mazenod  Drive  Belleville  IL  62223-1160 


Janet  and  Don  Passage  of  Akin, 
South  Carolina,  say  that  their  Oblate 
Gift  Annuity  has  given  hope  to  the 
many  desperately  poor  souls  that  the 
Oblates  serve.   "...AND  my  Oblate 
Gift  Annuity  return  was  nearly  three 
times  that  of  my  CD, "  Janet  reports. 


Health 


back  the  inflammation. 

Celacade  follows  other  so-call' 
immune  modulation  therapies  such 
Amgen  and  Wyeth's  Enbrel,  and  Cent 
cor's  Remicade.  Although  the  two  dm 
have  had  success  treating  arthri 
patients,  Enbrel  and  Remicade  block  or 
a  single  cytokine,  tumor  necrosis  fact 
alpha,  leaving  dozens  of  other  cytokin 
untouched.  Inflammation  is  a  result  ol 
fiendishly  complex  physiological  cascac 
Fighting  it  requires  inhibiting  the  pr 
duction  of  some  cytokines  and/or  pr 
moting  that  of  others. 

Celacade  appears  to  work  wi 
because  it  stimulates  the  production 
two  anti-inflammatory  cytokines  at  one 
says  Dr.  lames  Young,  chairman  of  tl 
department  of  medicine  at  the  Clevelai 
Clinic  Foundation,  and  lead  investigat 
for  Vasogen's  heart  failure  trials. 

According  to  Young,  the  early  data  f 
Celacade  look  very  promising.  In  midsta 
trials  73  chronic  heart  failure  patients,  the 
bodies  wasting  away  from  the  disease,  we 
given  either  Celacade  or  saline  placebo  f 
six  months,  along  with  their  regular  dn 
regime  of  blood  pressure  reducers  and  c 
uretics.  The  Celacade  group  had  one  p 
tient  death  compared  with  seven  in  tl 
placebo  group.  Fewer  Celacade  patien 
later  wound  up  in  the  hospital:  12  cor 
pared  with  2 1  placebo  patients. 

"This  will  be  a  huge  boon  to  hea 
failure  patients,"  says  Young.  "We  nee 
novel  approaches  because  patients  are  c 
so  many  medications  and  there  can  t 
problems  with  interactions." 

Celacade  had  similarly  positive  resul 
in  a  midstage  trial  with  patients  with  p 
ripheral  arterial  disease,  which  hardei 
the  arteries  supplying  blood  to  the  leg 
This  disease  afflicts  at  least  7  millic  f.3/ 
Americans  and  results  in  tens  of  thoi 
sands  of  amputations  each  year.  In  tl 
trial  85  patients  on  either  Celacade  or 
placebo  were  tested  on  how  long  the 
could  walk  on  a  treadmill  before  the  ons 
of  pain.  Significantly  more  Celacade  p 
tients  improved  their  walking  distance  1 
50%  from  six  months  earlier.  "This  is  ve: 
exciting  and  very  encouraging,"  says  E 
Jeffrey  Olin,  director  of  vascular  medicii 
at  New  York's  Mount  Sinai  School  | 
Medicine. 


■sing  an  expert  bank  means  opening  the  way  to  success.  Driven  by  its  professionalism,  Societe  Generale 
~\as  a  workforce  of  92,000  in  80  countries  and  has  become  steadily  stronger  in  its  three  key  fields,  offering 
stomers  ever  more  means  to  increase  their  performance.  With  16  million  customers (1)  in  retail  banking, 
)illion  euros  C>  managed  by  global  investment  management  and  services  and  a  confirmed  worldwide 
irship  in  corporate  and  investment  banking  (euro  capital  markets,  derivatives  and  structured  finance), 
;te  Generale  has  become  a  first  choice  partner  for  its  customers  around  the  world.  If  you  too,  have  a  taste 
owth,  you  will  soon  see  what  the  "Societe  Generale  red  and  black  effect"  can  do  for  you.(i)at  31/12/04 
I  socgen.com 
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For  Cost  Savings 


ARIBA  MAKES  SPEND 
MANAGEMENT  STRATEGIC 

When  Ariba  pioneered  the  concept  of 
spend  management  nearly  four  years  ago, 
many  senior  executives  still  considered 
procurement  a  tactical,  transaction-based 
support  function.  The  long  and  stubborn 
economic  downturn  changed  all  that.  Now 
procurement  has  become  a  strategic 
issue,  moving  to  a  prominent  spot  at  the 
executive  level  of  organizations  and  affect- 
ing the  way  companies  think  about  margin 
improvement  and  bottom-line  results. 

"Procurement  organizations  have 
evolved  dramatically  in  the  last  few  years, 
gaining  new  levels  of  influence  across 
companies,"  says  Bob  Calderoni,  Ariba's  chief  executive 
officer.  "Spend  management  has  demonstrated  its  enormous 
value  in  helping  to  identify  and  realize  significant  cost 
savings;  but  more  importantly,  it  has  enabled  procurement  to 
focus  on  accelerating  bottom-line  results.  This  has  helped 
chief  procurement  officers  achieve  a  whole  new  level  of 
strategic  importance  within  their  companies." 

Today,  hundreds  of  leading  companies  have  adopted  spend 
management  to  improve  their  business  practices  and  increase 
their  bottom  lines.  Calderoni  was  named  to  Supply  &  Demand 
Chain  Executive's  2005  "Provider  Pros  to  Know"  list  of  top 
industry  professionals  for  his  efforts  in  developing  spend  man- 
agement from  its  infancy  to  the  strategic  enterprise  category 
of  solutions  and  services  that  it  is  today. 

ARIBA  IS  E-PROCUREMENT  LEADER 

Ariba  is  the  acknowledged  architect  of  electronic  procurement. 
Its  technology  has  companies  analyze,  understand  and 

manage  their  spena  >r  cost  savings  and  increased 

business  process  effic  s  the  enterprise.  Ariba  appli- 

cations are  now  on  mo^  on  desktops  worldwide, 

ating  to  the  Ariba  .  ork  to  bring  together 


120,000  e-enabled  suppliers  engag 
in  transactions  worth  more  than 
billion  each  month  with  some  of 
world's  largest  buying  organizatio 
Participating  buyers  and  suppliers  ( 
conduct  business  with  each  otl 
electronically,   managing  complf 
transactions  —  from  sourcmg, 
orders,  to  payment.  They  can  a 
access  multiple  network-delivei 
services  to  enhance  interaction  e 
collaboration  among  companies. 

Through  its  merger  v\i 
FreeMarkets,  Inc.,  last  year,  Ar 
enhanced  its  portfolio  of  strate 
sourcing  services  and  expanded 
existing  software  and  supplier  netW' 
offering.  Today,  Ariba  provides  spend  management  tools  £ 
consulting  services  to  more  than  500  customers,  among  thii 
such  market  leaders  as  American  Express,  British  Airwa! 
ChevronTexaco,  Cisco  Systems,  The  Walt  Disney  Compa 
Hewlett-Packard  and  Unilever.  Its  team  of  more  than  A 
commodity  and  sourcing  experts  is  based  in  21  countr 
around  the  globe. 

ARIBA  SUPPLIER  CONNECTIVITY 

Ariba's  latest  customer  offering  is  Ariba  Suppl 
Connectivity,  a  subscription-based  service  that  extends  1 
benefits  of  the  Ariba  Supplier  Network  to  a  large  commur 
of  enterprise  buyers  and  their  suppliers  currently  us. 
non-Ariba  spend  management  systems. 

"For  years,  Ariba  customers  have  realized  the  benefits  o 
large,  secure,  global  network  for  supplier  connectivity,"  si 
Michael  Schmitt,  executive  vice  president  and  chief  marketi 
officer,  Ariba.  "We  are  now  extending  the  proven  benefits 
the  network  to  even  more  buyers  and  suppliers  by  allow 
more  companies  to  leverage  it.  This  will  help  them  reduce  t 
costs  and  simplify  the  process  of  connecting,  transacting  a 
collaborating  with  their  suppliers  around  the  world." 


ARE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
important  than  price.  Or  service  may  be  more  important  than  both.  When  you 
move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management. 
And  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
relationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 


Ariba  Impacts: 

Direct  Materials 
Services 
Facilities 
Capital  Goods 
IT  Equipment 
MRO  Goods 
Outsourcing 
and  more... 
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When  two  investors 

i  ~  onrl  qpII  at  the  same  time, 

earn  the  same  return  and  sea  ai 

how  does  one  end  up 

$28,194  ahead  of  the  other? 


same, 


T  .    .    i  •  Mu»  vnn  further.  You'd  think,  for 

Its  funny  how  the  little  things  can  take  you  turtne 

invest  the  same  amount,  for  the  same  time, 
instance,  that  two  investors  who  invest  cnc 

i   r  ,*,r>iilrl  end  up  at  the  same  place, 

and  earn  the  same  return  before  expenses,  would  ena  up  v 

But  when  their  funds'  expense  ratios  aren't  the 
ifference  makes  a  big 
this  hypothetical  comparison, 
one  fund  has  an  expense 
ratio  of  1.3%.  The  other, 
0.3%.  Applied  to 
an  initial  investment 
of  $5,000,  with 
subsequent  annual 
investments  of  $5,000 
returning  8%  before  expenses, 
and  compounded  over  20  years,  the  difference  adds  up  to  $28,194. 
At  Vanguard,  our  long-term  commitment  to  low  expenses  always  works 
in  your  favor.  To  see  how,  call  us  at  1-800-523-1799,  or  visit 
us  at  Vanguard.com?  We  can  help™ 


www.vanguard.com 


Vanguard 


WrUnTgyfllfflB' 


d  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
information;  read  and  consider  it  carefully  before  investing. 

1 1s  ore  subject  to  risk.  ©2005  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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O  YOU'RE  50  AND  YOU  KEEP  READING  HOW  FAR 
behind  you  are  in  marshaling  enough  assets  for 
retirement.  In  this  spring's  Investment  Guide  we 
show  you  how  you  can  best  plan  to  store  up  gold 
for  the  golden  years — and  you  are  the  planner 
here,  not  some  high-paid  financial  adviser. 
According  to  our  lead  story  by  Ira  Carnahan, 
lere  is  an  array  of  no-cost  or  low-cost  tools  available  on  the 
>Ieb  to  help  you  dope  out  how  much  you'll  need,  how  to  amass 
and  how  fast  to  withdraw  it  once  you  are  retired  (p.  92). 
Beyond  that,  we  question  the  conventional  wisdom  that  most 
)aby  boomers  will  spend  their  old  age  on  the  street,  cadging 
quarters:  Matthew  Swibel  shows  how  most  middle-age  savers' 
jortfolios  are  a  lot  more  ample  than  the  jeremiads  suggest,  and 


how  folks  can  bridge  any  gaps  by  using  home  equity  and  con- 
tinuing to  work,  which  many  wish  to  do  anyway  (p.  1 00). 

Our  issue  also  offers  a  treasure  trove  of  bright  ideas  about 
building  your  wealth  in  individual  corners  of  the  investment 
world.  Like  stocks  in  gene-sourced  medical  testing  (p.  106).  You 
may  want  a  pro  to  do  long/short  stock  plays  for  you  but  are  leery 
of  high-priced  hedge  funds  specializing  in  that  black  art.  Try  one 
of  the  new  long/short  mutual  funds  instead  (p.  126). 

Want  to  speculate  on  high-end  golf  resort  real  estate?  You 
can  (p.  138),  but  we  don't  guarantee  you  will  be  sitting  when  the 
music  stops.  And  if  you  want  to  spend  some  mad  money,  kick  it 
into  a  minor-league  football  team  (p.  158).  What  if,  gulp,  all  goes 
wrong  and  you  must  declare  bankruptcy  under  the  harsh  new 
law  President  Bush  has  signed?  We  give  survival  tips  (p.  146).  F 

ill* 
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Gk      H  '  '  MATTER  WHA]   HAPPENS  TO  PRESIDENT 
v  leorgeW.  Bush's  proposal  to  :u1  Social  Security 
EE  benefits  for  the  hotter  off,  the  age  of  the  own- 
Hv^H  your-  own,  plan-your-own,  get  real  retirement  is 
I  here.  A  single  worker  earning  $90,000,  retiring  at 

65  today,  will  find  Social  Security  replaces  30% 
of  his  salary,  down  from  41%  for  a  comparable 
high  earner  retiring  in  1980.  The  President's  suggested  changes 
would  cut  the  benefit  to  19%  of  salary  by  2035.  Traditional  pen- 
sions, in  which  an  employer  takes  the  investment  risk  and  guar- 
antees a  payment,  are  in  decline,  too.  And  the  stock  market's 


recent  performance  has  punctured  the  fantasy  that  upper-mid 
die-class  Americans  can  retire  at  55  to  a  life  of  golf,  sailing  anc 
world  travel — if  only  they  choose  the  right  broker. 

So  here's  the  good  news:  There's  more  that  individuals  car 
do  and  are  doing  to  make  the  numbers  work  for  them.  Folks  an 
postponing  retirement  or  are  planning  to  work  part  time  afte 
retiring  (see  story,  p.  100).  They're  tapping  into  their  homi 
equity  or  moving  to  cheaper  digs.  Research  even  suggests  that,  ii 
terms  of  savings,  those  in  their  50s  are  further  along  than  i 
commonly  believed. 

How  prepared  are  you?  As  the  box  on  page  94  shows, 
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THE  BOND  MARKET  USED  TO  READ  LIKE  A  MYSTERY  NOVEL, 


NOW  IT 
READS 
LIKE  A 


CHOICE.  TOOLS.  TRANSPARENT  PRICING.  CLARITY.  INTRODUCING  THE  FIDELITY  OPEN  BOND  MARKET? 


TRANSPARENT  PRICING:  NO  MORE  SURPRISES 

There's  always  been  a  little  guesswork  involved  in 
buying  bonds.  You  never  knew  what  you  were  paying 
for  the  bond  and  what  you  were  paying  in  hidden  fees. 
But  that's  all  about  to  change. 

WELCOME  TO  THE  FIDELITY  OPEN 
BOND  MARKET8" 

For  the  first  time  anywhere,  we'll  show  you  both  what 
the  concessions  are  and  what  bonds  are  trading  for! 
Our  pricing  schedule  is  simple: 

*  $1  PER  BOND  FOR  U.S.  TREASURIES 

*  $2  PER  BOND  FOR  GOVERNMENT  AGENCIES 
•*  $3  PER  BOND  FOR  MUNICIPALS 

*  $4  PER  BOND  FOR  CORPORATES2 

*  50%  OFF  ONLINE  CONCESSIONS 
$500  MAXIMUM  ON  TRADES3 

Well  even  provide  you  with  both  detailed  and  historical 
trade  pricing  information  from  TRACE  and  MSRB! 

From  this  point  on,  you're  in  the  driver's  seat. 

TOOLS:  WE'LL  SUPPLY  THE  COMPASS 

When  you're  ready  to  analyze  bonds,  pay  a  visit  to  the 
Fidelity  Fixed  Income  Center.  We'll  help  you  learn 
what  you  need  to  know  about  a  bond.  You  can 
make  side-by-side  comparisons  of  yields,  call 
dates,  and  ratings.  Create  a  scatter  graph 
comparing  bonds  with  market  yield  curves. 
And  decide,  with  the  help  of  our  Bond 
Ranking  System,  if  a  bond  is  well  priced 
or  too  risky.  You'll  discover  some  back  roads 
the  pros  take,  including  advanced  analytics  and 
estimated  bond  market  value  from  third-party  sources 

And  if  you  ever  need  help,  just  pick  up  the  phone. 
You'll  find  a  friendly  fixed-income  specialist  on  the 
other  line. 

web  address  _FI0ELITY.COM/B0NDPRICING  

phone  number  1  800.FIDELITY  


A  BETTER  BOND  LADDER,  STRAIGHT  AHEAD 

For  further  help  navigating  this  terrain,  create  a 
bond  ladder.  Just  answer  a  few  questions  about  your 
investment  goals,  and  our  enhanced  Bond  Ladder  tool 
will  craft  a  portfolio  of  bonds  to  help  suit  your  needs. 
It  will  even  anticipate  your  monthly  payment. 

CHOICE:  MORE  INVENTORY  THAN  EVER 

You'll  have  7,000  individual  securities  to  choose  from, 
including  new  issues,  corporate  notes,  and  CDs.  And 
each  and  every  one  is  pre-screened,  ensuring  it's  from 
a  pool  of  high-quality  investments. 

If  bond  funds  are  more  your  speed,  we  have  the  broadest 
line  available  anywhere,  and  the  professional  money 
management  to  match. 

DESTINATION:  CLARITY 

By  now,  you're  more  than  ready  for  the  journey.  Visit 
the  Fixed  Income  Center  at  Fidelity.com/bondpricing 
to  get  started. 

And  the  best  part  of  this  map9  You  never  have  to  fold  it. 

In  general,  the  bond  market  is  volatile;  bond  prices 
rise  when  interest  rates  fall  and  vice  versa.  This  effect 
is  usually  pronounced  for  longer-term  securities.  Any 
fixed-income  security  sold  or  redeemed  prior 
to  maturity  may  be  subject  to  a  substantial 
gain  or  loss. 


1.  Please  note  that  concessions  will  impact 
the  total  cost  of  the  transaction  and  the 
total  or  "effective"  yield  of  the  investment. 
2.  Includes  Corporate  Zeros,  FICOs,  TIGRs,  CATS. 

3.  Minimum  of  $19.95  whether  the  trade  is  placed 
online  or  with  a  representative. 

4.  The  offering  broker,  which  may  be  our  affiliate 
National  Financial  Services  (NFS),  may  realize  a 
trading  profit  or  loss  on  the  transaction. 


Smart  move" 


Fidelity  Brokerage:  Services,  Mfmbcr  NYSE.  S\PC 


Ketiremen 


to  be  around,  the  next  question  is  how  to  invest  so  that  you'll  have 
the  best  chance  of  making  it  through  retirement  without  becom- 
ing a  pauper.  One  common  mistake:  investing  too  conservatively 
during  retirement.  If  you  put  20%  in  stocks,  50%  in  bonds  and 
30%  in  cash,  and  withdraw  5%  the  first  year,  adding  to  that 
amount  to  keep  pace  with  inflation  each  year,  the  odds  of  making 
your  nest  egg  last  30  years  are  a  mere  10%.  If  you  invest  by  taking 
on  a  bit  more  risk — with  50%  in  stocks,  40%  in  bonds  and  10% 
in  cash — your  odds  rise  to  60%.  These  are  Fidelity's  numbers, 
and  they  are  based  on  historical  stock  market  returns — which 
may  be  a  tad  too  optimistic,  given  that  stocks  at  the  moment  are 
trading  at  abnormally  high  multiples  of  their  earnings. 

Getting  too  adventuresome  in  your  asset  allocation,  para- 
doxically, can  raise  your  probability  of  running  out  of  money. 
While  a  stock- rich  portfolio  has  a  greater  chance  of  having  a 
very  good  return,  it  also  has  a  greater  chance  of  having  a  disas- 
trously bad  one.  To  improve  greatly  on  that  60%  chance  of 
dying  solvent,  lower  your  withdrawal  rate. 

T.  Rowe  Price's  calculations  show  the  importance  of  keeping 
withdrawals  down.  Start  spending  5%  of  a  portfolio  that's  60% 
in  stocks,  30%  in  bonds  and  10%  in  cash,  and  keep  withdrawals 
in  pace  with  inflation.  The  chance  your  money  lasts  30  years  is 
70%;  lower  the  starting  withdrawal  to  4%  and  your  odds  of 
making  it  30  years  rise  to  90%. 

Withdrawals.  One  of  the  unpleasant  truths  of  withdrawal- 
rate  mathematics  is  that  the  safe  rate  is  often  much  lower  than 


payroll  taxes  (for  Social  Security,  Medicare).  And  to  the  exten 
you  are  spending  down  your  taxable  savings  first,  you'll  have 
smaller  income  tax  bill. 

But  don't  expect  to  spend  the  same  amount  every  yea 
you're  retired.  In  his  book,  The  Prosperous  Retirement,  financkl 
planner  Michael  Stein  suggests  there  are  three  stages  of  retire 
ment  spending:  the  active  phase,  through  age  75,  the  transi 
tion  phase,  from  75  to  85,  and  the  passive  phase,  after  85 
Spending  starts  high,  and  then  declines  as  retirees  get  olde 
(though  end-of-life  medical  costs  can  push  expenses  back  up) 
Academic  research  also  supports  this  view.  Retirees  at  75  spen< 
an  average  20%  less  than  retirees  at  65,  according  to  a  199' 
study  in  the  Journal  of  Financial  Planning.  For  a  careful  assess 
ment  of  how  much  you're  likely  to  spend  in  retirement,  tr 
Fidelity's  Retirement  Income  Planner,  with  its  optional  detaile< 
questionnaire. 

Limits  of  calculators.  While  calculators  are  great,  don't  be 
slave  to  them.  Humans  adjust  their  behavior;  calculators  can't. 

Calculators  base  their  projections  on  your  circumstance 
and  expectations  today.  But  those  can  change.  Your  spendinj 
may  take  a  dive  because  you  are  especially  parsimonious,  s< 
you  find  you'll  need  to  take  out  less  than  you  thought.  Perhap 
the  markets  slump  and  you  decide  to  offset  this  by  cuttinj 
back  on  travel  and  dining  out.  Or  you  ramp  up  your  part 
time  work  hours. 

Minneapolis  financial  planner  Jonathan  Guyton  looked  a 


The  big  question:  How  long  will  you  live  after  65? 


the  average  return  on  your  investments.  Say  you  expect  a  port- 
folio to  earn  9%  a  year.  What's  wrong  with  drawing  down 
7%?  Your  chance  of  making  it  30  years  without  running  out 
of  cash  would  only  be  46%,  according  to  Fidelity.  That's 
because  when  you're  gradually  liquidating  a  portfolio,  it's  not 
just  your  average  of  returns  that  matters  but  also  their  timing. 
Suffer  several  poor  years  early  in  your  retirement,  when  you 
have  the  most  invested,  and  you  might  lose  so  much  early  on 
that  strong  returns  later,  when  you  have  little  money  left, 
wouldn't  do  much  good. 

A  simple  retirement  planning  calculator  that  plugs  in  an 
average  return  and  doesn't  take  this  timing  risk  into  account  will 
leave  you  thinking  you're  more  secure  than  you  are.  A  better 
approach  is  a  statistical  method  known  as  Monte  Carlo  simula- 
tion, which  accounts  for  the  mix  of  returns  and  the  probability 
of  different  patterns.  (The  moniker  draws  a  parallel  between 
probability  theory  and  roulette  wheels.)  Most  of  the  tools  rec- 
ommended in  our  table  use  Monte  Carlo  simulation. 

Spending.  Once  you  have  a  handle  on  your  investment 
returns,  the  next  question  is  how  much  you're  likely  to  spend 
each  year  during  retirement.  The  standard  financial  planner 
answer:  70%  to  80%  of  preretirement  income,  adjusted  for  infla- 
tion. That's  a  sensible  figure,  on  average.  You  shouldn't  need  as 
much  money  as  you  did  before  you  retired  and  not  just  because 
you  won't  have  commuting  costs.  With  no  salary,  you  won't  pay 


what  would  have  happened  if  you'd  retired  in  1973,  wanted  t( 
make  your  money  last  40  years,  rebalanced  annually  and  appliec 
a  rule  like  the  following:  If  your  portfolio's  value  at  the  end  o 
the  year  is  less  than  its  beginning  value,  don't  take  any  inflatior 
increase  the  next  year  and  don't  award  yourself  a  makeuj 
increase  later. 

His  hypothetical  1973  retiree  could  (with  hindsight)  hav« 
started  out  taking  5.4%  from  a  65%  equity  portfolio  rather  thar 
4.4%.  However,  beginning  in  1982,  after  the  high-inflation,  low- 
return  period  of  the  late  1970s,  this  spender's  withdrawals  endec 
up  smaller,  in  dollar  terms,  than  they  would  have  been  withou' 
the  rule. 

Risk  that  the  money  runs  out.  What  may  be  the  toughest  ques- 
tion of  all:  How  much  risk  are  you  willing  to  take  that  you'll  out- 
live your  money?  Running  a  50%  risk  would  obviously  be  fool- 
ish, but  demanding  too  much  certainty  you'll  be  secure — say 
99% — may  not  make  sense,  either.  Assume  you're  65  and  have 
$1.5  million  invested  in  a  moderate  mix  of  40%  stocks,  40°/c 
bonds  and  20%  cash.  If  you  demand  99%  certainty  you  won'l 
run  out  of  money  during  retirement,  you'll  have  to  start  youi 
withdrawals  at  a  chintzy  $59,400,  says  T.  Rowe  Price's  calculator. 
Accept  a  10%  risk  and  you  can  withdraw  $68,400. 

A  better  bet  if  you're  really  that  worried  about  running  out 
of  savings  might  be  to  invest  some  of  it  in  a  low-cost  immediate 
annuity  and  invest  the  rest  more  boldly.  P 
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Retire?  Not  So  Fast 

The  boomers  won't  be  beggars  in  retirement.  They'll  tap  their 

savings,  use  their  home  equity  and  work  |  BY  MATTHEW  SWIBEL 


RON  C.  OWENS,  A  BALTIMORE 
marketing  consultant,  squir- 
reled away  money  for  years 
with  the  goal  of  retiring  at  62. 
But  when  he  at  last  hit  62,  he 
found  he  wasn't  quite  ready  to  quit. 
Finally,  at  64,  he  sold  his  share  of  a  North- 
ern Virginia  ad  agency.  Now,  at  66,  he  still 
spends  20  hours  a  week  advising  clients 
on  multicultural  marketing  and  new 
business  development.  He's  earning  just 
40%  of  what  he  did  before  and  not  draw- 
ing on  Social  Security  yet. 

What's  more,  he's  not  dipping  into 
his  retirement  kitty,  either.  He  earns 
enough  part-time  that  he  doesn't  have  to. 
"I  could  never  really  officially  retire.  I 
would  drive  my  wife  crazy  if  I  wasn't 
busy,"  he  says. 

Financial  reality  and  the  realization 
that  they  might  not  really  enjoy  30  years  of 
leisure  are  leading  many  Americans  to 
rethink  when — and  how  fully — to  stop 
working.  A  2004  survey  by  Gallup  for  UBS 
found  that  57%  of  workers  planned  to 
retire  at  63  or  older  and  only  1 1%  by  age 


Early-Withdrawal  Penalty 

Under  current  law  your  "full  retirement  age" 
and  the  percentage  of  benefits  you  can  draw 
at  62  depend  on  when  you  were  born 


BIRTH 
VEflR 

FULL  BENEFIT 
&GE 

%  OF  BENEFITS  1 
RECEIVED  AT  62  § 

1941 

65  AND  8  MOS. 

76.6% 

1942 

65  AND  10  MOS. 

75.8 

1943-54 

66 

75.0 

1955 

66  AND  2  MOS. 

74.1 

1  1956 

66  AND  4  MOS. 

73.3 

1  1957 

66  AND  6  MOS. 

72.5 

1  1958 

66  AND  8  MOS. 

71.6 

1  1959 

66  AND  10  MOS. 

70.8 

1  1960  &  LATER 

67 

70.0 

■  Calculations  by  Larry  E.  Swedroe,  Buckingham  Asset 
H  Management. 

Ron  Owens:  Not  falling 
short  in  retirement. 


55.  Back  in  1998  just  36%  planned  to 
wait  until  63  or  older  and  23%  still 
harbored  the  retire-by-55  dream. 

That  doesn't  necessarily  mean 
staying  forever  in  your  current  job. 
People  55  and  older,  while  just  16% 
of  the  total  workforce,  account  for 
30%  of  self-employed  consultants 
and  entrepreneurs,  according  to  a 
Challenger,  Gray  &  Christmas  study. 
No  doubt  some  of  those  "consul- 


tants" got  a  shove  or  an  early-retirement 
incentive  from  their  previous  employer. 
But  self-employment  is  also  a  good  way 
to  make  the  shift  from  full-time  employ- 
ment to  the  part-time  work  that's  becom- 
ing a  component  of  retirement. 

In  the  Gallup-UBS  survey  89%  of  cur- 
rent workers  said  they  expected  to  work 
part-time  after  "retirement."  Okay,  a  life 
on  the  beach  it  ain't.  Still,  if  you  want  to 
live  happily  into  your  late  80s  or  even  90s, 
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it's  best  to  avoid  too  much  sun  and  keep 
your  mind  occupied,  anyway. 

Prospects  for  future  retirees,  includ- 
ing the  much-discussed  baby  boomers, 
aren't  as  grim  as  the  headlines  suggest. 
One  reason  is  all  the  people  like  Owens 
who  will  keep  working.  Another  is  that 
they  can  tap  the  equity  of  their  homes. 
And  chiefly,  Americans  aren't  doing  as 
bad  a  job  of  accumulating  wealth  as 
Chicken  Little  has  been  saying. 

Last  year  the  value  of  household  finan- 
cial assets — retirement  accounts,  money 
market  funds,  bank  accounts,  mutual 
funds— grew  by  $590  billion,  to  $34.2  tril- 
lion (including  capital  gains).  Because  of 
the  weird  way  the  government  computes 
savings,  though,  households  have  "saved" 
only  $100  billion.  This  ignores  capital  gains 
and  payments  from  pensions.  Neither  view 
on  savings  includes  rising  home  values. 

"The  media  become  obsessed  with 
telling  everyone  they  need  to  go  on  a 
financial  diet,"  says  John  Karl  Scholz,  an 
economics  professor  at  the  University 
of  Wisconsin.  Scholz  and  two  coauthors, 
using  data  from  the  federally  sponsored 
Health  &  Retirement  Study  (which  has 
tracked  individual  households  for 
decades),  found  that,  counting  home 
values,  81%  of  those  aged  51  to  61  had 
reached  or  exceeded  their  "optimal 
wealth,"  defined  as  the  amount  they 
should  have  accumulated  by  that  age  to 
maintain  their  customary  standard  of 
living  in  retirement. 

Those  falling  short  were  concentrated 
at  the  bottom  of  the  income  spectrum.  A 
third  of  those  in  the  lowest  10%  for  life- 
time earnings,  but  just  one-fifteenth  of 
those  in  the  highest-earning,  10% 
bracket,  had  less  than  the  economists'  tar- 
get. The  top  10%  of  earners  had  a  median 
net  worth  that  was  a  comfortable  six 
times  their  preretirement  income. 

In  Scholz's  view  it  doesn't  make  sense 
for  a  person  to  deny  his  family  while 
working  so  he  can  raise  his  standard  of  li  v- 
ing in  retirement.  The  poor,  in  retirement, 
will  still  be  poor,  and  the  average  worker 

I*  will  live  modestly.  That's  a  different  and 
more  realistic  perspective  from  the  one 
offered  by  some  planners  and  brokers — 
the  ones  who  issue  jeremiads  that  a  worker 


making  $50,000  needs  $1  million  saved. 

Absent  a  housing  crash,  Americans' 
home  equity  is  a  big  cushion.  That's 
assuming  they're  willing  to  trade  down  to 
smaller,  less  costly  quarters  with  lower 
property  taxes  and  maintenance  needs. 
Or  that  they'll  draw  cash  from  their 
abodes.  The  evidence  shows  that  home- 
owners of  a  certain  age  have  no  qualms 
about  using  the  likes  of  a  reverse  mort- 
gage. This  arrangement  was  authorized 
by  Congress  in  1987  to  allow  home- 
owners over  age  62  to  tap  into  the  equity 
in  their  homes  without  having  to  repay 
the  loan  until  they  move  out.  In  fiscal 
2000  only  6,638  reverse  mortgages  were 
taken  out;  in  2004, 37,829  were. 

With  housing  included,  personal  net 
worth  in  the  U.S.  is  $48.5  trillion,  or  an 
average  $450,000  per  household.  Strip 
out  inflation  and  that  is  still  double  what 
it  was  in  1987. 

All  that  said,  there  is  a  wild  card:  health 
care  costs.  Doris  Theune,  a  financial  ad- 
viser for  Bryn  Mawr  Trust  in  Bryn  Mawr, 
Pa.,  has  numerous  clients  with  robust  sav- 
ings. Nonetheless,  what  they  fear  most  is 
the  enormous  cost  of  medical  care,  par- 


ticularly nursing-home  stays,  which  usu- 
ally aren't  covered  by  Medicare. 

The  optimistic  rejoinder  here  is  that 
lawmakers  won't  leave  the  politically  pow- 
erful elderly  to  fend  for  themselves  on 
health  care.  Look  at  the  recent  prescrip- 
tion drug  plan  that  a  supposedly  conserv- 
ative Republican  Congress  and  White 
House  began  implementing  last  year. 

The  next  time  you  read  a  report  pre- 
dicting the  baby  boomers  will  live  retire- 
ment in  penury,  take  a  deep  breath  and 
recall  some  history.  In  the  late  1970s, 
when  inflation  was  running  wild,  news- 
papers and  TV  shows  carried  stories 
about  how  seniors  on  "fixed  incomes" 
were  eating  dog  food.  In  truth  a  fixed 
income  is  a  rarity  since  Social  Security 
paychecks  are  indexed  to  the  cost  of  liv- 
ing. And  as  FORBES  pointed  out  in  1980, 
a  pound  of  chicken  was  then  selling  for 
the  same  as  a  14  72-ounce  can  of  Alpo. 
With  their  homes  paid  for  and  their 
T  bills  yielding  11%,  most  of  the  elderly 
survived  inflation  as  well  as  their  kids 
and  grandkids  did.  The  next  cohort  of 
the  aged  should  be  in  similarly  good 
shape,  if  not  better.  So  relax.  F 


The  Virtues  of  Patience 

"Delayed  gratification  has  huge  rewards  in  life,"  says  Paul  Merriman,  a  Seattle 
financial  adviser  and  author  of  Live  It  Up  Without  Outliving  Your  Money!  That's 
what  he  told  a  client,  62,  retired  from  an  insurance  company  and  now  collect- 
ing $24,000  a  year  from  consulting  jobs  and  $36,000  from  a  pension.  He  could 
pad  that  by  withdrawing  his  $22,500  yearly  entitlement  from  Social  Security  now 
to  cover  his  $85,000  a  year  in  expenses.  But  Merriman  advised  him  to  wait  for 
the  higher  benefits  he'll  get  at  his  "full  retirement  age"  of  66. 

This  was  an  easy  call  since  a  Social  Security  recipient  loses  $1  of  benefits  for 
every  $2  he  earns  annually  above  $11,250  until  he  reaches  the  full  retirement  age. 
For  early  retirees  who  don't  continue  to  work,  waiting  can  also  pay  off,  although 
only  if  they  live  into  their  80s.  Note  that  in  addition  to  avoiding  a  benefit  cut  for  tak- 
ing early  retirement,  Merriman's  client  gets  another  advantage:  Between  now  and 
when  he  first  claims  Social  Security,  his  initial  benefits  are  adjusted  up  along  with 
wages,  which  tend  to  climb  faster  than  the  cost  of  living. 

Surprisingly,  if  you  decide  to  take  benefits  at  62  and  then  change  your 
mind— say,  because  you've  taken  a  part-time  job— you  can  pay  back  the  gov- 
ernment what  you've  taken  and  get  the  higher  benefits  later.  What  if  you  work 
until  70?  Your  benefits  will  be  even  higher,  but  factoring  in  what  you  gave  up 
since  age  66,  you  will  collect  only  a  little  bit  more  if  you  live  to  82.  Live  another 
10  years  after  that  and  you  will  have  bagged  much  more.  —M.S. 
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stocks  &  oonas 


By  the  Numbers 

These  days  investors  are  fixated  on  earnings  quality, 
and  rightly  so.  But  don't  let  the  market's  jitters  turn  you 
into  a  fraidy-cat.  Here's  an  analyst  whose  picks  and  pans 
are  based  on  a  solid  understanding  of  accounting. 

BY  ELIZABETH  MACDONALD 


FANNIE  MAE,  AIG,  GE— EVEN  THE 
best  companies  aren't  too  sure 
about  their  account  books  these 
days.  Maybe  that's  what  has  the 
market  in  a  funk  (along  with 
inflation,  terrorism  and  North  Korea). 
But  the  proper  response  to  concerns 
about  earnings  quality  and  the  risk  of 
restatements  is  notto  flee.  Rather,  it's  to 
be  discriminating.  Favor  companies  that 
are  least  likely  to  present  unpleasant  sur- 
prises. Avoid  ones  that  give  off  signals 
that  they  are  straining  to  prop  up  the  bot- 
tom line. 

For  an  assortment  of  stock  recom- 
mendations we  turned  to  footnote  digger 
Donn  Vickrey,  cofounder  of  accounting 
research  outfit  Gradient  Analytics  of 


Scottsdale,  Ariz.  A  former  tenured 
accounting  prof,  Vickrey  supervises  a  staff 
of  15  analysts,  with  backgrounds  in  pub- 
he  accounting  and  equity  research.  Gradi- 
ent sells  its  research  to  100  mutual  and 
hedge  funds. 

Here,  in  four  industries,  are  Vickrey's 
favorites  and  unfavorites. 
FOOD 

Already  under  scrutiny  by  the  Securities  & 
Exchange  Commission  for  revenue  book- 
keeping at  a  business  it  has  sold,  ConAgra 
Foods  has  seen  things  go  from  bad  to 
worse.  The  Omaha  packaged-food  com- 
pany (Peter  Pan  peanut  butter  and  Reddi- 
wip)  is  struggling  with  price  increases  in 
packaged  meat,  Vickery  notes.  And  Con- 
Agra finds  passing  those  along  to  con- 


sumers is  difficult. 

Reminiscent  of  its  earn- 
ings restatement  for  1997 
through  2000,  the  company 
discovered  even  more 
errors  in  its  accounting  for 
income  taxes  for  fiscal  2002 
through  the  first  half  of  fis- 
cal 2005.  Another  caveat: 
ConAgra  pumped  up  prof- 
its by  booking  a  nonrecur- 
ring gain  from  the  sale  of 
Pilgrim's  Pride  stock  for 
$186  million  (pretax)  dur- 
ing the  third  quarter,  cov- 
ering all  its  earnings  for  the 
period. 

One  more  negative: 
ConAgra's  free  cash  flow 
(cash  from  operations 
minus  capital  expenditures) 
dropped  from  SI. 4  billion 
in  fiscal  2002  to  $398  mil 
lion  in  fiscal  2004.  Bruce 
Rohde,  ConAgra's  chief 
executive,  says  in  a  statement 
that  the  company  still  needs 
to  "more  effectively  antici- 
pate and  deal  with  our  oper- 
ational issues,"  but  that  it 
"expects  to  get  back  on  track 
over  the  next  few  quarters." 

If  you're  going  to  play  the 
food  sector,  Vickrey  says,  buy 
Kellogg.  The  Battle  Creek, 
Mich,  cereal  maker  has  been 
steadily  improving  its  "cash  conversion 
cycle,"  or  the  days  it  takes  to  convert  raw 
materials  into  products  and  collect  cash 
from  the  customer.  Kellogg  has  shortened  it 
by  4  days  in  fiscal  2004  to  an  average  of  26. 

Vickrey  also  likes  Kellogg's  consistent 
free  cash  flow,  which  increased  3%  to  $950 
million  in  fiscal  2004.  Kellogg's  free  cash  has 
exceeded  net  income  in  the  past  six  years. 
All  that  has  benefited  shareholders,  as  Kel- 
logg made  $418  million  in  dividend  pay- 
ments in  fiscal  2004  (2.3%  yield  now), 
bought  back  7.3  million  shares  for  $298  mil- 
lion and  paid  down  $286  million  of  debt. 
TECHNOLOGY 

Vickrey  sees  warning  signs  at  Research  in 
Motion,  maker  of  BlackBerry  wireless 
handhelds.  It  faces  potentially  stiff  com- 
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'  Marsico  Funds,  the  investments  we  value  most  reach  beyond  the  financial 
orld.  For  you  and  for  us,  sharing  hopes  and  dreams  with  family  is  what 
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blocks  &  bonds 


What  Stays,  What  Goes 

The  top  group  passes  Gradient's  tests,  so  buy  them.  The  bottom  bunch  fails. 


petition  from  Nokia,  Motorola  and 
Siemens,  and  also  faces  pesky  patent  suits. 

And  though  the  Waterloo,  Ont.  com- 
pany has  increased  sales  sevenfold  over 
the  past  five  fiscal  years,  Vickrey  dispar- 
ages Research's  recent  drawdown  of 
reserves  for  warranties  and  excess  and 
obsolete  inventory.  That  steroid  shot 
added  at  least  19  cents  to  its  $1.10  earn- 
ings per  share  for  fiscal  2005.  As  Vickrey 
puts  it,  these  moves  are  "low-quality 
boosts  to  income  that  are  largely  unsus- 
tainable." A  spokesman  says  the  reserve 
adjustment  is  a  positive  sign  "of  the  qual- 
ity of  our  products,"  and  earnings  will 
be  coming  in  strong. 

Instead,  Vickrey  admires  Adobe  Sys- 
tems, which  sells  software  for  desktop 
publishing  and  document  handling. 
Adobe  reported  sales  of  $1.7  billion  in 
2004,  up  29%.  The  San  Jose,  Calif,  com- 
pany earned  $1.82  per  diluted  share  in 
fiscal  2004,  up  from  $1.10  in  the  earlier 
year.  Its  balance  sheet  remains  strong, 
with  $1.3  billion  in  cash  and  liquid 
investments  (a  20%  increase  over  year- 
end  fiscal  2003),  zero  debt  and  intangi- 
bles amounting  to  just  6%  of  total  assets 
and  9%  of  shareholders'  equity. 
RETAIL 

After  two  years  of  disappointing  sales 
personal  care  products  purveyor  Helen  of 
Troy  in  fiscal  2004  divested  its  stake  in 
moneylosing  Tactica  International  (hair 
care,  razors).  Helen  took  a  fourth-quarter 
charge  for  Tactica's  large  and  rotten 
goodwill. 

All  necessary  moves,  but  Vickrey  says 
Helen's  earnings  quality  is  still  signifi- 
cantly worse  than  the  norm.  True,  its  free 
cash  flow  (which  Vickrey  calculates  as 
cash  from  ops  minus  cap-ex  and  cash 
paid  for  trademarks  and  other  intangi- 
bles) has  turned  around,  to  $1 1  million  in 
fiscal  2004  from  a  prior-year  loss  of  $12 
million.  Yet  Helen's  acquisition  spree  in 
the  last  two  years  has  caused  its  intangible 
asset  account  to  triple. 

In  its  last  two  fiscal  years  it  acquired 
the  rights  to  at  least  seven  brand  names, 
among  other  things.  In  turn,  goodwill 
and  intangibles  (things  like  brand  names) 
now  equal  $406  million,  or  99.7%  of 
stockholders'  equity.  Vickrey  warns  that, 
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ADOBE  SYSTEMS/desktop  software 

$58.67  $68.95 

30      record  sales;  no  debt 
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42.14  47.13 
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36.20  38.34 

15      good  quality  of  earnings 
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CONAGRA  FOODS/food 

27.26  30.24 
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H&R  BLOCK/tax  prep 

50.35  55.86 

14      high  costs 

HELEN  OF  TROY/personal  care  products 

27.95  37.26 
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64      cookie  jar  reserves 

Prices  as  of  May  9.  Sources:  Gradient  Analytics;  Reuters  Fundamentals  via  FactSet  Research  Systems. 


if  its  acquisitions  underperform  or  turn 
out  to  be  ill  fits,  then  Helen  is  at  high  risk 
for  another  writedown.  Helen  says  it  dis- 
agrees with  this  analysis  but  won't  com- 
ment further. 

Vickrey  likes  outdoor  apparel  maker 
Timberland  for  its  solid  working  capital 
management  and  strong  cash  flows.  He 
sees  above-average  quality  of  earnings  at 
this  Stratham,  N.H.  company  and  a  posi- 
tive outlook  for  share  price  performance. 
Timberland  has  made  inroads  overseas, 
causing  sales  to  spurt  ahead  12%  in  2004. 
International  revenues  have  grown 
20%  since  2003.  Timberland  generated 
$185  million  in  operating  cash  flow,  a 
34%  rise  from  its  2002  result. 
PERSONAL  SERVICES 
Vickrey  dislikes  H&R  Block,  the  nation's 
biggest  tax  preparer,  because  its  tax  busi- 
ness faces  increased  competition  from 
Jackson  Hewitt  and  online  preparers,  and 
its  investment  services  unit  is  lackluster. 

Block,  in  Kansas  City,  Mo.,  expects  to 
make  the  most  of  its  money  in  the  last 
quarter  of  its  fiscal  year,  which  ends  with 
the  April  tax-filing  season.  Still  Vickrey 
looks  askance  at  the  $4.6  million  loss  for 
the  first  nine  months  of  fiscal  2005,  since  it 
was  due  to  ballooning  overhead  of  $2  bil- 
lion, up  17%.  The  first  three  quarters  of  the 
previous  fiscal  year  were  $129  million  in 
the  black. 

Block  says  the  costs  are  necessary 


because  it's  been  trying  to  expand.  It's 
broadening  from  a  narrow  tax  operation 
to  one  offering  a  variety  of  financial  ser- 
vices to  its  middle-income  clientele.  With 
a  big  push  in  mortgage  originations, 
Block  lowered  the  share  of  profit  from 
tax  services  from  74%  in  fiscal  2002  to 
54%  in  fiscal  2004. 

But  Vickrey  is  not  thrilled  with  the 
mortgage  business.  Block  booked 
$565  million  in  net  gains  for  its  first  fiscal 
nine  months  from  sales  of  mortgage 
receivables  and  loan  securitizations,  in 
which  it  sells  its  home  loans  as  securities 
on  the  secondary  market.  That's  quite  a 
rise  from  $322  million  for  the  same 
period  in  2002.  Should  interest  rates 
climb — and  choke  off  the  flow  of  refi- 
nancings— this  source  of  profit  could 
shrivel  overnight. 

Vickrey  prefers  Intuit,  best  known  for 
its  Turbo  Tax  and  Quicken  personal 
finance  software  products.  Vickrey  likes 
the  firm's  broad  customer  base,  as  it's 
adding  small  businesses  to  its  3  million 
clients  for  its  QuickBooks  products.  The 
Mountain  View,  Calif,  firm  has  expanded 
revenue  at  a  1 7%  annual  pace  since  2000, 
to  $1.9  billion  for  the  trailing  12  months. 

Intuit  also  gets  high  marks  from  Vick- 
rey for  exiting  the  business  of  making 
high-interest  refund  anticipation  loans  to 
taxpayers.  The  company  has  been  free 
cash  flow  positive  since  2000.  F 
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IP  Smart  Office  Solutions: 
ret  more  advice  before  you 
uy  and  more  support  after. 


The  new  HP  LaserJet  4345mfp  series  is  designed  to  streamline  your  schedule,  workload  and  budget. 
Powerful,  multifunctional  and  network  ready,  it  delivers  a  200,000-page  duty  cycle  per  month, 
rapid  45  ppm  monochrome  output  and  a  choice  of  finishing  options.  Best  of  all,  its  small  footprint 
and  $2,599  starting  price  fit  both  tight  corners  and  budgets.  Make  your  savings  multifunctional 
with  the  HP  LaserJet  4345mfp  series.  The  latest  breakthrough  from  HP  Smart  Office  Solutions. 


1 .  Product  shown  is  the  HP  LaserJet  4345xs  mfp,  priced  at  $4,450. 

All  images  simulated.  2-.  $249  instant  rebate  valid  between  3/1/05  and  7/31/05  and  not  available  on  the  HP  LaserJet  4345mfp  base  model.  For  a  limited  time  only,. for  offer  terms  and 
condttions,  go  to  www.hp.com/go/mfppromotions6.  Offers  available  from  HP  Direct  and  participating  HP  resellers  only.  All  prices  are  HP  Direct  prices,  are  subject  to  change  and  do  riot 
include  applicable  state  and  local  sales  taxes  or  shipping  costs;  reseller  and  retailer. prices  may  vary,  ©  2005  Hewlett-Packard  Development  Company,  L  P 
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Good  Genes 

You  want  to  invest  in  the  DNA  revolution?  Don't  wait  for 
customized  drugs,  which  are  years  away.  Buy  shares  in  a 
company  using  DNA  for  diagnostic  work  |  BY  KERRY  A.  DOLAN 


fund  has  asparkl 
13%  annual  return. 


■  N  THE  HOOPL  \  THAT  FOLLOWED  THE 
H  sequencing  of  the  human  genome  in 
H  2000,  much  of  th<  excitement  cen- 
H  tered  on  the  promi  s,  of  miracle  cures 

™  nokviitorh  i.iil.':  Lch  individ- 

ual. That  kind  of  medicine  till  no  more 
than  a  promise.  But  gene-i     .  i  health 


care  is  here  and  now  in  another  form: 
molecular  diagnostics. 

Diagnostics  have  long  been  the  poor 
relation  of  higher- profile  therapeutics 
in  the  health  care  realm.  They  account 
for  just  4%  of  total  health  care  spend- 
ing and  typically  have  had  lower  gross 


margins  than  drugs — 50%  versus  80%. 
Overall  the  $30  billion  U.S.  clinical  diag- 
nostics market  is  growing  at  a  mere  4% 
annual  clip. 

But  new,  patented  tests  created  with 
information  gleaned  from  genome  map- 
ping have  injected  new  life  and  higher 
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Feel  like  a  small  fish  in  a  big  pond? 
Switch  to  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhousexom/freetrades 
and  enter  offer  code  MRAFBF. 


CONTACT  US  AT: 

1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  $9.95 


At  TD  Waterhouse,  you'll  get  the 
attention  you  deserve,  no  matter  what 
the  size  of  your  portfolio. 

Got  a  question  about  your  account? 
Looking  for  guidance  in  retirement 
planning?  TD  Waterhouse  Investment 
Consultants  are  there  for  you  on  the 
phone  or  in  person  at  any  of  their  more 
than  1 40  branch  offices. 

They  can  even  make  switching 
to  TD  Waterhouse  hassle-free.  New 
customers  have  praised  TD  Waterhouse 
Investment  Consultants  for  making  the 
transition  fast  and  easy. 


It's  just  the  kind  of  friendly, 
professional  service  you  may  not  be 
getting  from  your  current  broker.  So  isn't 
it  time  you  start  investing  for  yourself  at 
TD  Waterhouse? 

You  can  do  this.  Switch  today  to 
TD  Waterhouse.  The  alternative  to 
higher-priced  brokers. 


TD 


Waterhouse 


You're  in  Control. 


©2004  TD  Waterhouse  Investor  Services,  Inc  Member  NYSE/SIPC.  Comparison  based  on  survey  of  standard  equity  commissions  as  ot  3/1 7/04  Services  vary  by  firm  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system 
performance  or  for  other  reasons.  Online  market  orders  are  $9.95-$1 7  95  depending  on  trading  activity.  Limit  orders  just  $3  more.  Trades  over  2,500  shares  incur  1  cent  per  share  charge  for  the  entire  order  Call  or  see  tdwaterhouse  com  for  complete 
commission  fee  schedule.  To  be  eligible  for  this  promotion,  account  must  be  opened  by  10/31/05;  free  trades  are  valid  30  days  from  account  funding;  accounts  must  be  funded  within  90  days  from  the  date  the  account  is  opened  Each  free  trade 
valued  up  to  $45  Offer  valid  for  new  customers  only  who  open  an  individual,  joint,  retirement,  trust,  or  Coverdell  Education  Savings  accounts.  Custodial,  partnership,  529  College  Savings  Plan,  and  corporate  accounts  are  not  eligible  Funds 
transferred  from  existing  TD  Waterhouse  accounts  are  not  eligible.  One  offer  per  person;  U  S  residents  only;  void  where  prohibited,  standard  terms  and  conditions  apply,  otter  subiect  to  change  at  any  time  without  notice. 
CODE.  MRAFBF  TDW3852 
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margins  (near  75%)  into  the  business. 
The  $2.5  billion  molecular  diagnostics 
industry  is  expanding  at  a  15%  annual 
rate,  according  to  consulting  firm 
Leomics  Associates  of  Emerson,  N.J. 

The  number  of  patented,  genome- 
sourced  diagnostics  is  likely  to  mushroom 
as  more  disease  targets  are  identified. 
Thus  far,  much  of  the  molecular  diag- 
nostics field  has  concentrated  on  infec- 
tious diseases,  detecting 
HIV,  hepatitis  C  and  sexu- 
ally transmitted  diseases 
like  chlamydia.  Genetic 
screening,  including  pre- 
natal screening  for  cystic 
fibrosis  and  other  genetic 
disorders,  accounts  for  a 
smaller  piece  of  the  market. 

The  next  wave  of  tests  is 
likely  to  be  for  cancer.  In 
the  future  we  will  have 
diagnostics  to  determine 
what  type  of,  say,  colorectal 
cancer  a  person  has,  which 
will  then  help  in  determin- 
ing the  proper  treatment.  Diagnostics 
will  also  be  able  to  detect  cancer  earlier, 
before  it  has  a  chance  spread  to  the 
lymph  nodes,  says  David  Lewis,  a  part- 
ner at  Thomas  Weisel  Partners  who  fol- 
lows the  sector. 

Unlike  many  in  the  biotech  realm,  a 
handful  of  companies  dealing  in  molecu- 
lar diagnostics  have  done  well,  with  good 
profits  and  stock  prices.  While  their 
price/earnings  multiples  are  on  the  rich 
side,  the  industry's  promise  makes  the 
tariff  acceptable. 

J.C.  Waller's  Icon  Healthcare  Fund  has 
profited  with  a  big  position  in  these  firms 
(see  table).  The  mutual  fund  has  a  five- 
year  annualized  return  of  13%  (versus  a 
negative  2%  for  the  S&P  500).  Its  expense 
ratio  is  1.3%.  Waller,  36,  who  served  as  a 
Ranger  and  a  Chinese  translator  in  the 
U.S.  Army  before  joining  Icon  Advisers  in 
Greenwood  Village,  Colo,  in  2000,  prefers 
gene  diagnostic  companies  to  the  big 
pharmaceutical  outfits,  which  he  regards 
as  being  sluggish. 

One  of  Waller's  favorites  is  Quest 
Diagnostics,  the  nation's  largest  medical 
testing  company,  with  a  12%  market 


share.  It  performs  all  types  of  clinical  tests 
but  also  touts  itself  as  a  pioneer  in  gene- 
oriented  tests  for  things  such  as  HIV 
resistance  and  cervical  cancer  screening. 
Typically  the  tests  are  developed  by  other 
companies  and  licensed  to  Quest. 

Waller  expects  Quest's  earnings  to 
grow  14%  annually  for  the  next  five 
years.  Last  year  Quest's  return  on  aver- 
age equity  was  21.3%.  This  company  is 


Gene  Testers 


Waller  expects  handsome  earnings  growth  for  a  number  of 
companies  in  the  molecular  diagnostics  business. 
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available  at  19  times  its  expected  2005 
earnings. 

Another  Waller  pick:  Laboratory 
Corp.  of  America.  LabCorp  is  the  second- 
largest  U.S.  medical  testing  company  and 
offers  many  of  the  same  genetic  tests  that 
Quest  does.  Waller  has  owned  LabCorp 
since  late  2003.  He  is  looking  for  13% 
earnings  growth  for  the  next  five  years.  At 
a  recent  $51,  the  stock  also  goes  for  18 
times  expected  earnings.  LabCorp  low- 
ered its  sales,  general  and  administrative 
expenses  to  21%  of  revenue  last  year  from 
26%  in  1999,  enabling  it  to  almost  triple 
the  net  margin  to  1 1.8%. 

Beckman  Coulter  is  an  equipment 
supplier  to  this  thriving  industry.  For 
molecular  diagnostic  tests  Beckman 
Coulter  has  developed  a  nucleic-acid- 


sample  detection  instrument  that  sepa- 
rates fluorescent-dye-labeled  DNA  frag- 
ments for  pattern  recognition  or  further 
identification.  Stock  price:  19  times 
expected  earnings. 

Then  there  are  the  companies  that 
develop  the  diagnostic  tests.  Here  Biosite 
has  been  one  of  the  most  successful  play- 
ers. It  came  up  with  tests,  to  be  used  pri- 
marily in  hospital  emergency  rooms,  that 
  determine  within  15  min- 
utes if  a  patient  has  had  a 
heart  attack,  has  congestive 
heart  failure,  bacterial  or 
parasitic  infection,  or  has 
used  illicit  drugs.  Another 
test,  now  awaiting  Food 
&  Drug  Administration 
approval,  can  determine 
quickly  if  a  patient  has  had 
a  stroke.  Biosite  seeks  to 
refine  the  test  to  see  if  a 
stroke  is  caused  by  a  blood 
clot,  giving  doctors  the 
confidence  to  quickly  treat 
the  patient  with  a  clot  dis- 
solves Hospitals  are  reluctant  to  do  that 
now,  because  if  the  patient  has  had  the 
other  kind  of  stroke  (caused  by  bleeding), 
the  clot  dissolver  may  hasten  his  death. 

Waller  expects  Biosite's  earnings  to 
increase  17%  annually  for  the  next  five 
years.  Its  gross  margin  is  a  mere  26%,  and 
it's  not  controlling  expenses  well,  says 
Waller.  At  $57,  or  21  times  expected  earn- 
ings, it's  an  okay  stock  but  not  a  scream- 
ing value,  he  says. 

Gen-Probe,  like  Biosite  a  San  Diego 
firm,  made  its  mark  in  1985  with  a  test 
for  Legionnaires'  disease.  It  has  gone  on 
to  specialize  in  DNA  probes  for  sexually 
transmitted  diseases  and  other  microbial 
infections.  Waller  expects  20.5%  annual 
earnings  growth,  justifying  its  steep  price 
(35  times  expected  earnings).  F 


Unlike  many  in  biotech,  a  handful 
of  companies  dealing  in  molecular 
diagnostics  have  done  well,  with 
good  profits  and  stock  prices. 
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Victories  in  Capitalism 


The  Minority  Business  Development  Agency  helps  j 
build  the  economy,  one  business  plan  at  a  time.  1 

As  a  budding  industrial  designer,  Dosho  Shifferaw,  a  young  immigrant  from 
Ethiopia  transplanted  to  California's  Bay  Area,  couldn't  stop  experimenting 
with  his  ideas.  Working  on  the  structure  for  an  economically  correct  chair  he 

had  drawn  up,  he  tried  bending  a  polymer  rod  into  shape  over  his  shoulder. 

All  of  which  is  just  one  more  success  story  in  the  long  and 
golden  legacy  of  the  Minority  Business  Development  Agency. 
As  part  of  the  U.S.  Department  of  Commerce,  the  MBDA  is 
the  only  lederal  agency  created  specifically  to  foster  the  estab- 
lishment and  growth  of  minority-owned  businesses  in  Amer- 
ica. The  agency's  mission  is  to  actively  promote  the  growth 
and  competitiveness  of  minority  business  enterprises  of  all 
sizes,  and  as  such,  today  the  MBDA  is  an  entrepreneurial 
organization  serving  entrepreneurs,  and  is  committed  to 
wealth  creation  in  minority  communities.  "For  minority 
entrepreneurs,  we  can  make  the  difference  between  a  dream 
that  succeeds  and  a  dream  that  turns  to  dust,"  says  Ronald  N. 
Langston,  the  agency's  national  director.  "Our  mission  could 
not  be  more  important."  Langston  further  notes  from  an 
MBDA-commissioned  study  by  the  Amos  Tuck  School 
of  Business  at  Dartmouth  that  "the  success  or  failure  of 
minority-owned  businesses  will  increasingly  drive  the  success 
or  failure  of  the  overall  economy."  In  short,  "As  minority 
enterprises  grow,  so  grows  America,"  says  Langston. 

BY      CURTIS  RIST 


he  chair  wasn't  going  anywhere,  but  I 
could  feel  my  muscles  burning,"  he  says, 
after  tugging  and  pulling  on  the  steel  rod. 
"I  thought,  wow,  this  is  a  great  workout." 
With  that,  BowFlex  was  born,  an  exercise 
machine  that  uses  rods,  rather  than  weights,  as  resistance. 

Even  though  Shifferaw  was  certain  BowFlex  was  a  terrific 
idea,  he  found  no  takers  as  he  presented  his  device  to  differ- 
ent manufacturers  in  the  early  1980s.  Working  as  a  cab  driv- 
er to  support  himself,  he  was  in  no  position  to  fund  the  plan 
on  his  own,  and  he  was  about  to  give  up  —  until  a  friend 
suggested  he  contact  the  Minority  Business  Development 
Agency  (MBDA).  Representatives  from  the  agency  worked 
with  Shifferaw  and  taught  him  what  he  needed  to  know 
about  writing  up  a  business  plan,  setting  up  a  company  and 
attracting  investors.  "That  was  the  beginning  of  my  dreams 
turning  into  reality,"  says  Shifferaw.  Today,  BowFlex,  Inc., 
which  is  now  owned  by  The  Nautilus  Group,  has  sold  more 
than  $1  billion  worth  of  rod-based  exercise  equipment. 


Dosho  Shifferaw,  inventor  of  the  BowFlex  home  gym,  with  his  other  innovations 


While  the  U.S.  Census  Bureau  projects  that  90%  of  U.S. 
population  growth  over  the  next  50  years  will  be  among 
ethnic  minorities,  minority  business  enterprises  will  continue 
to  lag  behind  their  competitors  in  the  national  and  global 
marketplace.  Minorities  represent  27%  of  the  U.S.  population, 
but  minority-owned  businesses  represent  only  15%  of  compa- 
nies, 3%  of  gross  receipts  and  4%  of  employment,  according 
to  the  MBDA.  "This  critical  issue  must  be  addressed  if  more 
minority -owned  businesses  are  to  fulfill  their  potential  and  join 
the  ranks  of  America's  best  and  biggest  companies,"  says 
Langston.  "Minority  business  enterprise  is  a  national  priority." 

Minority-owned  businesses  also  have  an  increasing  role  to 
fill  in  the  supply  chain  to  corporate  America.  According  to  the 
most  recent  figures  from  the  National  Minority  Supplier 
Development  Council,  the  largest  companies  purchased  more 
than  $800  billion  from  minority-owned  businesses  in  2003. 
This  amount  is  expected  to  surge  in  the  coming  decades. 

A  Quiet,  Effective  Organization 

Created  by  Executive  Ord  in  1 969  and  first  known  as  the 
Office  of  Minority  Business     ferprise,  the  MBDA  provides 
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funding  for  a  network  of  Minority  Business  Development  Cen- 
ters, Native  American  Business  Development  Centers  and 
Minority  Business  Opportunity  Committees  located  throughout 
the  nation.  These  centers  provide  minority  entrepreneurs  with 
one-on-one  assistance  in  writing  business  plans,  marketing, 
management  and  technical  assistance  and  financial  planning  to 
assure  adequate  financing  for  business  ventures.  "The  centers  are 
staffed  by  business  specialists  who  have  the  knowledge  and  prac- 
tical experience  needed  to  run  successful  and  profitable  busi- 
nesses," says  Langston.  Business  referral  services  are  provided 
free  of  charge,  and  the  network  generally  charges  only  nominal 
fees  for  specific  management  and  technical  assistance  services. 

The  MBDA  helps  socially  or  economically  disadvantaged 
groups  that  own  or  wish  to  start  or  expand  their  own 
businesses,  including  African  Americans,  Alaskan  Natives, 
American  Indians,  Hispanic  Americans,  Asian  Americans, 
Pacific  Islanders  and  Hasidic  Jews.  With  its  mission  of  helping 
these  groups  achieve  entrepreneurial  parity  by  actively  promot- 
ing their  ability  to  grow  and  compete  in  the  global  economy,  the 
MBDA  is  addressing  challenges  in  several  specific  areas  that  it 
has  identified  as  key  to  entrepreneurial  success: 
::  Access  to  Capital.  Many  young  entrepreneurs,  such  as 
Shifferaw,  do  not  have  the  ability  to  create  viable  business 
plans,  and  do  not  know  about  sources  of  funding,  says 
Langston.  The  MBDA  offers  help  with  all  phases  of  this 
business  imperative. 
::  Financial  Literacy.  "In  the  rush  to  begin  companies, 
many  entrepreneurs  have  to  be  educated  in  the  basics," 
says  Langston.  This  includes  understanding  the  impor- 
tance of  good  accounting,  transparency  in  an  organiza- 
tion's reporting  techniques  and  good  governance  in  opera- 
tions. "We  teach  budding  entrepreneurs  that  these  are  the 
essentials  in  order  to  attract  investors." 
::  Making  Use  of  Technology.  The  tools  available  today  can 
be  bewildering  even  to  well-established  businesses,  let  alone 
those  just  starting  up.  With  the  MBDA's  help,  minority 
entrepreneurs  learn  to  use  technology  to  promote 
e-commerce  and  gain  competitive  advantage  not  just 
domestically,  but  also  globally. 
The  MBDA  also  helps  minority  business  entrepreneurs  focus 
on  specific  markets,  particularly  in  manufacturing.  "Histori- 
cally, manufacturing  has  been  a  very  strong  engine  of  wealth 
creation  in  this  country,"  says  Langston.  Because  of  the  cost  of 
entry,  however,  "we  do  not  have  a  lot  of  minorities  represented 
in  this  area.  We  will  do  whatever  we  can  to  make  sure  that 
minorities  have  an  opportunity  to  purchase  through  acquisition 


Good  business  is  built  on  diversity. 

Each  day  Cargill  does  business  around  the  world  in  food,  nutrition,  agriculture,  and  supply  chain  management. 
Our  work  in  diverse  communities  has  made  us  very  aware  of  the  importance  of  diversity  in  our  supply  chain. 
We've  learned  that  no  one  has  a  monopoly  on  good  ideas  and  that  they  can  come  from  anyone,  anywhere. 
We're  committed  to  supplier  diversity  because  we  know  it's  good  business.  It  adds  value  to  what  we  do  for 
our  customers,  as  well  as  promoting  prosperity  in  communities  where  we  live  and  work.  For  more  information, 

visit  www.cargill.com/about 
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Nourishing  Ideas.  Nourishing  People: 


Allen  Pugh,  Exec.  Vice  President  and  Dir.  of 
Client  Services  -  African-American,  GlobalHue 

Ahead  of  the  Curve 

"Today,  advertising  has  to  be  about  more 
than  awareness,"  says  Allen  Pugh,  executive 
vice  president  and  director  of  client  services  - 
African-American.  "It's  about  helping  our 
clients  grow  market  share  and  adding  value  to 
the  bottom  line." 

GlobalHue,  the  nation's  largest  minority- 
owned,  full-service,  multicultural  communica- 
tions agency,  provides  market  expertise  for 
African-American,  Hispanic,  Asian  American, 
Urban,  Youth  and  Gay-Lesbian-Bisexual- 
Transsexual  (GLBT)  consumers. 

The  agency's  account  planning  and  research 
capabilities  generate  an  abundance  of 
research  information.  It  is  analyzed  and  moni- 
tored for  cultural  relevance  by  GlobalHue's  own 
staff,  which  reflects  the  same  markets  clients 
want  to  reach. 

"The  buying  power  of  multicultural 
consumers  is  escalating,  and  our  ability  to 
create  ads  that  connect  with  them  in  their 
language  and  on  their  terms  puts  us  ahead  of 
the  curve,"  says  Pugh.  "We've  won  several 
creative  awards  for  work  developed  for 
DaimlerChrysler  group  brands,  but  most 
importantly,  we've  helped  them  to  grow 
market  share  within  these  segments." 

The  majority  of  the  agency's  160  employees 
are  headquartered  in  Detroit.  Offices  also  are 
located  in  New  York,  Miami,  Los  Angeles  and 
San  Antonio.  For  more  information,  visit 
www  globalhue.com. 
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Opening  of  the  Business  EXPO  at  the  National  Minority  Enterprise  Development  Week  2004  Conference: 
Joining  MBDA  National  Director  Ronald  Langston  (center  w/scissors)  is  Brenda  Schneider,  First  Vice  President, 
Comenca  Bank,  and  Corporate  Chair  of  the  National  MED  Week  2005  Conference  (right  from  Langston). 

As  a  Nigerian  immigrant,  Emeka  Ohuche 

struggled  with  the  burden  of  sending  money  back 
to  his  relatives  in  Africa.  "All  of  my  friends  would  take 

cash  to  the  local  Western  Union  and  have  it  wired  home,  which 

involved  time  and  effort,"  he  says.  Instead,  Ohuche  hit  upon  a  better  idea. 

or  mergers  into  these  manufacturing  firms,  so  that  these  companies  will  stay  in  the 
U.S.  and  not  go  abroad."  In  addition  to  providing  technical  and  managerial  assistance, 
the  MBDA  is  now  moving  strategically  to  play  a  greater  role  in  brokering  deals  that 
will  help  well-organized  companies  expand  into  new  markets. 

An  Idea  Takes  Hold 

As  a  Nigerian  immigrant,  Emeka  Ohuche  struggled  with  the  burden  of  sending 
money  back  to  his  relatives  in  Africa.  "All  of  my  friends  would  take  cash  to  the  local 
Western  Union  and  have  it  wired  home,  which  involved  time  and  effort,"  he  says. 
Instead,  Ohuche  hit  upon  a  better  idea.  Why  not  create  a  company  that  would  allow 
people  and  businesses  to  make  easy,  fast  and  secure  personal  money  transfers  to 
anyone,  anytime,  anywhere? 

Ohuche  started  by  raising  money  from  friends  and  family,  and  then  realized  he 
needed  much  more  capital  to  take  the  concept  farther.  A  friend  suggested  that  he 
turn  to  the  MBDA;  not  for  a  loan,  but  for  the  skill  and  advice  he  needed  to  be  able 
to  secure  the  funding  on  his  own.  The  training  program  he  attended  during  the 
MBDA's  National  Minority  Enterprise  Development  Week  Conference  "was  like 
financial  boot  camp,"  he  says.  "The  counselors  help  entrepreneurs  hone  their 
presentation  skills,  prepare  for  meeting  with  venture  capitalists  and  create  viable 
business  plans." 

With  this  training,  Ohuche  was  able  to  obtain  $5  million  in  private  funding.  The 
result  is  the  Atlanta-based  iKobo,  Inc.,  now  a  global  financial  services  company  that 
provides  online  electronic  payment  and  remittance  services.  "Our  company's  success 
is  directly  connected  to  the  help  we  received  from  the  MBDA,"  he  says. 

Expanding  the  Internet's  Reach 

After  working  with  Bell  Atlantic  for  nearly  a  decade,  Stephen  C.  Gowdy  had  devel- 
oped an  intriguing  business  model.  He  wanted  to  build  a  wireless  broadband  network 
that  focused  on  underserved  and  rural  areas  —  including  Native  American  reserva- 
tions —  in  the  Midwest  where  he  lived.  "I  wanted  to  deploy  Internet  access  for  people 
who  couldn't  get  it,  and  I  found  a  huge  need  out  there  among  people  who  couldn't  get 
DSL  or  broadband  cable  and  for  whom  the  cost  of  high  speed  T-l  telephone  lines  was 
prohibitively  expensive,  at  $800  to  $900  a  month,"  he  says.  "I  knew  how  to  accom- 
!  plish  my  goal;  what  I  didn't  know  was  how  to  find  help  to  fund  mv  project." 


BellSouth  has  a  strong  commitment 
to  the  communities  we  serve. 

We  continually  reaffirm  that 
commitment  and  reinforce  our 
connections  to  the  community  by 
embracing  diversity  and  inclusion  — 
both  inside  and  outside  the  company. 

Connecting  to  the 
community  with 
talent,  strength 
and  diversity. 

Through  its  Office  of  Diversity, 
BellSouth  supports  networking 
groups  that  promote  mentoring, 
training  and  enhanced  opportunity 
for  all  employees  regardless  of  age, 
race,  gender,  or  sexual  orientation. 
These  groups  volunteer  their  time 
and  resources  to  sponsor  a  wide 
range  of  activities  and  provide  new 
ways  in  which  BellSouth  connects  to 
the  people  we  serve. 

BellSouth  is  proud  of  these  efforts. 
Because,  no  matter  how  advanced 
our  technology,  we  know  that  the 
strongest,  most  lasting  connections 
are  made  within  the  community, 
face  to  face,  person  to  person. 
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Listening.  Answering? 
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(L.  to  FU:  Stephen  Gowdy.  President  &  CEO,  StoneBndge  Wireless  Broadband,  and 
Ronald  Langston,  National  Director,  MBDA 


Valencia  Adams,  Vice  President  and 
Chief  Diversity  Officer,  BellSouth  Corporation 

BellSouth  Corporation's  commitment  to 
supplier  diversity  began  with  our  founding  in 
1984.  Our  mission  is  to  expand  opportunity 
and  participation  by  Minority-,  Woman -and 
Disabled  Veteran -owned  Business  Enter- 
prises (MWDVBEs)  in  our  procurement  of 
goods  and  services. 

Supplier  diversity  is  a  core  element  of 
BellSouth's  inclusion  strategy.  Our  commit- 
ment is  driven  from  the  top  by  Chairman  and 
CEO  F.  Duane  Ackerman.  In  2003,  he  char- 
tered the  Supplier  Diversity  Advisory  Council 
(SDAC),  a  group  of  operating  executives  from 
BellSouth's  largest  business  units  who  spear- 
head major  new  MWDVBE  initiatives.  The 
SDAC  works  with  the  Chairman's  Diversity 
Council,  the  Office  of  Diversity  and  the  Supply 
Chain  Services  department  to  advance  the 
company's  supplier  diversity  goals. 

Since  2000,  BellSouth  has  awarded 
$2.7  billion  in  business  to  MWDVBE  suppliers. 
Their  "market  share"  of  the  corporation's 
procurement  budget  has  grown  over  78% 
in  the  past  four  years. 

BellSouth  supports  MWDVBE  development 
through  mentoring,  executive  education 
grants  and  business  workshops. 

An  active  second-tier  program  creates  addi- 
tional opportunities  for  MWDVBEs,  and  we 
uphold  rigorous  standards  for  prime  contrac- 
tors to  partner  with  MWDVBE  subcontractors. 
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After  working  with  Bell  Atlantic  for  nearly  a 

decade,  Stephen  C.  Gowdy  had  developed  an  intriguing 
business  model.  He  wanted  to  build  a  wireless  broad- 
band network  that  focused  on  underserved  and  rural  areas  — 

including  Native  American  reservations  —  in  the  Midwest  where  he  lived 

Working  from  a  home  office,  Gowdy  drew  up  a  preliminary  business  plan  ant 
took  it  to  a  half-dozen  local  banks  with  a  request  for  a  $40,000  loan,  and  after  hear- 
ing that  the  business  plan  was  one  of  the  best  they  have  seen,  he  was  consequent!) 
rejected  by  all  of  them.  Eventually,  he  was  referred  to  the  Minnesota  Chippews 
Tribe-sponsored  Native  American  Business  Development  Center  —  funded  by  the 
MBDA  —  for  help.  For  more  than  a  year,  the  center  assisted  him  with  a  variety  o) 
management  and  technical  support,  including  business  projections  and  securing 
necessary  insurance  and  bonding  licenses  for  his  business  venture. 

"The  executive  director  of  the  center,  Vern  Barsness,  caught  the  vision  of  what  I 
was  trying  to  accomplish,  and  had  his  people  research  every  financing  and  grant  pos- 
sibility out  there,"  he  says.  The  center  identified  relevant  federal  funding  opportuni- 
ties and  assisted  Gowdy  with  his  application  to  a  U.S.  Department  of  Agriculture 
loan  program.  "When  this  application  was  all  said  and  done,  the  paperwork  was 
probably  about  8  inches  tall,"  says  Gowdy.  "I  certainly  could  not  have  done  that 
by  myself."  In  2003,  after  submitting  the  application  in  2001,  he  was  awarded  a 
$4.25  million  low-interest  rate  loan,  more  than  100  times  the  amount  he  had  origi- 
nally sought  from  the  local  banks.  The  result  is  StoneBridge  Wireless  Broadband, 
now  the  market  leader  in  Minneapolis/St.  Paul,  which  provides  carrier-class  fixed 
wireless  broadband  services  to  businesses  and  small  office/home  office  users  in 
Minnesota,  western  Wisconsin  and  eastern  Oklahoma.  Best  of  all,  for  Gowdy,  there 
was  no  direct  charge  to  him  for  the  help  given. 

"Through  the  MBDA,  like  so  many  other  small  people  with  big  ideas,  I  found 
someone  who  believed  in  me,"  says  Gowdy.  "That's  made  a  huge  difference  not  just 
to  myself,  but  to  the  people  I  employ,  as  well  as  the  customers  who  have  grown  to 
depend  on  us."  ■ 

The  MBDA  National  Minority  Enterprise  Development  (MED)  Week  Conference 
is  the  largest  federal  conference  for  minority  entrepreneurs,  and  will  take  place 
September  11-14  in  Washington,  D.C.  For  more  information  about  the  conference, 
please  call  888-563-3933,  or  visit  www.medweek.gov. 

Web  Directory 

Minority  Business  Development  Agency  www.mbda.gov 
BellSouth  www.bellsouth.com 
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Chrysler  www.chrysler.com 
Comerica  Bank  www.comerica.com 
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INSPIRATION  COMES  STANDARD 


CHRYSLER  PACIFICA 


A/e  didn't  just  make  an  SUV.  We  made  a 
SAFETY  UTILITY  VEHICLE. 

ve-star  *  *  *  *  *  NHTSA  front- and  side-impact  crash  test  ratings'  ►  Four-star  *  *  *  * 
IHTSA  rollover  resistance  rating.'  >  "Best  Pick"  by  the  IIHS  for  offset  frontal  crash  test.:  ►  Standard 
ont  and  available  side-curtain  air  bags,  ABS,  and  AWD.§  ►  Chrysler  Pacifica  starts  at  525,245! 


CKLE  UP 


'Starling  at  ^25,640  with  side-curtain  air  bags.  Price  as  shown,  '37,215.  MSRP  excludes  tax.  Includes  Premium  Care  Plan.  'When  equipped  with  optional  side-curtain  air  b 
tested  by  NHTSA.  Pacifica  received  a  four-oul-of-five  star  rating  !Best  Pick  rating  based  on  an  offset-frontal  crash  at  a  nominol  speed  of  40  mph.  'Optional  equipment.  Alw 
a  boclcseal  is  the  safest  place  for  children  1 2  and  under.  "7-year/70,000mile  Powertrain  limited  Warranty  on  all  Chrysler  vehicles.  See  dealer  for  o  copy  of  thiylimited 
warranty.  Transferable  to  second  owner  with  fee.  A  deductible  applies.  Excludes  SRT  models.  For  more  information  about  Chrysler  Financial,  ask  your  local  dealer 
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Stepping  Up 
Or  Stepping  Off? 

Some  bonds  offer  coupons  that  climb  with 
time's  passing.  Will  you  ever  get  to  enjoy  them? 

BY  DANIEL  KRUGER 


FOR  FIVE  YEARS  FIXED-INCOME 
investors  have  been  scrambling 
for  yield.  Some  people  have 
coped  by  moving  into  junk 
bonds,  boosting  the  prices  of 
those  shaky  things  high  enough  that  they 
yield  only  a  sliver  more  than  high-grade 
bonds.  Other  investors  are  reaching  for 
yield  by  buying  callable  bonds.  Notable  in 
the  callable-bond  category:  so-called 
step-up  bonds,  which  offer  tempting  but 
elusive  coupons.  Elusive  because  when 
you  go  to  collect  the  fat  coupon  adver- 
tised for  the  later  years,  you  find  that  the 
bond  has  been  called  away. 

We  can't  say  that  all  step-ups  are  bad. 
We  can  say  that  they  aren't  nearly  as  good 
a  buy  as  they  look  to  the  untrained  eye. 

Typical  of  the  breed  is  the  ten-year 
note  sold  by  Bank  of  America  in  May 
2004.  The  coupon  starts  out  at  4.5%  in 
the  first  year  and  then  climbs  in  incre- 
ments to  6.5%  in  the  tenth  year.  If  the 
bond  stayed  outstanding  for  the  full 
maturity,  it  would  average  a  yield  of 
5.5%.  That  looks  pretty  good  alongside 
Bank  of  America's  flat-coupon  bonds, 
which  are  trading  to  yield  4.8%  to  final 
maturity  in  2014. 

The  catch  is  in  that  call  provision.  The 
issuer  can  call  the  step-up  bond  in — 
redeem  it  early,  that  is — typically  on  the 
anniversary  dates  when  it's  supposed  to 
step  up.  It's  highly  unlikely  that  you  will 
ever  enjoy  the  6%  and  7%  coupons 
promised  at  the  back  end. 

Note  the  big  difference  between  step- 
ups  and  conventional  corporate  bonds. 
With  the  latter  you  (usually)  have  a  call 
risk:  If  interest  rates  go  down,  the  issuer 
calls  in  the  bond  and  .  on  have  to  reinvest 


at  a  lower  yield.  With  step-ups  you  lose 
the  juicy  coupons  even  if  interest  rates 
stay  flat.  U.S.  Treasurys  are  noteworthy 
for  almost  always  being  noncallable. 

Calls  are  among  the  most  bedeviling 
concepts  for  the  individual  bond  investor 
to  master,  says  Gary  Strumeyer,  a  trader 
who  has  dealt  with  retail  clients  at  the 
Bank  of  New  York.  Naive  investors,  he 
says,  "think  the  call  is  good  for  them.  It's 
their  biggest  misconception."  Why  would 
they  think  a  call  is  good?  Well,  it  does 
shorten  the  maturity,  and  that's  usually  a 
good  thing.  A  4%  Treasury  maturing  in 
two  years  is  worth  more  than  a  4%  Trea- 
sury maturing  in  ten. 

What  the  naive  analysis  fails  to  assess 
is  the  lopsided  nature  of  the  interest  rate 
bet  in  a  callable  bond.  Namely:  If  rates  go 
up,  you  get  stuck  with  a  long  maturity;  if 
rates  go  down,  the  issuer  is  not  stuck. 
Heads  you  lose,  tails  the  issuer  wins. 

Is  a  bond  with  a  step-up's  call  struc- 
ture worth  the  risk?  "There's  no  really 
easy  back-of-the-envelope  way"  to  quan- 
tify it,  says  Anton  Pil,  a  fixed-income 
strategist  for  JPMorgan  Private  Bank.  To 
judge  the  tradeoffs,  you'd  need  a  Monte 
Carlo  analysis  on  a  computer,  assessing 
the  likelihood  and  outcome  of  each  of  a 

Calls  are  among 
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concepts  for  bond 
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thousand  possible  scenarios  for  interest 
rates  over  the  life  of  the  bond.  A  Bloom- 
berg terminal,  if  you  have  access  to  one> 
does  a  pretty  good  job  of  this  with  a  sta- 
tistic called  the  "option  free  yield."  For 
the  Bank  of  America  step-up,  this 
adjusted  yield  is  4.6%,  considerably  less 
than  the  apparent  5.5%  average  yield  over 
the  life  of  the  bond. 

Pil  has  been  suggesting  clients  buy  notes 
with  maturities  of  three  or  four  years,  but 
seldom  longer.  Why?  He's  concerned  that 
rates  may  rise  faster  than  the  coupon  on  a 
long-dated  step-up  can  climb.  Go  for  bonds 
whose  rates  reset  on  a  quarterly  basis  rather 
than  a  semiannual  or  longer  interval,  he 
says,  so  you  don't  have  to  wait  for  the  Fed- 
eral Reserve's  rate  increases  to  flow  through 
to  you. 

Pil  likes  the  five-year  note  issued  by  the 
Federal  Home  Loan  Bank.  Callable  every 
three  months,  the  bond  pays  3.5%  initially 
and  raises  that  25  basis  points  per  quarter, 
peaking  at  8.25%  in  2010.  The  coupons  are 
exempt  from  state  and  local  income  taxes. 
A  noncallable  Federal  Home  Loan  Bank 
bond  with  the  same  maturity  yields  70 
basis  points  more  now  (4.17%)  but  will  do 
worse  if  the  Fed  keeps  raising  rates. 

Pil  is  avoiding  a  ten-year  Fannie  Mae 
note  with  an  initial  4%  coupon  and  a  first 
call  after  three  years.  It  promises  boosts  in 
the  coupon  to  8%  in  2013,  but  you're 
probably  never  going  to  see  that  yield.  In- 
terest is  taxable  at  the  state  and  local  levels. 

It  is  worth  noting  that  institutional 
investors  are  not  always  avid  buyers  of 
step-up  paper.  The  Vanguard  Short-Term 
Investment  Grade  Bond  Fund  has  less 
than  0.25%  of  its  $17.9  billion  invested  in 
step-ups.  F 
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FOR  THE 

GREATER  GOOD. 


There  are  a  tot  of  people  out  there  -  professors,  nurses,  deans, 
hospital  and  university  administrators,  doctors,  coaches,  curators 
and  others  like  them  -  whose  career  choices  inherently  add  value  to 
our  culture.  Regardless  of  whether  they  see  it  this  way  or  not.  Take 
teaching,  for  example.  Not  only  is  it  rewarding  for  the  teacher  on  a 
personal  level,  it  is  beneficial  for  society  on  a  universal  one.  Sure, 
there  are  richer  career  paths  these  people  could  walk  in  life,  but 
perhaps  none  as  worthwhile.  For  them  and  what  they  do,  we  think  a 
reward  is  in  order.  One  equal  to  the  contributions  they  make  to  the 
rest  of  us. 

At  TiAA-CREF,  that  is  our  sole  reason  for  being.  For  over  85  years, 
we  have  been  helping  to  ensure  the  long-term  financial  well-being 
of  the  millions  of  people  working  in  the  academic,  medical  and 
cultural  fields.  People  whose  lifework  advances  the  greater  good. 

With  our  nonprofit  heritage,  TIAA-CREF  has  long  subscribed  to 
a  different  set  of  guiding  principles.  Principles  directly  influenced 
by  the  people  we  serve.  With  over  $300  billion  in  combined 
assets,  our  approach  to  investing  goes  beyond  sound  portfolio 
management.  We  are  mindful  of  our  social  responsibilities  and 
have  a  long  history  of  championing  corporate  governance.  And  our 
employees  do  not  work  on  commission.  We  stay  focused  on  the  best 
interests  of  our  participants.  They  come  first.  The  mission  we 
embarked  on  over  85  years  ago  still  rings  true  today  -  serve  those 
who  serve  the  rest  of  us.  Because  for  all  the  good  they  send  our  way, 
we  think,  some  good  deserves  to  come  theirs. 

For  more  information  go  to  www.tiaa-cref.org. 
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Wireless  App  Fever 

Handhelds  will  soon  replace  PCs  as  the  primary  Web  appliance  of  the 
digital  age.  Get  ready  for  the  investment  boom  in  wireless  applications. 

BY  NIKHIL  HUTHEESING 


REMEMBER  THE  EXCITEMENT 
over  3G,  the  so-called  third- 
generation  wireless  networks? 
These  were  touted  as  the  way 
consumers  and  businesses 
could  surf  the  Web  and  send  data  at 
broadband  speeds  from  anywhere  a  cell 
phone  worked.  After  billions  of  dollars 


in  investment  and  a  decade  of  discus- 
sion, delay  and  disappointment,  3G  net- 
works have  finally  arrived  in  the  U.S. 

Verizon  Wireless  has  deployed  wire- 
less broadband  networks  in  30  cities, 
including  Austin,  Tex.  and  Milwaukee. 
Sprint  is  upgrading  its  networks  and 
expects  to  offer  high-speed  wireless  ser- 


vice later  this  year.  Cingular,  a  joint  ven- 
ture of  SBC  Communications  and  Bell- 
South, says  it  will  roll  out  3G  networks 
this  year  and  expects  to  offer  service  in 
most  big  cities  by  the  end  of  2006. 

Many  investors  are  well  aware  of  the 
3G-inspired  rebound  in  wireless  stocks. 
As  the  wireless  carriers  built  out  their 
networks,  the  stocks  of  companies  sup- 
plying the  hardware,  software  and  chips 
required  to  operate  them  went  on  a  tear. 
Shares  of  Research  in  Motion,  the  maker 
of  BlackBerry  handhelds,  rose  fourteen- 
fold  from  January  2003  to  the  end  of 
2004.  Sierra  Wireless,  a  maker  of  wire- 
less modem  cards,  rose  sixfold  during 
the  same  period.  Other  players  have  seen 
lesser  but  still  impressive  gains  over  the 
past  year  or  two,  among  them  UTStar- 
cora,  a  U.S.  manufacturer  of  telecom 
equipment  that  generates  half  its  rev- 
enue from  China,  and  Motorola,  grand- 
daddy  of  wireless  communication.  Mer- 
rill Lynch's  Wireless  Holders  ETF  more 
than  doubled  from  early  2003  to  the  end 
of  2004. 

But  now,  after  a  two-year  rise,  wire- 
less stocks  are  gasping  for  air.  Many 
investors  wonder  if  the  sector's  best 
days  are  past.  However,  just  as  the  PC 
market  evolved,  with  once-strong  hard- 
ware companies  like  Wang  Computers 
and  IBM  giving  way  to  software  kings 
like  Microsoft,  Oracle  and  SAP,  so  will 
go  wireless.  The  smart  money  is  betting 
on  companies  that  provide  applica- 
tions— productivity  software,  games- 
and-entertainment  and  collaboration 
software — to  those  billion-plus  cell 
phone  owners. 

Listen  to  Paul  Jacobs,  who  will 
replace  his  father,  Irwin,  as  chief  execu- 
tive of  Qualcomm  in  July.  The  son  runs 
Qualcomm's  Wireless  and  Internet 
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Challenge  the  ordinary. 

Be  Extraordinary 


I.TTB4tiill'l4 


Sign  up  today  and  get  100  commission- 
free  trades.'  Call  1-800-731-5226 
or  visit  getpoweretrade.com 


Improved  Power  E*TRADE  Pro 

■>  New  low  pricing:  $6.99-$9.99  stock  and  options  trades' 
■)  Just  75c-$1 .25  per  options  contract 
■>  Radically  upgraded,  customizable,  no-fee  platform 
New  trailing  stops  and  bracketed  orders 


E*  TRADE 

FINANCIAL* 


r  details  and  important  information  about  Power  E*TRA0E,  please  visit  getpoweretrade.com. 'To  qualify  for  Power  E*TRADE,  you  must  execute  at  least  15  stock  or  options  trades  during  a 
lendar  quarter.  Commission  rates  for  Power  E*TRADE  customers  are  $6.99-$9.99  for  stock  and  options  trades  (plus  an  additional  $0.75-$l .25  per  options  contract)  depending  on  the  num- 
r  of  trades  executed  during  a  calendar  quarter.  To  continue  receiving  Power  E*TRADE  commission  rates,  you  must  re-qualify  by  making  at  least  15  trades  by  the  end  of  the  following  quarter, 
ler  commission  rates  apply  to  customers  who  trade  less  than  15  times  per  quarter. 

immission-free  trade  offer  applies  to  new  Power  E'TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  up  to  a  maximum  of  100  free  trade  commissions, 
each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  on  all  trades  at  the  time  of  the  trades,  and 
ir  account  will  be  credited  $9.99  per  stock  and  options  trades  within  eight  weeks  of  qualifying  (excluding  options  contract  fees).  Account  must  be  opened  by  December  31, 2005. 

TRADE  Securities  LLC,  Member  NASD/SIPC. 

2005  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Group.  "We  launched  EV-DO  [high- 
speed wireless  technology]  in  1997,  and 
it's  only  coming  to  market  now,"  says 
Jacobs.  "We  want  it  to  happen  faster 
because  the  wireless  consumer  expects 
multimedia  now." 

It  is  no  surprise  that  he  is  pulling  for 
such  applications.  Qualcomm  created  a 
cell  phone  operating  system  called  Brew. 
As  more  developers  create  wireless  soft- 
ware for  it,  the  OS  will  increase  demand 
for  Qualcomm's  CDMA-based  chipsets. 
Qualcomm's  plan  isn't  to  develop  such 
applications  itself,  but  to  encourage 
other  companies  that  are  developing 
them.  So  it  is  backing  a  new  display  tech- 
nology from  Iridigm  Display,  which  it 
acquired  in  September  2004,  that  will 
make  it  possible  to  see  pictures  and  text 
on  your  cell  phone  without  consuming 
so  much  battery  and  chip  power.  Jacobs 
has  also  been  talking  with  a  company 
involved  in  digital  rights  software  man- 
agement that  lets  you  carry  your  digital 
rights  to  specific  music,  for  instance,  in 
your  cell  phone.  Then,  you  can  visit  a 
friend  and  download  his  MP3s  to  your 
phone  legally. 

Another  application  being  backed 
by  Qualcomm:  mobile  blogging  from 
WaveMarket.  This  could  one  day  let 
you  leave  location-specific  messages  for 
specific  people.  A  simple  example:  You 
love  the  frog's  legs  at  New  York's  La 
Grenouille  restaurant.  You  pull  out  your 
cell  phone  and  leave  a  message  about 
the  dish  for  your  friend.  The  message 
hangs  in  cyberspace  indefinitely,  unde- 
livered unless  and  until  your  friend 
walks  in  the  door  with  a  cell  phone. 

Qualcomm  is  not  alone  in  promot- 
ing mobile  applications.  Verizon,  Cingu- 
lar  and  Sprint  all  need  to  recoup  huge 
investments  in  advanced  wireless  net- 
works. Their  goal  is  to  get  you  to  sign  up 
for  extras  like  ring  tones,  games  and 
multimedia  messaging  when  you  sub- 
scribe to  their  service,  increasing  their 
average  revenue  per  user. 

Downloadable  ring  tones,  first  sold  in 
the  U.S.  in  2002,  generated  $3  billion  in 
sales  worldwide  last  year.  Ovum  Mobile 
Research  estimates  that  by  2008  world- 
wide ring  tone  sales  will  reach  S6  billion. 


Sales  of  mobile  games,  which  generated 
$91  million  in  revenue  in  2003,  came  to 
$217  million  last  year  and  will  reach 
$1 .8  billion  in  2009,  guesstimates  research 
firm  In-stat/MDR. 

Even  television  is  making  its  way  to 
die  smaller  screen.  Qualcomm  announced 
in  November  that  it  would  spend 
$800  million  to  build  a  mobile  video  and 


companies  can  be  bought  at  PEGs  of  les 
than  1,  a  bargain  compared  with  infra 
structure  and  hardware  plays  like  Lucent 
which  has  a  PEG  of  2.39,  Motorola  at  1 .3 
and  Nortel  at  3.36.  In  the  table  we  us< 
projected  earnings  to  come  up  with  thes< 
PEG  ratios. 

There  aren't  many  publicly  tradec 
wireless  applications  pure  plays,  but  ; 


Fresh  Brew 


1 


The  arrival  of  3G  networks  provides  strong  growth  prospects  for  these  eight 
wireless  applications  companies. 


COMPANY/BUSINESS 

52-WEEK 
RECENT  HIGH 

PEG1  VALUE 
P/E      RATIO  ($ML) 

COMVERSE  TECHNOLOGY/phone  software 

$22.60  $26.10 

80        3.0  $4.4 

INFOSPACE/games  and  ring  tones 

30.65  57.92 

8        0.5  1.0 

JAMDAT  MOBILE  games 

25.50  34.86 

86        0.9  0.5 

OPENWAVE  SYSTEMS/messaging 

14.01  16.30 

NM        2.6  0.9 

QUALCOMM/wireless  products  and  services 

36.04  44.99 

32        1.6  58.8 

THQ/handset  games 

27.27  30.53 

17        1.8  1.1 

TOM  ONLINE2/Chinese  ring  tone  portal 

12.59  16.66 

15        0.4  0.6 

VERISIGN/ring  tones,  screensavers,  games 

27.99  36.09 

33        1.5  7.0 

Prices  as  of  May  9.  '2005E  P/E  divided  by  projected  five-year  annual  earnings-per-share  growth  rate.  American  Depositary 
Receipt.  NM:  Not  meaningful.  Sources:  Reuters  Fundamentals;  and  I8ES  via  FactSet  Research  Systems. 


multimedia  multicasting  network  across 
the  U.S.  It  will  let  you  receive  broadcast 
television  on  a  cell  phone;  you  could 
watch  a  baseball  game  even  if  you  are 
stuck  in  the  office,  the  mall  or  traffic  on 
the  way  to  the  ballpark.  The  system  will 
offer  30-frame-per-second  quality.  Qual- 
comm plans  service  from  2006. 

For  investors,  the  best  way  to  take 
part  in  the  coming  boom  in  wireless 
applications  is  to  own  a  mix  of  small  and 
large  wireless  multimedia  companies. 
The  table  above  lists  wireless  applica- 
tions makers  with  strong  growth 
prospects  and  reasonable  multiples. 
There  is  still  value  to  be  found  among 
wireless  equipment  companies.  But  the 
group  as  a  whole  is  more  expensive  than 
the  application  companies. 

A  worthwhile  metric  to  evaluate  these 
companies  compares  the  price/earnings 
ratio  to  the  earnings-per-share  growth 
rate  (more  precisely,  to  100  times  the 
growth  rate).  Thus,  if  a  stock's  P/E  is  30 
and  its  growth  rate  is  15%,  its  PEG  ratio 
is  2.  A  number  of  wireless  applications 


number  of  new  firms  and  established 
software  companies  are  getting  intcj 
this  business.  Jamdat  Mobile,  a  devel- 
oper of  mobile  games  like  Tony  Hawk'; 
Pro  Skater  4,  was  founded  by  formei 
executives  at  Activision.  It  went  public 
in  September  2004  and  has  a  PEG  of  just 
0.9.  Another  2004  new  issue,  Tom 
Online,  is  one  of  the  most  successful 
wireless  Internet  portals  in  China.  The 
PEG  is  0.4.  Comverse  Technology,  which 
provides  the  technology  that  lets 
multimedia  make  it  into  your  phone 
has  a  PEG  (adjusted  for  the  earnings 
from  two  of  its  holdings,  Verint  and 
Ulticom)  of  3. 

One  stock  to  consider  a  core  holding 
in  any  wireless  portfolio  is  Qualcomm. 
Its  PEG  of  1.6  is  a  bit  high,  but  given  its 
stake  in  wireless  chipsets,  3G  growth 
and  applications,  it  may  be  the  best- 
positioned  company  in  the  sector.  P 

Nikhil  Hutheesing  is  editor  of  the  twice- 
monthly  newsletter  Forbes  Wireless  Stock 
Watch;  forbesnewsletters.com/wireless. 
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Discovering  Asia 

Khiem  Do  doesn't  care  much  about  big 
names.  He  digs  down  to  find  little-known 
stocks  all  over  Asia  I  BY  SUSAN  KITCHENS 


FOR  INVESTORS  SEEKING  PORT- 
folio  diversification,  it's  tough  to 
ignore  Asia.  But  figuring  out 
where  to  invest  in  the  region  can 
be  daunting.  China  is  hot,  Japan 
is  cold,  and  the  rest  of  Asia  looks  just 
plain  volatile:  Political  unrest,  nuclear 
threats  and  sometimes-violent  protests 
don't  make  for  stable  markets.  Not  to 
mention  that  countries  in  the  region 
range  in  size  from  miniature  Singapore 
to  vast  and  unwieldy  China  and  in  eco- 
nomic development  from  rich  japan  to 
poor  Laos,  making  it  tough  to  get  a  han- 


dle on  the  economic  picture. 

But  if  you  know  where  to  look,  and 
can  stomach  the  ups  and  downs,  there 
are  plenty  of  opportunities  to  make 
money  in  the  region.  So  says  Khiem  Do, 
who  has  spent  the  past  21  years  digging 
through  information  on  thousands  of 
Asia's  publicly  listed  companies  to  find 
overlooked  growth  stocks.  Do,  51,  runs 
portfolios  out  of  the  Hong  Kong  office 
of  Baring  Asset  Management,  now  part 
|  of  MassMutual.  One  of  them  is  the 
!  $173  million  Asia  Pacific  Fund  (ex- 
|  Japan),  an  SEC-registered  closed-end 


Seeking  a  different 
angle:  Baring  Asset 
Management's  Do. 


whose  annualized  11%  return  for  thi 
past  five  years  outpaces  its  benchmarl 
MSCI  AC  Far  East  ex-Japan  Index  by  ' 
percentage  points. 

Though  most  investors  suffered  dur 
ing  the  Asian  financial  crisis  of  1997-98 
Do  says  Asia  has  come  out  of  it  anc 
"never  looked  back."  China  and  Indi; 
lead  a  regional  boom,  and  financial 
markets  deregulation  has  made  Asiar 
companies  start  to  do  business  in  way 
Western  investors  understand  (mostly) 
Banks,  particularly  in  South  Korea,  have 
with  a  few  exceptions,  begun  assessing 
credit  risk  instead  of  making  loan; 
because  a  government  official  or  siste: 
company  told  them  to,  and  conglomer 
ates  are  learning  that  the  bottom  line 
not  the  top  one,  drives  their  stock  price 

And,  perhaps  as  a  result  of  the  crisis 
stock  analysts  still  cast  a  more  pes- 
simistic eye  on  Asia's  companies  thar 
they  do  on  those  in  Europe  and  North 
America.  Do  says  earnings  per  share 
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Bear  Stearns:  Voted 
America's  Most  Admired 
Securities  Company. 
Again. 

We  are  honored  to  be  America's  Most  Admired  Securities  Company  —  for 
the  second  time  in  3  years  —  in  Fortune"  magazine's  2005  "America's  Most 
Admired  Companies"  survey.'  And  to  be  named  Bank  of  the  Year  2004*  as 
well  as  ranking  No.  1  in  Stock  Picking  for  total  returns  over  the  past  seven 
years**  These  honors  recognize  the  hard  work  and  dedication  of  our  people 
and  for  that  we  are  deeply  grateful.  But  our  most  heartfelt  thanks  go  to 
our  clients  —  the  companies,  institutions,  governments  and  individuals  — 
whose  long-term  support  and  close  working  relationships  inspire  us. 
Your  success  is  the  truest  measure  of  our  own. 


A  great  deal  depends  on 
working  with  the  right  people. 


★ 


FORTUNE 

AMERICA'S  MOST 

2005  ADMIRED  COMPANIES 
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bearstearns.com 


)05  The  Bear  Stearns  Companies  Inc  Bear  Stearns  is  a  registered  trademark  of  The  Bear  Stearns  Companies  Inc  Bear.  Stearns  &  Co  Inc.  is  the  broker/dealer  for  The  Bear  Stearns  Companies  Inc  and  a  member  of 
SE,  NASD  and  SIPC.  Sources  'Fortune,  "America's  Most  Admired  Companies"  Survey,  March  7  2005  FORTUNE  is  a  registered  trademark  of  FORTUNE  magazine,  a  division  of  Time  Inc  'Investment  Dealers'  Digest, 
uary  17,  2005  '•Barron's,  January  24,  2005  Barron's  is  a  registered  trademark  of  Dow  Jones  &  Company,  Inc  All  rights  reserved 


Stoc 


growth  for  the  U.S.  this  year  is  forecast  to 
be  10%-plus.  For  Asia  the  experts  are 
predicting  minus  1%.  So  be  it.  That 
makes  for  bargains.  Share  prices  can  pop 
when  "growth  surprises"  occur.  Earlier 
this  year  clothing  retailer  Esprit  (one  of 
Do's  holdings)  announced  70%  EPS 
growth  for  its  first  half,  not  the  30%  ana- 
lysts expected.  Its  shares  rose  18%.  On 
average,  companies  in  the  MSCI  AC  Far- 
East  ex-Japan  Index  trade  at  15  times 
trailing  earnings  versus  the  19  times 
multiple  for  S&P  500  companies. 

Not  that  Do  seeks  average  companies. 
He  prefers  to  venture  where  others  fear 
to  tread,  typically  avoiding  blue  chips  and 
often  investing  in  countries  that  are  off 
the  beaten  path  for  most  U.S.  investors, 
such  as  Malaysia  and  the  Philippines.  His 
investment  philosophy  is  to  search  for  a 
blend  of  growth  and  value:  He  is  not 
rigid  about  sectors,  provided  that  his 
picks  offer  prospects  for  15%  to  20% 
growth  a  year  for  the  next  two  or  three 
years.  And  he  likes  stocks  that  are  not  well 
covered.  He  says,  "They  tend  to  offer  new 
and  interesting  angles." 

One  company  that  fits  his  bill  is 
Weichai  Power,  a  Chinese  manufacturer 
of  engines,  mostly  for  trucks,  but  also  for 
bulldozers  and  the  like.  China's  boom- 
ing businesses  are  switching  their  freight 
from  the  country's  rickety  railroads  to 
the  new  network  of  highways  under  con- 
struction. Weichai  Power  has  50%  of  the 
market  for  heavy-truck  engines  and  45% 
for  construction-machinery  engines.  It 
trades  on  the  Hong  Kong  exchange  for 
10  times  trailing  earnings. 

Esprit  might  fail  Do's  obscurity  test, 
but  he  likes  its  growth  prospects.  In  the 
past  five  years  the  Hong  Kong-head- 
quartered retailer  has  been  relaunched  as 
a  global  brand,  with  profitable  businesses 
in  the  U.K.  and  the  Netherlands  and 
growing  ones  in  Germany,  Italy  and  the 
U.S.  Do  credits  new  management  for 
providing  the  company's  15-  to  35-year- 
old  customers  with  the  stylish  but  rea- 
sonably priced  clothes  they  want.  He  says 
management  watches  costs  carefully, 
which  let  the  company  expand  its  oper- 
ating margin  by  3  points  in  the  previous 
year.  He  has  held  the  stock  for  five  years 


and  will  continue  to  do  so  as  Esprit  has 
consistently  exceeded  earnings  expecta- 
tions. Esprit  trades  at  25  times  trailing 

earnings. 

He  also  likes  S-Oil,  a  South  Korean 
oil  refinery  company  35%  owned  by 
Saudi  Aramco.  Thanks  to  Chinese 
demand,  refineries  in  Asia  are  running 
flat  out.  That  leaves  S-Oil,  which  refines 
mostly  its  captive  source  of  Saudi  crude, 
collecting  a  handsome  spread.  The 
shares  trade  at  nine  times  trailing  earn- 
ings in  Seoul. 

Do  holds  Ayala  Corp.  and  Ayala 
Land,  part  of  a  politically  well-connected 
conglomerate  with  interests  in  mobile 


A  Road  Less  Traveled 


which  earlier  this  year  began  negotiat- 
ing a  controversial  agreement  to  build  a 
$180  million  production  and  sales  oper- 
ation in  Yangzhou,  China.  But  Do  likes 
the  company  for  its  real  estate,  which  he 
reckons  is  undervalued  on  the  balance 
sheet.  The  stock  trades  at  85%  of  its 
book  value. 

Do  has  started  buying  Maybank, 
Malaysia's  largest  banking  group,  with 
$47  billion  in  assets.  Though  the  group 
has  aspirations  of  being  a  regional 
financier,  Do  sees  it  more  as  a  way  to 
invest  in  Malaysia's  rising  wealth  (the 
economy  grew  at  7%  in  2004)  and  com- 
mercial loan  volume;  its  5%  dividend 


These  Asian  companies  all  pass  Do's  low-profile,  high-value  tests  and  can  be  bought 
by  U.S.  investors  via  ADRs. 


PRICE 


52-WEEK 

VALUE 

COMPANY/BUSINESS 

RECENT 

HIGH 

P/E 

(SBIL) 

HEADQUARTERS 

AU  OPTRONICS/electronics 

$17.74 

$23.39 

17 

8.2 

Taiwan 

CHINA  NETCOM  GROUP/telecom 

27.62 

31.58 

9 

9.2 

Hong  Kong 

HONG  KONG  &  CHINA  GAS/utility 

2.07 

2.13 

30 

11.7 

Hong  Kong 

KOOKMIN  BANK/banking 

43.17 

49.00 

24 

13.0 

South  Korea 

SHIN  CORP/telecom 

3.92 

4.93 

12 

2.9 

Thailand 

SILICONWARE  PRECISION/electronics 

4.53 

5.45 

17 

1.9 

Taiwan 

SWIRE  PACIFIC/beverages 

8.40 

8.56 

15 

7.7 

Hong  Kong 

TECHTRONIC  INDS/power  tools 

11.06 

11.96 

25 

3.0 

Hong  Kong 

Figures  in  U.S.  dollars.  Prices  as  of  May  9,  All  shares  trade  in  U.S.  as  American  Depositary  Receipts. 
Source:  Worldscope  via  FactSet  Research  Systems. 


phone  service,  banking  and  real  estate. 
He  says  Ayala  Land  is  a  good  way  for 
investors  to  bet  on  the  Philippine  econ- 
omy, on  which  he  has  grown  more  bull- 
ish in  recent  months.  The  property  mar- 
ket is  recovering  from  the  damage 
inflicted  by  the  Asian  crisis,  and  tax 
reform  is  starting  to  get  the  government's 
finances  back  in  shape.  When  Do  first 
bought  the  stock  less  than  a  year  ago,  it 
traded  at  a  40%  discount  to  its  net  asset 
value;  now  it  trades  at  a  30%  discount. 
But  the  market  for  the  two  Ayala  compa- 
nies, like  most  Philippine  stocks,  is  thin, 
so  Do  dips  in  and  out  on  the  price  swings 
to  take  profits  as  he  can. 

In  Taiwan,  Do  owns  unglamorous 
and  24%-state-owned  Taiwan  Fertilizer, 


yield  doesn't  hurt,  either.  It  trades  at  16i 
times  trailing  earnings. 

With  some  exceptions  Maybank  is 
about  as  big  a  company  as  Do  will  buy 
into.  Asia's  biggest  companies  are  often 
too  well-known  to  investors  for  his  lik- 
ing. "The  positions  that  we  love  a  lot  are 
those  that  not  too  many  other  investors 
have  heard  of.  That's  the  way  we  like  it." 

Do's  fund  trades  on  the  New  York 
Stock  Exchange  at  a  12%  discount  to  itsi 
net  asset  value.  The  bargain  element  in 
the  discount  is  largely  offset  by  the  some- 
what steep  1.9%  annual  expense  ratio  of 
the  fund.  Go-it-alone  investors  can 
cherry-pick  many  of  his  individual  hold- 
ings, as  they  have  American  Depositary 
Receipts.  F1 


124     F  O  R  B  E  S  ■  June  6, 2005 


10  0%    NO  LOAD 


The  #1  Equity  Income  Fund 


T.  Rowe  Price  Equity  Income  Fund  (PRFDX)  was  ranked  #1  by  Lipper— from 
among  the  entire  category  of  eight  equity  income  funds  for  the  since- 
inception  (10/31/85)  period  through  3/31/05,  based  on  total  return.* 

The  fund  has  been  committed  to  rewarding  investors  with  above-average 
dividend  income  and  capital  growth  — at  a  low  level  of  risk  relative  to  other 
stock  funds.  It  attempts  to  cushion  against  the  impact  of  market  volatility  by 
investing  in  companies  that  offer  strong  dividends  in  addition  to  capital 
appreciation  potential. This  strategy  has  proven  highly  effective. The  fund  has 
outperformed  its  peer  group  average  over  time  and  received  an  Overall 
Morningstar  Rating™  of  four  stars  for  its  risk-adjusted  performance.**  The 
Overall  Morningstar  Rating™  is  derived  from  a  weighted  average  of  the 
performance  figures  associated  with  a  fund's  3-,  5-,  and  10-year  (if  applicable) 
Morningstar  Rating™  metrics. 

Investors  should  note:  Current  performance  may  be  lower  or  higher  than  the 
quoted  past  performance,  which  cannot  guarantee  future  results.  Share  price, 
principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when 
you  sell  your  shares.  Request  a  prospectus  or  a  briefer  profile;  each  includes 
investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you 
should  read  and  consider  carefully  before  investing.Jhe  fund  is  subject  to 
stock  market  volatility. 

To  open  an  account  or  obtain  the  most  recent  month-end  performance,  call 
our  Investment  Guidance  Specialists  or  visit  our  Web  site. 


Overall 

Morningstar 

Rating™ 

*  *  *  * 

The  fund  was  rated 
among  796,  796,  562, 
and  249  large  value 
funds  for  the  overall 
and  the  3-,  5-,  and  10- 
year  periods  ended 
3/31/05,  respectively.* 

Performance 

Versus 

Competitors 

Average  annual  total 
returns  as  of  3/31/05 

■  Equity  Income  Fund 
a  Lipper  Equity  Income 
Funds  Average 


TROWEPR1CE.COM/EIF 


1-888-508-2  56  1 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


Average  annual  total  return  ligures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Hipper  also  ranked  the  lund  K5I  out  of  223,  HI 5  out  ol  1 29,  and 
H9  out  ol  67  eguily  income  funds  for  the  1-,  5-,  and  1 0-year  periods  ended  3/3 1  /05,  respectively.  *  *  For  funds  wilh  al  least  a  3-year  history,  a  Morningstar  Rating™  is  based  on  a  risk-adjusted  return 
measure  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees)  with  emphasis  on  downward  variations  and  consistent  performance.  The  lop  10%  of  funds  in  each  category  receive  5  stars,  the 
next  22.5%  4  stars,  the  next  35%  3  stars,  the  next  22.5%  2  stars,  and  the  bottom  1 0%  I  star.  Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately.  Morningstar  Rating™ 
is  lor  the  retail  share  class  only,  other  classes  may  have  different  performance  characteristics.  The  fund  received  \  stars  lor  the  3-,  5-,  and  1 0-year  periods. '  2005  Morningstar,  Inc.  All  Rights  Reserved. 
The  information  contained  herein:  (1 )  is  proprietary  to  Morningstar  and/or  its  content  providers,  (2)  may  not  be  copied  or  distributed,  and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither 
Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  EIF07 1 602 
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Hedging  for  Cheapskates 

You  can  use  a  mutual  fund  to  copy  one  of  the  hedge  crowd's  favorite 
maneuvers:  the  long/short  strategy.  You'll  save  a  bundle  on  fees. 

BY  JAMES  M.  CLASH 


ytic's  Karindra  de 
rfs  the  market  for  under- 
d  overvalued  stocks. 


WflTH  $1  TRILLION  OF  ASSETS 
and  counting,  hedge  funds 
are  all  the  rage,  not  least 
among  people  who  think 
the  market  is  in  for  several 
rough  years  and  want  a  way  to  hedge  their 
bets.  They  are  fans  of  the  long/short  hedge 


fund  style,  in  which  the  money  manager 
buys  some  stocks  long  and  sells  others 
short.  Pick  the  right  stocks  and  you  can 
make  money  in  a  sideways  or  even  a  down 
market  with  this  approach.  Indeed,  it  was 
a  long/short  strategy  that  got  the  hedge 
fund  industry  going  a  half-century  ago 


under  the  pioneering  A.W.  Jones. 

The  main  thing  wrong  with 
hedge  funds,  apart  from  limitec 
liquidity  and  murky  disclosures,  is 
their  fees.  Solution:  Find  a  mutua. 
fund  that  follows  the  hedge  strateg) 
you  want.  For  some  flavors  ol 
hedge  fund  investing  that's  no) 
possible.  For  long/short  it  most  def- 
initely is.  At  least  20  long/shori 
mutual  funds  have  cropped  up  ir 
recent  years.  The  table  on  page  1 25 
lists  six. 

Many  of  these  funds  are  toe 
new  to  get  FORBES  ratings,  and  sc 
we  can't  recommend  them  on  the 
basis  of  past  performance.  But  the) 
have  going  for  them  the  same  three 
advantages  that  all  mutual  fundj 
have  over  all  hedge  funds:  Mutua 
funds  offer  guaranteed  liquidity 
they  are  compelled  to  publiclj 
reveal  their  results,  and  they  have 
lower  fees  than  hedge  funds. 

Another  plus  of  mutual  ovei 
hedge  funds  is  that  mutual  func 
investors  are  not  taxed  on  phanton 
profits.  As  Robert  N.  Gordon,  heac 
of  Twenty-First  Securities,  point! 
out,  hedge  funds  are  set  up  as  lim- 
ited partnerships  or  limited  liability 
corporations.  So  the  gross  returr 
is  reported  as  income  to  each  inves- 
tor, and  the  manager's  fee  is  a  mis- 
cellaneous item  deductible  only  i 
that  deduction  exceeds  2%  of  youi 
income,  and  not  at  all  for  the  alter 
native  minimum  tax. 

The  expense  ratios  of  the  funds  or 
our  table  are  on  the  high  side  as  mutua 
fund  fees  go,  but  they  are  not  remotely  x 
bad  as  hedge  fund  fees.  The  typical  fee  foi 
a  hedge  fund  is  2%  of  assets  annually  plu: 
20%  of  any  gains.  Hedge  fund  operators! 


Are  you  doing  enough  to 
help  protect  your  heart? 

•  Heart  disease  is  the  leading  cause 
of  death  in  the  United  States. 

•  If  you've  had  a  heart  attack  or 
stroke,  talk  to  your  doctor  about  how 
ZOCOR,  along  with  a  healthy  diet, 
can  help  protect  your  heart. 


The  Heart  Protection  Study  proved 
that  ZOCOR,  along  with  diet, 
significantly  reduced  the  risk  of 
heart  attack  and  stroke  in  people 
with  heart  disease,  who  had  high 
or  even  normal  cholesterol. 


YOUR  RESULTS  MAY  VARY. 

•  Get  your  free  copy  of  Your  Heart 
Matters  at  zocor.com  or  call 
1-800-MERCK-75. 

Important  considerations:  ZOCOR  is  a 
prescription  tablet  and  isn't  right  for 
everyone,  including  women  who  are 
nursing  or  pregnant  or  who  may  become 
pregnant,  and  anyone  with  liver  problems. 
Unexplained  muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious 
side  effect  and  should  be  reported  to 
your  doctor  right  away.  ZOCOR  may 
interact  with  other  medicines  or  certain 
foods,  increasing  your  risk  of  getting 
this  serious  side  effect.  So  tell  your 
doctor  about  any  other  medications  you 
are  taking. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT 
FOR  YOU.  PLEASE  READ  THE  MORE 
DETAILED  INFORMATION  ABOUT  ZOCOR 
IMMEDIATELY  FOLLOWING  THIS  AD. 

ZOCOR 

(SIMVASTATIN) 

IT  S  YOUR  FUTURE.  BE  THERE. 

^  MERCK 

©2004  Merck  &  Co..  Inc.  All  rights  reserved. 
20451523(1  H648CI-ZOC  CON 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR. 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIBE  A 
DRUG  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  for  many  patients  with  high  cholesterol. 
For  patients  at  high  risk  ol  coronary  heart  disease  (CHO)  because  of  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  of  stroke,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risk  ol  death  by  reducing  coro- 
nary death,  reduce  the  risk  ol  heart  attack  and  stroke;  and  reduce  the  need  for  revascularization  procedures. 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  not  take  ZOCOR.  Discuss  this  with  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose,  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylated  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 
blood  test  results  indicating  possible  liver  problems.  (See  WARNINGS ) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 
harm  the  fetus  Women  ot  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 
that  they  will  become  pregnant.  II  a  woman  does  become  pregnant  while  on  ZOCOR.  she  should  stop 

taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  nol  take  ZOCOR. 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  if 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine,  itraconazole,  ketoconazole,  erythromycin,  clarithromycin,  telithromycin, 
HIV  protease  inhibitors,  the  antidepressant  nefazodone,  or  large  quantities  of  grapefruit 
juice  (>1  quart  daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil  particularly  with  higher  doses  of  ZOCOR. 

•  Other  lipid  lowering  drugs  (other  fibrates  or  >1  g/day  of  niacin)  that  can  cause  myopathy 
when  given  alone. 

•  Danazol  particularly  with  higher  doses  of  ZOCOR. 

•  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  ot  muscle  breakdown  is  greater  at  higher  doses  of  simvastatin. 

Because  the  risk  of  muscle  side  effects  is  greater  when  ZOCOR  is  used  with  the  products 

listed  above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor 

determines  the  benefits  are  likely  to  outweigh  the  increased  risks. 

The  dose  of  ZOCOR  should  not  exceed  10  mg  daily  in  patients  receiving  gemfibrozil.  The 

combined  use  o(  ZOCOR  and  gemfibrozil  should  be  avoided,  unless  your  doctor  determines 

that  the  benefits  outweigh  the  increased  risks  of  muscle  problems.  Caution  should  be  used 

when  using  ZOCOR  with  other  fibrates  or  niacin  because  these  can  cause  muscle  problems 

when  taken  alone. 

No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with  cyclosporine  or  danazol. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 

avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 

breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscle  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  months  of  therapy  and  it  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
The  risk  of  muscle  breakdown  is  greater  in  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  ol  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  ol  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  of 
some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enrymes 
usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  ol  ZOCOR.  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinica'ly  indicated.  Patients  titrated  to  the  80-mg  dose 
should  receive  an  additional  test  at  3  months  and  periodically  thereafter  (eg,  semiannually) 
tor  the  first  year  of  treatment.  If  youi  enr  ncrease,  your  doctor  should  order  more  frequent 

tests.  If  your  liver  enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your  medication. 
Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 
consume.  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol. 
PRECAUTIONS 


who  are  prescribing  a  new  medicine  for  you  that  you  are  taking  ZOCOR!  (simvastatin)  ZOCOR  can  interact 

the  following: 

•  Itraconazole 

•  Ketoconazole 

•  Erythromycin 

•  Clarithromycin 

•  Telithromycin ' 

•  HIV  protease  inhibitors 

•  Nefazodone 

•  Cyclosporine 

•  Large  quantities  ol  grapefruit  juice  (>1  quart  daily) 

The  risk  of  myopathy  is  also  increased  by  gemfibrozil  and  to  a  lesser  extent  other  fibrates  and  niacin  (nicot 

acid)  (s1  g/day). 

The  risk  of  muscle  breakdown  is  increased  with  other  drugs: 

•  Danazol 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  o!  bi 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time  Patients  taking  these  medici 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored. 

Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertility:  Like  most  presc 
tion  drugs,  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  for  human  use  Often  tr 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosmc 
some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system  In  studies  ot  mice  with  1 
doses  ol  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased.  No  evidence  of  mutation 
or  damage  to  genetic  material  has  been  seen  In  1  study  with  ZOCOR.  there  was  decreased  fertility  in  male  r 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 

Safety  in  pregnancy  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR.  tt 
have  been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of  childbea 
age  should  not  take  ZOCOR  unless  il  is  highly  unlikely  they  will  become  pregnant.  II  a  woman  does  beet 
pregnant  while  taking  ZOCOR,  she  should  slop  taking  the  drug  and  talk  to  her  doctor  at  once.  The  ac 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  times 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  of 
potential  lor  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-feed.  ( 
WHEN  ZOCOR  SHOULD  NOT  BE  USED  ) 

Pediatric  Use:  ZOCOR  is  not  recommended  for  children  oi  patients  under  10  years  of  age. 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  age)  ci 
pared  with  younger  patients  (18-30  years  ol  age)  in  1  study  In  other  studies,  the  cholesterol-lowering  eft' 
ol  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overall  dn 
ences  in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range.  Of  the  7  cz 
of  myopathy/rhabdomyolysis  among  10,269  patients  on  ZOCOR  in  another  study,  4  were  aged  65  or  rr 
(at  baseline),  1  ol  whom  was  over  75. 

SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well,  however,  like  all  prescription  drugs,  ZOCOR  can  cause 
effects,  and  some  of  them  can  be  serious  Side  effects  that  do  occur  are  usually  mild  and  short-lived.  C 
your  doctor  can  weigh  the  risks  versus  the  benelils  of  any  prescription  druo  In  clinical  studies  with  ZOC 
less  than  1 5%  of  patients  dropped  out  of  the  studies  because  of  side  effects  In  2  large,  5-year  stuc 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pills).  Som 
the  side  effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below.  This  list  is  not  comp 
Be  sure  to  ask  your  doctor  about  side  effects  before  faking  ZOCOR  and  to  discuss  any  side  effects  that  oc 


Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas.  heartburn,  stomach  pain/cramps,  anore 
loss  of  appetite,  nausea,  inflammation  ol  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liver,  < 
rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness,  joint  pain;  muscle  breakdown 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  wt 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  of  balai 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  of  symptoms  have  t 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  basec 
allergic-type  reactions,  which  may  rarely  be  fatal.  These  have  included  1  or  more  of  the  following:  a  se> 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood  pi 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face,  lips,  tongue,  and/or  throat  with  diffic 
swallowing  or  breathing;  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  system  i 
attack  parts  of  his  or  her  own  body);  severe  muscle  and  blood  vessel  inflammation,  sometimes  including  r; 
bruises;  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  problei 
or  abnormal  blood  tests;  inflamed  or  painful  joints;  hives;  fatigue  and  weakness;  sensitivity  to  sunlight;  fa 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  burn- 
shedding  of  skin  all  over  the  body,  including  mucous  membranes  such  as  the  lining  of  the  mouth. 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  tunction  test  abnormalities  including  elevated  alkaline  phosphatase  and  bilirui 

thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like  m 
intormation,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  information  ; 
then  discuss  it  with  them. 

MERCK 

Whftehouse  Station,  NJ  f> 


Drug  Interactions:  Because  ol  possible  sen.-. . 
other  drugs  you  are  taking,  including  those  obld  l 


-  actions,  it  is  important  to  tell  your  doctor  what 
a  pi  icriplion.  You  should  also  tell  other  doctors 
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1NVESIMENT  GUIDE 


do  not  offer  to  chip  in  20%  of  losses. 

Four  of  the  funds  on  our  table  are  no- 
loads.  All  six  have  beaten  the  S&P  500  over 
the  past  five  years;  the  S&P  had  an  annual- 
ized total  return  of  negative  2%  during 
that  time. 

Among  the  long/short  portfolios  is 
Harindra  de  Silva's  Analytic  Defensive 
Equity.  On  May  1  this  well-performing 
fund  tacked  on  a  5.75%  load  to  its  Class  A 
shares,  atop  its  1.60%  expense  ratio.  You 
can  avoid  the  load  by  buying  the  new 
Class  C  shares,  but  these  shares  carry  a 
2.35%  annual  expense  burden.  You  can 
avoid  all  loads  and  pay  1.35%  if  you 
invest  a  minimum  of  $250,000. 

A  surfer  who  frequents  the  Los  Ange- 
les beaches,  De  Silva  has  deftly  bucked  the 
[market's  shifting  waters  in  his  nine  years 
! at  this  smallish  (assets:  $100  million) 
!(und.  Working  with  comanagers  Dennis 
iBein  and  Gregory  McMurran,  he  has  pro- 
Ipelled  Analytic  Defensive  to  an  annual 
p.6%  increase  over  the  last  five  years.  In 
lZ005's  choppy  market,  down  2.9%  so  far, 
De  Silva's  fund  is  ahead  6.1%. 

De  Silva,  44,  who  has  90%  of  his  own 
i  nvestable  assets  in  the  fund,  says  the 
strategy  works  for  investors  who  want  less 


i'isk  than  an  index  fund  has  but  still  want 
n  chance  to  do  as  well  as  an  S&P  500 
;  nvestor.  His  fund's  market  risk,  or  beta, 
ij  s  half  that  of  the  S&P  500.  Until  the  1987 
narket  crash,  he  had  never  heard  of 
<  ledging.  "While  everyone  was  losing  their 
;hirts,  some  investors,  like  Paul  Tudor 
I  ones,  were  making  a  killing,"  he  says. 

To  this  day  he  finds  too  few  investors 
ivho  want  to  be  in  the  serious  game  of 
ihorting.  "Any  time  I  meet  somebody  on 
i;  plane,"  he  says,  "the  first  thing  they  ask 
1  s,  'What's  a  good  stock  to  buy?'  No  one 
!|-ver  asks,  'What's  a  good  stock  to  short?' " 

Yet  his  is  not  simply  a  bear  fund.  Typ- 
ically he  will  take  four  long  positions  for 
•very  one  short.  He  now  owns  120  longs 
[j  nd  35  shorts.  His  longs  are  large  caps 
median  market  value:  $32  billion)  with  a 
1  alue  bent:  an  average  trailing  price/earn- 
j  j  rigs  multiple  of  16,  below  the  market's. 
!  lie  uses  70  screens,  including  price/sales, 
inflation  sensitivity,  earnings-forecast 
eliability  and  insider  selling  to  pick  the 
(post  undervalued — and,  for  shorting 


purposes,  overvalued — stocks. 

Long  positions  include  oil  concern 
Conoco  Phillips,  at  3.7%  of  the  portfolio 
(he  likes  its  low  sales/price  and  positive 
earnings  estimate  revisions);  consumer 
products  giant  Johnson  &  Johnson,  4.7% 
(positive  earnings  estimate  revisions,  high 
return  on  assets,  strong  price  momentum); 
and  retailer  J.C.  Penney,  1.1%  (high  earn- 
ings yield,  strong  projected  earnings  yield, 
positive  analyst  estimate  revisions). 

His  biggest  shorts  are  PMC-Sierra,  the 


3%  of  the  portfolio,  says  De  Silva  when 
asked  about  a  worst-case  scenario.  Then  a 
foreign  airline  comes  in  and  buys  each  at 
a  200%  premium.  That  means  his  portfo- 
lio would  be  down  18%.  With  triple  those 
positions — a  bet  De  Silva  would  not 
make — the  fund  would  be  down  60%. 
"That's  where  leverage  can  kill  you,"  he 
says,  "and  does  with  regular  hedge  funds." 

De  Silva  has  had  his  share  of  failures. 
Earlier  this  year  he  shorted  Monsanto,  the 
herbicide  and  seed  producer,  a  1 .7%  posi- 


Yin-Yang  Investing 

These  funds  have  bested  the  S&P  500  by  going  long  some  stocks  and  short 
others.  Main  drawback:  They  wouldn't  do  well  in  a  bull  market. 


FUND 

TOTAL  RETURN 

LATEST  5-YEAR 
12-MONTH  ANNUALIZED 

ANNUAL 
MANAGEMENT 
EXPENSES 
PER  $100 

ANALYTIC  DEFENSIVE  EQUITY-A1 

12.2%  3.6% 

$1.60 

ANALYTIC  GLOBAL  LONG-SHORT 

12.4  -1.6 

1.30 

FRANKLIN  STRATEGIC  LONG  SHORT  A1 

-0.3  2.5 

1.71 

JAMES  MARKET  NEUTRAL-A 

15.1  6.4 

1.95 

LAUDUS  ROSENBERG  US  LARGE/MID  CAP  L/S-INV 

5.4  2.5 

1.55 

LAUDUS  ROSENBERG  VALUE  L/S  EQUITY-INV 

6.5  7.8 

2.05 

Performance  through  Apr.  30.  'Maximum  sales  charge  of  5.75%.  Sources:  Forbes;  Upper. 

integrated  circuit  maker,  0.9%  (he  is  put 
off  by  insider  selling,  negative  price 
momentum  compared  with  others),  plus 
two  biotech  firms:  Biogen  Idee,  at  0.6% 
(it's  expensive  based  on  sales/price, 
insider  selling,  low  profitability),  and 
Medimmune,  0.8%  (low  forward  earn- 
ings yield,  low  return  on  assets). 

De  Silva  avoids  shorting  "hot  issues," 
stocks  known  to  be  in  trouble  like  Delta 
Airlines  and  General  Motors.  Why?  They 
are  widely  held  and  could  rally  for  any 
reason  like,  say,  an  oil  price  dip  or  an 
unexpected  tender  offer  (as  was  the 
recent  case  with  GM  and  Kirk  Kerkorian). 
Thus  they  have  a  large  potential  for  a 
short  squeeze,  where  highly  leveraged 
short-sellers  must  buy  copious  amounts 
of  stock  back  to  meet  margin  calls. 

De  Silva's  fund  is  no  Long  Term  Cap- 
ital Management,  the  hedge  fund  that  blew 
up,  but  it  does  have  risk  perhaps  not  fully 
captured  by  the  low  beta.  Say  the  fund 
shorts  three  airline  stocks,  each  occupying 


tion.  But  second  quarter  earnings  came  in 
at  $1.38  instead  of  the  expected  $1.17, 
and  the  stock  jumped  6%.  When  Great 
Lakes  Chemical,  a  1.6%  position  and 
another  De  Silva  short,  was  bought  by 
Crompton  Corp.  in  March,  the  stock 
jumped  24%. 

After  receiving  a  B.S.  in  mechanical 
engineering  from  Great  Britain's  Univer- 
sity of  Manchester,  De  Silva  picked  up  an 
M.B.A.  in  1984  at  the  University  of 
Rochester  and  later  a  Ph.D.  in  finance 
from  the  University  of  California,  Irvine. 
In  1986  he  joined  Analysis  Group,  a  con- 
sulting firm  in  Los  Angeles,  to  help  insti- 
tutions allocate  pension  assets.  He  left  to 
join  Analytic  as  director  of  research.  "I  got 
tired  of  giving  advice  and  not  having 
clients  take  it,"  he  says. 

For  the  funds  on  our  roster,  strategies 
range  from  international  stocks  (Analytic 
Global)  to  large  stocks  (Laudus  Rosen- 
berg U.S.  Large/Mid  Cap)  to  medium- 
size  stocks  (James  Market  Neutral).  F 
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Rare  Commodity 

Mutual  funds  tracking  commodities  are  one 
way  to  protect  yourself  from  inflation.  Some 

do  it  much  better  than  others  I  BY  MARK  TATGE 


WITH  THE  STOCK  MARKET  II* 
negative  territory  this  year  anc 
inflation  perking  up  (con 
sumer  prices  climbed  3.1%  ii 
the  12  months  ending  March) 
you  wouldn't  be  called  crazy  to  want  a  modes 
hedge  in  the  form  of  commodities.  To  be  sure 
someone  getting  into  oil,  soybeans  and  golc 
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You've  always  known  that 

windows  of  opportunity  open 

only  for  companies  unafraid  to  fly. 


That  staying  ahead  Of  the  Curve  happens 
solely  by  traveling  the  road  a  few  thousand  times. 

That  the  things  keeping  you  awake  at  night 
are  the  only  things  keeping  you  awake,  period. 

You've  always  known  the  next  big  thing  won't 
come  from  the  same  old  thinking. 

Which  is  why  you've  never  given  your  choice 

of  bank  a  second  thought. 


You  put  a  lot  of  thought  into  the  company  you  run.  Fortunately,  you  put 
equal  thought  into  the  company  you  keep.  That's  why  more  and  more 
decision  makers  like  you  are  deciding  on  KeyBank  for  the  people,  plans 
and  products  needed  to  help  your  companies  reach  their  destinations, 
one  smart  step  at  a  time.  Which,  after  all,  is  how  you  got  them  here  in 
the  first  place. 

Achieve  anything. 

Call  1-800-KEY6070,  or  visit  Key.com/corporate 

KeyBank 


All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark  of  KeyCorp. 

©2005  KeyCorp 
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Commodities 


just  now  has  missed  a  good  run-up,  but 
that  doesn't  lessen  the  argument  for  using 
hard  assets  to  balance  out  a  portfolio  of 
financial  assets  like  stocks  and  bonds.  If 
you  believe  that  the  Chinese  and  Indian 
economies  will  stay  hot,  commodity 
prices  have  a  lot  more  to  grow. 

There  are  a  lot  of  ways  to  play  the 
commodities  game  (the  Web  version  of 
this  article  links  to  commodity  investing 
stories  we  have  run  in  earlier  Investment 
Guides).  You  could  buy  hard  assets, 
futures  or  options  on  those  assets,  shares 
of  commodity  producers  (like  oil  compa- 
nies) or  a  mutual  fund  that  holds  a  mix  of 
commodity  investments. 

The  only  physical  assets  you  could 
plausibly  own  are  precious  metals.  You 
could  buy,  say,  500  1  -ounce  American  Eagle 
gold  coins  for  $214,000  and  stow  them  in  a 
safe-deposit  box.  Drawbacks  to  this  way  of 
getting  a  commodity  exposure  are  consid- 
erable: You  face  high 
frictional  costs  of 
trading  (a  bid-ask 
spread  of  perhaps  2% 
to  5%),  storage  and 
insurance  costs  and 
potential  sales  taxes. 
Hang  on  for  more 
than  a  year  and  your 
capital  gain,  if  there  is 
one,  is  taxed  at  a  fed- 
eral rate  of  15%. 

Better  for  most 
people:  a  commodity 
future.  Gold  contracts 
on  the  Chicago  Board  of  Trade  represent 
100  ounces  of  the  metal,  worth  $42,260. 
Contracts  sold  on  the  New  York  Mercan- 
tile Exchange  reach  out  as  far  as  December 
2009,  but  if  you  confine  your  attention  to 
those  with  good  trading  volume  (and 
thus,  smaller  bid-ask  spreads),  you  should 
roll  over  your  position  once  a  year  and  do 
it  in  November,  when  liquidity  is  the  high- 
est, says  Matthew  Shelley,  a  vice  president 
of  Price  Futures  Group,  a  brokerage.  For 
each  one-contract  trade,  you'll  have  a 
round-trip  brokerage  commission  of  $30 
or  lower  and  a  bid-ask  spread  of  $40.  No 
sales  taxes,  storage  or  insurance  necessary. 
Taxes  are  prorated:  60%  as  long-term  cap- 
ital gain,  40%  as  short-term  capital  gain. 


You  want  diversity?  You  could  round 
up  one  minimum-size  contract  on  each 
of  the  20  weighted  components  in  the 
Dow  Jones-AIG  Commodity  Index; 
among  them  are  soybeans,  crude  oil,  cat- 
de  and  gold.  Combined  commodity  value 
of  these  20  positions:  $722,000.  Do  not 
confuse  this  sum  with  the  much  smaller 
amount  that  you  would  have  to  deposit 
with  the  broker  as  margin.  It's  the  gross 
amount  that  defines  your  exposure  to  the 
commodities  sector.  If  you  want  10%  of 
your  portfolio  to  be  in  commodities,  the 
20  trades  would  be  appropriate  if  you 
have  a  $7.2  million  portfolio. 

You  can  get  diversity  without  making 
such  a  big  bet.  Buy  one  Goldman  Sachs 
Commodity  Index  futures  contract, 
traded  over-the-counter  through  a  broker 
dealer.  The  contract  size  is  250  times  the 
index  value,  or  currently  $87,500.  The 
index   has   24   components;  energy 


Commodities  Stocks 

Shares  in  these  companies  let  you  in 
on  the  action.  It's  nice  that  they're 
cheaper  than  the  S&P  500's  19  P/E. 


COMPANY/COMMODITY 


RECENT 
PRICE 


P/E 


BEARD/coal 


$2.11 


11 


BUNGE/soybeans 


55.73  12 


PHELPS  DODGE/copper  86  77  7 
SMITHFIELD  FOODS/pork   29.89  12 


WEYERHAEUSER/timber     65.96  11 

Prices  as  of  May  10.  Source:  Reuters 
Fundamentals  via  FactSet  Research  Systems. 


that  cash  has  been  pouring  in  lately. 

There  are  others  like  it.  Citigroup 
Smith  Barney  started  a  commodity  fun 
last  November,  and  Merrill  Lynch  debute 
one  in  March  last  year. 

The  downside  is  that  they  all  carr 
sales  loads  ranging  from  5%  to  5.75%.  T 


Copper,  Cattle  and  Crude 

Many  funds  catering  to  commodities  are  new  to  the  scene,  but  they  all  are  beating  the  blah  stock 
market  of  2005.  You  pay  for  the  privilege  of  owning  them,  however.  They  all  carry  sales  loads. 


FUND 

FIRST 
PUBLIC 
OFFERING 

YEAR-TO-DATE 
TOTAL  RETURN 

ASSETS 

3/31/05 
(SMIL) 

MAXIMUM 

SALES 
CHARGE 

ANNUAL 

EXPENSES 
PER  $100 

MINIMUM 
INITIAL 
INVESTMENT 

MERRILL  REAL  INVEST  A 

3/26/2004 

9.9% 

$17 

5.25% 

$1.42 

$1,000 

OPPENHEIMER  RL  ASSET-A 

3/31/1997 

10.9 

915 

5.75 

1.40 

1,000 

PIMCO:COMM  RR  STR-A 

11/29/2002 

6.4 

1,857 

5.50 

1.24 

5,000 

SM  BARNEY  INV  RR  STR-A 

11/15/2004 

1.5 

13 

5.00 

NA 

1,000 

VAN  ECK:GL  HARD  ASST-A 

11/2/1994 

2.5 

111 

5.75 

1.85 

1,000 

Performance  through  Apr  30  NA:  Not  applicable.  Source:  Upper. 


accounts  for  68%,  agricultural  items  21%. 

Investment  method  three:  shares  of 
stock.  The  table  above  has  an  assortment 
of  five  producers  in  energy,  food  and 
timber.  We  looked  for  companies  whose 
P/Es  are  less  than  the  S&P  500's  (19). 

Fourth  investment  method:  Buy  a 
fund.  John  Brynjolfsson  runs  the  Pimco 
Commodity  Real  Return  Strategy  Fund, 
an  $8.4  billion  mix  of  commodity  futures, 
inflation-protected  Treasury  bonds,  gov- 
ernment securities,  emerging- market  debt 
and  junk  bonds.  The  retail  class  of  this 
fund  has  posted  a  return  of  25.2%  annu- 
ally since  its  November  2002  inception, 
well  ahead  of  stocks'  11.1%  annualized 
total  return  of  the  S&P  500.  No  surprise 


make  owning  a  commodities  fund  wor 
you  need  to  hold  it  for  a  good  number  i 
years  to  amortize  this  sales  charge.  E: 
pense  ratios  range  from  1.24%  to  1.85%  ■ 
assets  annually. 

The  class  act  of  this  group  is  Oppei 
heimer  Real  Asset,  around  since  1997.  It  h 
turned  in  a  13%  annual  return  over  tl 
past  five  years  and  10.9%  thus  far  in  200 
The  enviable  record  has  a  lot  to  do  witii  i 
73%  concentration  on  energy  contracts. 

The  oldest  fund  in  this  group,  Van  D 
Global  Hard  Assets,  charges  a  towerir 
1.85%  of  assets  annually  for  expenses.  Aft 
delivering  an  average  annual  return 
13.7%  over  the  past  five  years,  the  fund  h 
lagged,  with  a  mere  2.5%  year  to  date. 
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Lipper  Quartile  Rankings  as  of  3/31/05,  based  on  total  returns 

Life  of  Fund* 
1-Year  3-Year  (5/93) 

Janus  Mercury  Fund      1st  1st  1st 

Large-Cap  Growth  Funds  (1 14  of  652)        (66  of  547)        (1  of  87) 


"We  think  investors  are  in  good  hands  with  this  fund." 

Morningstar,  3/18/05 


Insurance 


Picassos  And 
Peace  of  Mind 

Own  a  masterpiece?  It  may  be  the  insurance 
that's  priceless  |  BY  CARRIE  COOLIDGE 


A  premium  on  fi 
Chubb's  Dorit  S 


A WATER  LEAK  RUINED  AN  OIL 
painting  by  the  American 
abstract  expressionist  artist 
Mark  Rothko  hanging  in  a 
private  New  York  collection. 
The  work  was  insured  for  $3  million, 
and  the  insurance  company  paid  in  full. 
But  the  owner  took  the  soaking.  The 
market  value  of  the  painting  had  shot  up 
to  $18  million  since  he  had  last  had  it 
appraised,  ten  years  earlier. 

Art  prices  have  risen  considerably 
over  the  past  20  years,  with  those  of  some 


contemporary  pieces  (some  works  by 
Andy  Warhol  and  Jean -Michel  Basquiat, 
for  example)  increasing  twentyfold.  This 
is  why  it  is  all  the  more  important  to  con- 
sider the  increasing  value  of  a  work  of  art 
before  buying  or  renewing  the  policy  that 
insures  it. 

Dorit  Straus,  worldwide  specialty  fine 
arts  manager  at  insurer  Chubb,  recom- 
mends policyholders  have  their  collec- 
tions reappraised  every  three  to  five  years 
and  more  frequendy  if  they  hold  modern 
art  that  might  increase  rapidly  in  value. 


"Likewise,  if  an  artist  has  recently  died, 
you  shouldn't  wait  too  long  to  have  his  or 
her  works  reappraised,"  says  Straus. 
When  French  artist  Balthus  (whose  full 
name  was  Balthasar  Klossowski  de  Rola), 
considered  to  be  one  of  the  greatest  20th- 
century  realist  painters,  died  in  2001  at 
the  age  of  92,  Chubb  advised  policyhold- 
ers owning  a  Balthus  to  have  their  paint- 
ings reappraised  straightaway.  Last  year 
Balthus'  "Golden  Afternoon"  went  under 
the  hammer  at  Sotheby's  for  $3.8  million. 

But  don't  write  the  insurance  com- 
pany a  new  premium  check  too  quickly 
When  Picasso's  "Boy  with  a  Pipe"  sold 
for  $104.2  million  in  2004,  Chubb  didn't 
recommend  its  Picasso  collectors  do  any- 
thing. "A  record  price  didn't  mean  every 
Picasso  would  increase  in  value  exponen- 
tially," says  Straus,  pointing  out  that  this 
one  was  a  specific  painting,  painted  at  a 
specific  time,  and,  as  part  of  the  presti- 
gious John  Hay  Whitney  collection,  had 
been  in  private  hands  since  1950. 

Insuring  a  work  of  art  is  not  as  simpk 
as  calling  the  agent  or  broker  who  sold 
you  homeowners  coverage.  Standard 
homeowners  policies  cover  art  only  up  to 
the  policy's  limit  for  contents.  If  your 
homeowners  policy  doesn't  adequately 
cover  your  fine  art,  you  will  have  to  turn 
to  one  of  several  specialist  brokers  with 
experience  and  knowledge  in  both  the 
insurance  and  art  worlds,  including 
Willis'  fine  art,  jewelry  and  specie  divi- 
sion, Henderson  Phillips  (owned  by 
Arthur  J.  Gallagher)  and  Acordia  Inc. 
(owned  by  Wells  Fargo).  The  policy  is 
likely  to  be  written  by  a  specialist  insurer, 
too,  such  as  XL  Fine  Art,  AXA  Art  Insur- 
ance Corp.,  Chubb  Fine  Arts  or  a  syndi- 
cate of  Lloyd's  of  London. 

Specialty  firms  not  only  assist  collec- 
tors with  loss-prevention  services  like 
security  and  the  proper  maintenance  ol 
artwork  but  also  are  equipped  to  analyze 
the  risk  and  suggest  appropriate  coverage. 
Chubb,  for  example,  will  send  a  specialisl 
to  evaluate  a  collector's  home  and  offer 
suggestions  to  better  protect  the  artwork 
from  theft,  fire,  water  or  light  damage 
While  insured  art  is  covered  in  the  eveni 
of  theft,  fire  or  water  damage  or  damage 
caused  during  transit,  a  policy  will  noi 
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WE  CAN'T  MA 
INSURANCE  AND  INVESTING 
SO  WE  DECIDED  TO 


It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 


^4K 

it! 


Genworth 

Financial 

Built  on  GE  Heritage 


INSURANCE      INVESTING      RETIREMENT  INCOME      I  GENWORTH.COM 


Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies 
including  mutual  funds  and  variable  insurance  products  distributed  by  Capital  Brokerage  Corporation. 

,  Pinanrial  In.-  All  riahts  reserved.  GF032505 


V 


Executive  lifestyle. 

pc  a'ered  by  possibility. 


Cond*  Nasi  Uaveli 
Best  Destination  Spa 


When  an  organization  depends  on  you  to  sharpen  its 
competitive  edge,  it's  crucial  to  maintain  personal  well-being. 
The  Canyon  Ranch  Executive  Health  Program  focuses 
on  the  demanding  lifestyle  of  executives,  leading  you  in  a 
direction  so  powerful,  it  helps  enhance  your  life  forever. 
A  healthier  bottom  line  begins  with  a  balanced  leader. 
Your  journey  begins  with  us. 

CawonRanch, 


flu 


J  ~b. 


<J 


Sb»Club"! 


Life  Enhancement  Resort7" 
Tucson  ■  Lenox 
Healthy  Living  Communities  •  Skin  care  Products 

888.719. 94-70  •  canyonranch.com 


JOIN  THE  CEO 
NETWORK  ON 

Forbes 


Join  the  nearly  8,000  senior  executives 
from  around  the  globe  who  have  restricted 
access  to  unique  and  critical  content, 
discussion  boards,  chats  and  polls. 

Membership  in  the  CEO  Network  is 
complimentary  to  qualified  applicants. 

Email  ceoinvite@forbes.net  to  request 
your  membership  invitation. 


Sponsored  by 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered." 


1  Simple,  Ask  your  employer 
about  Earth  Share.  The  work-  >\ 
place  giving  program  that  brings\^  '%3 
the  leading  environmental  groups  under 
one  umbrella.  And  over  90%  of  Earth  Share 
contributions  go  directly  to  the  groups. 
To  learn  more  please  visit  our  website  at 
www.earthshare.org. 

One  environment, 
i.'r  One  simple  way  to  care  for  it. 


Earth  Share 


INVESTMENT  GUIDE 

pay  for  gradual  deterioration,  such  as  fa< 
ing  or  cracking  caused  by  natural  or  art 
ficial  light. 

Art  insurance  typically  costs  som> 
thing  like  $1,000  annually  per  $1  milli< 
of  coverage,  but  more  if  there  is  a  securi 
concern  or  if  the  art  is  in  earthquak 
prone  California  or  hurricane-proi 
Florida,  according  to  Robert  Salmon, 
managing  director  at  Willis.  The  attac 
of  Sept.  1 1,  2001  cost  insurers  an  est 
mated  $100  million  in  fine  art  losst 
"Underwriters  are  more  cautious  and  a 
more  questions  than  was  the  case  pr 
Sept.  11,"  says  Ann  Erbacher,  chief  regi 

Fine  art  is  ten-  ti 
fifteenfoli 
cheaper  to  insun 
than  jeweln 

trar  at  the  Nelson-Atkins  Museum  of  A 
in  Kansas  City,  Mo. 

Most  fine  art  insurance  policies  ha 
no  deductible.  If  your  painting  is  stole 
the  insurance  company  will  own  it  if  it 
later  recovered.  You  can  buy  it  back  f 
the  amount  of  the  insurance  claim  pi 
the  expenses  the  insurer  incurred 
recover  it. 

If  the  cost  of  insurance  makes  y< 
gulp,  consider  this:  Per  dollar  of  apprais 
value,  artwork  coverage  is  typically  te 
to  fifteenfold  cheaper  than  coverage  » 
jewelry.  And  you  just  might  be  glad  y< 
have  the  policy.  Last  August  in  bro. 
daylight  armed  thieves  stole  two  pair 
ings  by  Edvard  Munch  from  the  Mun 
Museum  in  Oslo,  Norway.  The  two  worl 
"Madonna"  and  "The  Scream,"  were  n 
insured  for  theft  because  the  director 
the  museum  felt  the  insurance  was  t« 
expensive.  If  they  had  been  fully  insure 
the  museum  would  have  received  a  che 
for  the  loss — perhaps  as  much  as  $ 
million — not  to  mention  assistance  frc 
the  insurance  company  in  tracing  t 
paintings.  The  Munch  Museum  is  clos 
until  June  18  for  what  it  describes 
"security  improvements." 


Melanie  Dulbecco,  CEO,  Torani  Syrups  &  Flavors 


Melanie's  bank 

improves  the  flavor  of  commercial  banking 

offers  fresh  expertise  to  help  sweeten  growth 

provides  the  perfect  blend  of  treasury  management  services 

brings  next-generation  online  solutions  to  the  mix 

believes  dedication  is  the  formula  for  success. 


Invest  in  you 


Union 

Bank  of 
California 


Commercial  Banking 

Northern  California  -  Michael  Riley,  Market  President,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  Market  President,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  Market  President,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  Market  President,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  Market  President,  (619)  230-3374 

Small  Business  Services  -  (866)  876-7065 

All  financing  subject  to  credit  approval. 


Visit  us  at  uboc.com 


'2005  Union  Bank  of  California,  N.A.  Member  FDIC 


IN' 


GUIDE 


ARE  WE  IN  A  REAL  ESTATE  BUBBLE 
where  demand  is  driven  not  by 
need  but  by  speculation?  Possi- 
bly. But  you  can  make  money 
even  during  a  bubble  if  your 
timing  is  good. 

In  the  past  year  Terry  Bradshaw,  the 
Hall  of  Fame  quarterback  who  played  for 
the  Pittsburgh  Steelers  in  the  1970s  and 
1980s,  has  bought  two  lots  at  El  Dorado,  a 
plush  residential  golf  club  in  Los  Cabos, 
Mexico,  and  several  more  at  an  exclusive 
development  called  Vaquero  in  the  Dallas 
area.  Bradshaw,  who  breeds  horses  on  a 
ranch  near  the  Vaquero  club,  won't  be 
vacation-hopping  among  his  acquisitions. 
His  plan  is  to  build  homes  on  each  of  the 
lots,  then  flip  all  but  one  at  Los  Cabos,  hop- 
ing for  a  30%  or  more  return.  A  portion  of 
the  proceeds  will  pay  for  a  clifftop  vacation 
home  for  himself  in  Los  Cabos  overlook- 


newest  project,  Baker's  Bay  in  the  Abaco 
Islands  of  the  Bahamas. 

Meldman's  developments  mix  the 
exclusivity  of  a  private  club,  to  which 
membership  is  available  only  to  property 
owners,  with  the  amenities  of  a  five-star 
resort,  such  as  full-service  spas,  champi- 
onship-level golf  courses,  restaurants, 
fishing,  horseback  riding  and  boating.  At 
this  end  of  the  luxury  real  estate  market 
supply  is  barely  keeping  up  with  demand. 

What  happens  if  and  when  the  bub- 
ble bursts?  The  speculators  in  luxury 
developments  tell  themselves  that  they 
are  all  but  immune  to  climbing  mortgage 
interest  rates.  That's  because  so  many 
property  buyers  at  these  resorts  pay  cash. 
It  remains  to  be  seen  whether  this  nice 
theory  holds  up  in  practice,  but  for  the 
moment  there  seems  to  be  no  end  of  seri- 
ous golfers  eager  to  pay  $2.5  million  for  a 


more  money  we  make  on  the  lots 
we  sell,"  breezes  Meldman.  "I  want 
my  developments  to  reek  of  qual- 
ity." 

In  2003  Discovery  sold  one 
undeveloped  1-acre  lot  by  the 
beach  at  Kuki'o  for  $12  million.  In 
January  the  buyer  flipped  the  parcel 
for  $20  million  to  the  current 
owner,  who  plans  to  build  a  vaca- 
tion home  on  the  property. 

A  model  for  investors  wanting  to 
play  this  game  themselves  may  be 
Robert  J.  Schumacher,  49.  He  is  chief 
executive  of  Schumacher  Interests, 
an  investment  firm  in  Woodside, 
Calif,  with  holdings  in  real  estate  and 
oil-and-gas  exploration.  After  hear- 
ing about  Meldman  while  shopping 
for  a  vacation  home  five  years  ago, 
Schumacher  visited  Discovery's  Iron 


ing  the  Sea  of  Cortez.  The  rest  of  the  profit 
"will  be  dumped  into  more  real  estate  pro- 
jects," says  Bradshaw,  who  is  willing  to  flip 
the  second  Mexico  property,  too,  if  the 
right  bid  comes  along.  "I  like  to  be  involved 
with  this  kind  of  investing  because  it  is 
something  that  is  tangible." 

All  of  Bradshaw's  real  estate  invest- 
ments are  in  projects  of  Michael  S.  Meld- 
man, the  46-year-old  chief  executive  of 
Discovery  Land  Co.,  a  developer  of  golf 
and  recreational  residential  communities. 
Meldman  has  attracted  a  swarm  of  invest- 
ment groupies  who  will  buy  lots  just  about 
anywhere  he  builds — and  Terry  Bradshaw 
is  one  of  his  biggest  fans.  "I  am  investing  in 
Mike's  projects  because  he  has  a  proven 
track  record,"  savs  Bradshaw,  who  is  plan- 
ning to  invest  several  million  dollars  more 
in  three  of  Meldman's  other  projects, 
including  Mountaintop,  a  golf  and  lake 
club  in  Cashiers,  N.C.,  Gozzer  Ranch  in 
Coeur  d'Alene,  Idaho  and  at  Discovery's 


6,500-square-foot  home  on  a  single  acre 
at  a  place  like  Vaquero. 

Discovery's  customers,  like  Bradshaw, 
often  buy  multiple  lots  intending  to  keep 
one  for  themselves  while  flipping  the  rest. 
It  helps  that  these  speculators  are  willing 
to  jump  in  before  much  of  a  development 
is  even  built,  although  Meldman  insists 
that  he  doesn't  need  their  money  to  get 
the  projects  off  the  ground;  his  well- 
heeled  equity  partners  include  Nation- 
wide Realty  Investors,  a  subsidiary  of 
Nationwide  Mutual  Insurance,  and  West- 
brook  Partners,  a  $10  billion  Boston, 
Mass.  private- equity  firm  that  specializes 
in  real  estate. 

You  surely  can't  do  this  sort  of  devel- 
oping on  a  shoestring.  Meldman's  Kuki'o 
property  on  the  Kohala  Coast  of  Hawaii's 
Big  Island  has  a  Tom  Fazio-designed  18- 
hole  golf  course,  a  $50  million  clubhouse 
with  a  ritzy  restaurant  and  a  32,000- 
square-foot  spa.  "The  more  we  spend,  the 


Follow  the  Leader 

Live  large  and  make  a  profit  by  flipping  real  estate  at 
a  high-end  golf  resort.  Maybe.  ]  BY  CARRIE  C00LIDGE 


Horse  club  in  Whitefish,  Mont.  He 
so  liked  the  concept,  he  bought  six 
properties  at  four  Discovery  devel- 
opments: Kuki'o,  Iron  Horse,  Va- 
quero, and  the  Hideaway  in  La 
Quinta,  Calif. 

Schumacher  has  already  flipped 
four  of  those  lots,  one  with  a  com- 
pleted house,  and  sold  two  golf 
memberships  for  a  combined  gross 
profit  topping  $1  million.  Besides 
tying  up  capital,  he  had  to  pay 
ample  sums  in  real  estate  taxes,  insu 
ance,  golf  club  membership  fees  ar 
community  association  fees.  The  two  gc 
memberships  he  bought  for  $60, 0( 
apiece  at  Vaquero  each  went  fi 
$130,000,  but  Schumacher  had  to  fo: 
over  a  20%  transfer  fee  to  the  club  (whii 
is  owned  by  its  members).  Schumach  : 
used  his  profits  to  cover  most  of  the  $1 
million  price  tag  on  a  3,300-square-fo 
house  at  the  Hideaway  that  he  plai 
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>  eventually  use  for  vacations. 

Schumacher  flipped  his  investments  at 
te  Hideaway  before  the  clubhouse  and 
>a  were  even  built.  "Discovery  likes  to  sell 
lie  product  before  they  build  it,"  says 
i:humacher.  "Mike  offers  an  incentive  and 
jakes  it  economically  attractive  for  people 
iho  follow  him  around  by  letting  them 
by  lots  early  on."  Discovery  doesn't 
:  large  property  owners  membership  dues 
ntil  a  golf  course  is  finished.  Dues  rise  in- 


crementally as  amenities  are  added.  The 
Hideaway,  Meldman  brags,  "sold  out  be- 
fore the  roads  were  even  built." 

A  nice  tale.  What  can  go  wrong?  Well, 
if  you  buy  early,  you  run  the  risk  that  a 
developer  might  not  provide  all  the 
amenities  promised  or  that  the  develop- 
ment goes  bust  before  it's  done.  Or 
maybe  it's  well  financed  but  can't  get  the 
building  permits  it  needs.  Dean  Macfar- 
lan,  chief  executive  of  Dallas,  Tex.  Mac- 


farlan  Real  Estate  Investment  Manage- 
ment, advises  that  you  hire  a  good  attor- 
ney and  do  a  lot  of  research  into  things 
like  zoning. 

Lyle  Anderson  is  a  developer  in  Scotts- 
dale,  Ariz,  with  a  successful  track  record 
spanning  30  years.  He  ran  into  legal  prob- 
lems developing  Hokuli'a,  a  planned 
1 ,500-acre  oceanfront  resort  in  Hawaii.  He 
sold  192  of  the  initial  261  lots  at  prices 
from  $1  million  to  $3  million  and  put  in  a 
$35  million  golf  course  designed  by  Jack 
Nicklaus.  Then,  in  2000,  a  group  of  Kona 
residents  and  a  former  employee  of  the 
developer  filed  a  lawsuit  claiming  that  the 
project  was  an  illegal  use  of  agricultural 
land.  Promised  amenities  such  as  the  spa, 
beach  club,  swimming  pools,  tennis  courts 
and  a  clubhouse  are  on  hold,  and  lot  own- 
ers can't  put  up  houses  (three  already  built 
are  in  use). 

Dean  Gilpin,  a  real  estate  agent  on  the 
island,  owns  two  lots.  "I'm  sitting  on  them 
and  paying  taxes  while  we  wait  to  see  what 
happens,"  he  says.  Property  values  at 
nearby  Kuki'o  have  doubled  over  the  past 
two  years,  while  Hokuli'a  values  have 
stalled.  A  few  owners,  says  Gilpin,  have 
bailed  out  and  lost  money  on  their  lots. 

Look  at  what  happened  at  the  Hide- 
away before  Meldman  stepped  in.  The 
original  developer  was  Jack  Dean  Franks,  a 
twice-convicted  white-collar  felon  (FORBES, 
Oct.  29,  2001 )  who  planned  to  develop  a 
three-golf-course,  342-home  club.  In- 
vestors, including  Nationwide  Realty,  gave 
Franks  $20  million  for  the  club's  develop- 
ment. Franks  did  build  one  golf  course,  but 
he  allegedly  bought  two  planes,  a  yacht  and 
real  estate  in  California  and  Mexico  for 
himself  with  $3.4  million  of  the  money. 
After  the  project  went  bust  in  2001  without 
a  lot  having  been  sold,  Franks  was  charged 
with  wire  fraud.  The  case,  which  is  under 
seal,  is  pending,  according  to  Thomas  F. 
(Thorn)  Mrozek,  spokesman  for  the  U.S. 
Attorney  in  Los  Angeles. 

"Timing  is  everything  in  real  estate," 
says  Macfarlan.  Schumacher  has  flipped 
his  Discovery  lots  in  one  of  the  longest- 
rising  real  estate  markets  in  memory. 
Other  Meldman  early  birds  will  hope  its 
streak  will  continue  long  enough  for 
them  to  enjoy  similar  good  fortune.  F 
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Borrow  Smart 

Mortgage  brokers  can  save  you  money 
by  getting  better  rates.  But  watch  out 
for  the  rip-off  artists  |  BY  EMILY  LAMBERT 


ma  T  WAS  LIKE  FINDING  OUT  WHAT  WAS 
H  inside  that  sausage  you  just  ate.  Only 
H  when  he  sat  at  the  closing  table  did 
I  the  home  buyer  see  that  the  interest 
H  rate  he'd  accepted  on  his  $3.5  million 
loan  had  been  fattened  by  the  fee  his 
mortgage  broker  had  larded  on. 

The  buyer  knew  about  the  broker's 
1%  fee  on  the  loan  amount.  But  the  buyer 
had  no  inkling  about  the  extra  2% 
finder's  payment  (called  a  "lender's 
rebate"  or  "yield  spread  premium")  from 
the  lender  to  the  broker.  The  broker's 
$70,000  baksheesh  from  the  lender  got 
shifted  to  the  mortgage.  The  ripped-off 
buyer  reluctantly  signed,  says  Deerfield 
Beach,  Fla.  loan  broker  Elise  Altergott, 
who  handled  his  refinancing. 

Mortgage  brokers  have  a  bad  rep. 
"Probably  half  the  people  in  the  business 
today  are  in  it  because  they  can  screw 
somebody  with  impunity,"  says  Gordon 
Randolph  (Randy)  lohnson,  a  California 
broker  and  author  of  How  to  Save  Thou- 
sands of  Dollars  on  Your  Home  Mortgage. 
But  to  write  them  all  off  is  a  mistake.  If 
you  can  find  an  honest  and  competent 
practitioner,  you  can  land  a  better  mort- 
gage than  you'd  get  on  your  own. 

Although  they  are  sometimes  asso- 
ciated with  poor  credit  risks  and  hard- 
to-sell  properties,  loan  brokers  can  be  a 
big  help  to  people  who  simply  want  to 
save  the  time  and  hassle  of  scouting  out 
different  loan  packages.  More  impor- 
tant, a  broker  has  access  to  wholesale 
interest  rates,  not  just  higher  retail  ones 
quoted  to  borrowers.  A  broker  can  shop 
around  more  efficiently:  Rates  change 
fast;  if  you  start  calling  lenders  for 
quotes  at  9  a.m.,  the  data  could  be  out- 
dated by  day's  end. 

Be  sure  to  quiz  the  broker  about  how 
many  lenders  he  canvassed  and  what  each 


said.  Consult  at  least  five  brokers 
before  picking.  Here  are  the 
steps  to  get  the  best  deal: 
insist  on  disclosures.  You  have  a 
right  to  know  the  loan  and  fee 
structure  at  the  outset.  Documents 
rate  sheets  detail  how  much  your  rate 
be  if  you  choose  to  pay  points  (an  upfront 
interest  fee  that  reduces  the  annual  inter- 
est rate)  or  not  pay  points,  and  how  much 
in  each  case  the  lender's  rebate  will  be. 

These  sheets  are  often  labeled  with 
some  variation  of:  "Do  not  show  to  the 
general  public."  You  might  ask  to  see 
them  anyway,  or  at  least  the  portion  that 
applies  to  you.  The  broker  may  refuse  or 
show  you  data  but  not  the  lender's  name. 
"I'm  not  going  to  tell  the  borrower  my 
source.  I  don't  want  him  to  go  around 
me,"  says  Catherine  Coy,  a  broker  at  Har- 
borside  Financial  Network. 

To  double-check,  a  week  before  closing 
ask  for  something  called  the  HUD-1  settle- 
ment statement,  which  spells  out  the  fees. 
That  document  can  be  hard  to  decipher, 
so  also  require  the  broker  to  furnish  an  Es- 
timated Closing  Statement  ahead  of  time, 
with  all  fees  delineated.  That  should  reveal 
whether  the  broker  bags  a  hidden  fee  over 
and  above  the  stated  base  rate.  Finally,  as 
extra  protection  against  rude  surprises  at 
the  closing  table,  have  the  broker  send  you 
a  confirmation  letter  from  the  lender 
when  you  lock  in  a  rate. 
ASK  FOR  all-inclusive  quotes.  Insist  that  the 
broker  give  you  an  all-inclusive  interest  rate 
that  leaves  you  with  no  fees  to  be  paid  at 
closing,  says  Susan  Woodward,  founder  of 
Sand  Hill  Econometrics  and  former  chief 
economist  for  the  Securities  &  Exchange 
Commission.  You  want  them  to  include 
"every  dime,  every  piddling  little  fee,"  she 
says.  That  means  transfer  taxes,  tide  fees, 
credit  report  fees,  appraisal  fees. 


get  n*  in  writing.  When  all  the  fees  are  rolta 
into  your  interest  rate  they  will  generall 
add  between  0.375  and  0.75  percentag 
points  (on  loans  between  $100,000  an> 
$200,000).  Economist  Woodward  calculate 
that  you  almost  always  come  out  ahea> 
with  closing  fees  tucked  into  the  (no^ 
higher)  rate.  Also,  note  that  you  can  dedu( 
mortgage  interest,  under  both  the  regula 
and  alternative  minimum  tax,  but  not  fee 
if  paid  separately. 

It  helps  to  know  what  a  typical  brc 
ker's  rake-off  is.  According  to  Wholesal 
Access  Research  &  Consulting,  the 
charge  an  average  1.5%  for  a  conven 
tional  loan  and  1.3%  for  a  jumbo  (ove 
$360,000).  You  can  get  other  fee  info  £ 
eloan.com. 

LOOK  FOR  UPFRONT  MORTGAGE  BROKER] 

These  are  people  who  are  most  amenabl 
to  disclosure  and  prior  commitments  i 
writing.  With  the  ebbing  of  refinancing 
brokers  are  hungry  for  clients  and  thi 
may  be  more  motivated  to  be  transpai 
ent  at  the  start.  A  Web  site,  www.mtg 
professor.com,  lists  96  around  the  natio 
who  do  this,  lack  M.  Guttentag,  th 
Wharton  School  professor  emeritus  wh 
runs  the  site,  says  borrowers  who  us 
upfront  mortgage  brokers  correct  a 
informational  disadvantage.  Knowin 
how  brokers  are  paid  gives  borrowei 
more  negotiating  power,  transparent 
and  probably  better  deals,  too.  If  a  lends 
offers  a  rebate,  it  belongs  to  the  borrowe 
unless  otherwise  specified.  I 
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he  pace  of  business  continues  to  accelerate,  spurred 
on  by  rapid-fire  communications  and  transaction  volumes 
that  execute  at  lightning  speed.  Sometimes  it's  hard 
to  tell  whether  communications  systems  are  busier 
moving  transaction  data  around  or  processing 
requests  by  managers  for  more  and  better 
information  about  those  transactions 
and  the  rest  of  their  businesses. 
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Likewise,  business 
information  has  to  be  rapid- 
ly turned  into  the  knowledge  that 
enables  better  decisions,  and  it  can't  just 
be  knowledge  about  what  has  happened  in  the  " 
past.  "Sure,  it's  helpful  to  know  about  what  happened 
last  year,  last  month  and  even  last  Tuesday,"  says  Eleanor 
Taylor,  manager  of  business  intelligence  (Bl)  strategy  at  SAS 
(www.sas.com),  the  leader  in  Bl  and  analytical  software.  "But  the 
really  important  thing  is  to  know  what's  going  to  happen  next." 

For  that  kind  of  foresight,  you  need  the  sort  of  business  ana- 
lytics that  can  sift  through  information  and  figure  out  what  might 
happen  under  a  number  —  perhaps  a  large  number  —  of  possi- 
ble scenarios  and  to  predict  outcomes  with  precision  to  optimize 
performance. 

Pulling  knowledge  out  of  information  is  by  no  means  a  new 
concept.  It  is  the  foundation  of  Bl.  "The  difference  today  is  that 
Bl  is  becoming  a  part  of  everyday  business  life,"  says  Taylor. 
"Soon  Bl  will  be  so  pervasive  that  it  will  be  inherent  in  everything 
we  do." 

Hyperion  Senior  Product  Manager  Colin  Dover  couldn't  agree 
more.  "Business  intelligence  isn't  just  nice  to  have  today,"  he 
says,  "it  is  mission  critical."  Bl  is  so  essential  that  in  order  to  be 
fully  useful,  it  has  to  be  embraced  by  everyone  from  managers 
and  analysts  down  to  the  operating  levels  of  a  business.  "The  fur- 
ther away  we  get  from  the  technology,"  says  Dover,  "the  closer 
we  are  to  the  knowledge  that  can  let  people  know  what's  going 
on  and  what  to  do." 

In  other  words,  once  a  business  intelligence  strategy  is  in 
place,  the  people  using  it  don't  have  to  know  anything  more 
than  that  they  are  getting  information  and  advice  to  make 
decisions.  It  also  means  that  developing  Bl  applications  that 
are  rich  in  business  knowledge  shouldn't  have  to  be  difficult 
either.  Just  as  spreadsheets  and  word  processors  became 
ubiquitous  tools  10  years  ago,  Bl  tools  are  seeing  widespread 
use  today. 

it  doesn't  matter  what  sort  of  business  environment  people 
are  working  in  or  at  what  level.  Business  intelligence  tools  can 
manage  the  information  and  extract  the  knowledge  needed.  The 
same  Bl  tools  that  help  manufacturing  managers  order  the  exact 
parts  to  maintain  a  just-in-time  manufacturing  inventory  can  also 
help  a  marketing  manager  create  the  perfect  targeted  marketing 
program  and  distribute  it  to  the  right  people. 

SAS  and  Hyperion  take  somewhat  different  approaches 
to  Bl  systems,  but  both  are  leaders  with  a  strong  following. 
SAS  systems  have  an  unparalleled  ability  to  gather  data 
from  just  about  anywhere  in  an  enterprise  and  turn  it  into 


"We  like  SAS  because  it  is  the  best  at  what 
does.  It  was  the  only  company  that  couh 
easily  and  quickly  get  us  to  an  advance* 
level  of  understanding  about  ou 
guests.  And  besides,  it  wa 
the  best  value  o, 
the  market 


-  Brent  Pinksto 
Pearl  River  Resc 
CRM  Consulta 


the 

knowledge 
that  everyone  can 
use   to   make  better 
decisions,  faster.  Hyperion's 
strong    suit    is    its  easy-to-use 
Interactive  Dashboards  that  allow  people 
to  create  problem-solving  Bl  environments.  '*'•••.., 
Both  companies  deliver  on  the  Bl  promise  of  telling 
you  what  happened  and  why,  and  what  will  happen  next. 

CASINOS  RELY  ON  SAS  Bl  TOOLS 
FOR  LOYALTY  MARKETING  PROGRAMS 

Casino  resorts  depend  on  repeat  customers  to  sustain  ai 
grow  their  businesses.  Large,  multi-location  casinos  that  a 
well-established,  like  Harrah's,  have  developed  programs  th 
build  a  following  and  keep  customers  coming  back.  "Eigr 
percent  of  our  gaming  business  can  be  tracked  to  our  loya 
programs,"  says  David  Norton,  Harrah's  senior  vice  preside 
of  relationship  marketing. 

Harrah's  systems  are  based  on  business  intelligence  tec 
nology  supplied  by  SAS.  "We  have  to  analyze  our  custome 
behavior,  what  they  did,  where  and  how,  and  then  ma 
predictions,"  says  Norton,  who  adds  that  Harrah's  carefu 
observes  how  well  those  predictions  do.  "We  use  SAS  s^ 
terns  to  track  where  our  customers  have  visited  and  wh 
they  have  done,  and  determine  what  will  bring  them  back." 

Pearl  River  Resort,  located  in  Choctaw,  Miss.,  has  two  L 
Vegas-style  casinos,  a  professional  golf  course  and  a  wa 
theme  park,  all  developed  by  the  Mississippi  Band  of  Choctc 
Indians.  The  resort's  management  wants  to  quickly  develop 
solid,  loyal  guest  base,  and  is  using  SAS  business  intelligen 
technology  to  develop  a  marketing  program  to  do  just  that. 

"We  use  our  system  to  develop  a  complete,  360-degree  vie 
of  our  guests,  then  predict  their  needs  and  behavior,  and  devi 
op  programs  for  them,"  says  Pearl  River  Resort  CRM  consults 
Brent  Pinkston. 

"We  are  sitting  on  a  gold  mine  of  information  about  our  gue:  |j> 
and  prospects,"  says  Jason  York,  director  of  database  market 


JMINATE  BLIND  SPOTS  IN  YOUR  ENTERPRISE  REPORTS 

[By  combining  financial  and  operational  data  with  Hyperion.] 
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HYPERION  BUSINESS  INTELLIGENCE 


The  answers  you're  looking  for  are  inside  your  company.  You  just  haven't  been  able  to  see  them. 
Until  now.  Hyperion  Business  Intelligence  Platform  gives  you  true  performance  visibility  across 
both  financial  and  operational  data.  Answers  are  revealed.  So  are  next  steps.  See  what  happens  when 
you  transform  business  intelligence  into  Business  Performance  Management  at  www.hyperion.com 
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at  Pearl  River  Resort.  That  gold  mine  is  comprised  of  a  wide  vari- 
ety of  information  about  every  customer's  visit,  including  room 
preferences,  favorite  games,  restaurant  choices,  transactional 
histories  and  demographic  data. 

The  data  has  been  stored  in  a  variety  of  systems,  'and  Pearl 
River  Resort  is  using  software  from  SAS  to  gather  the  data  and 
analyze  it.  The  analysis  guides  Pearl  River  in  developing  incentive 
programs  that  work.  SAS®  Marketing  Automation  software  is 
used  to  develop  these  programs  and  target  the  right  people  at 
the  right  time  with  the  right  offer.  "We  use  Bl  software  from  SAS 
to  manage  every  step  of  the  guest  relationship,"  says  Pinkston. 

"We  like  SAS  because  it  is  the  best  at  what  it  does,"  he  adds. 
"It  was  the  only  company  that  could  easily  and  quickly  get  us  to 
an  advanced  level  of  understanding  about  our  guests.  And 
besides,  it  was  the  best  value  on  the  market." 

"We  looked  at  many  vendors  and  evaluated  them  as  business 
partners,  and  selected  SAS  because  of  their  track  record  of  part- 
nering and  growing  with  their  customers,"  says  John  Enriquez, 
Pearl  River  Resort's  vice  president  of  IT  He  adds  that  the  com- 
pany plans  to  use  SAS  beyond  the  marketing  programs  and  to 
use  Bl  systems  to  enhance  its  operational  efficiency. 

THE  HYPERION  DASHBOARD 

Spectra-Physics,  a  division  of  Newport  Corporation  (NEWP),  is  an 
optical  technology  products  company  that  sells  its  high-tech  laser 
gear  to  researchers,  scientists  and  chip  manufacturers.  "Before 
incorporating  the  Hyperion  Dashboard  into  our  business  manage- 
ment, we  were  using  spreadsheets  and  even  older  technology  to 
tell  us  how  to  control  our  parts  inventory  and  materials  supply 
chain,"  says  Mark  Rowell,  director  of  Information  Technology 

The  company  decided  that  the  best  way  to  get  accu- 
rate,  quick  information  that  could  correctly  tell 
them  how  to  manage  their  materials  was  to 
take  a  business  intelligence  approach. 
But  there  was  a  problem. 
"Maybe  the  "We  neec|ed  something 

.  ,  .     . ,  '"*••-..  that  was  easy  for 

best  part  is  that 

users. 

once  our  users  get 
their  hands  on  Hyperion's 
dashboard-building  wizard,  it's 
so  easy  to  use  that  they  start  creating 
their  own  models  that  perform  the 
analyses  the  7," 


says  Rowell,  "because  everyone  was  used  to  basic  deskl 
computing  technology  and  knew  how  to  use  it." 

The  answer  to  both  problems  was  found  in  the  Hyper 
Intelligence  Dashboard  Builder.  Its  interactive  dashboards 
flexible  analysis  and  reporting  tools  that  can  deliver  the  ex 
required  information,  which  enables  high-level  managers 
analysts  to  sift  through  volumes  of  data  and  perform  very  sopl 
ticated  analyses.  "Our  Dashboard  Builder  is  essentially  a  wiza 
says  Hyperion's  Colin  Dover,  "and  it's  pretty  good  at  enabling  c 
users  to  build  meaningful  models  that  deliver  results." 

Today  those  dashboards  enable  Spectra-Physics  supply  & 
managers  to  mine  the  data  stored  in  various  databases,  anal 
it  and  determine  what  to  order  and  when  to  order  it.  The  resu 
a  mixture  of  numeric  and  graphical  reports  that  make  the  proo 
go  more  smoothly  and  more  quickly. 

"Maybe  the  best  part  is  that  once  our  users  get  their  hands 
Hyperion's  dashboard-building  wizard,  it's  so  easy  to  use  1 
they  start  creating  their  own  models  that  perform  the  analy 
they  need,"  explains  Rowell.  That  has  enabled  users  to  create 
hoc  reports  to  deal  with  non-standard  situations.  "As  soon  as 
implemented  dashboards,  we  had  the  information  we  neede> 
a  way  that  was  never  possible  before,"  he  says.  "Users  cc 
generate  the  reports  they  needed,  which  meant  they  didn't  h 
to  go  searching  for  the  data  anymore." 

The  ease  of  implementing  dashboard  reports  also  me 
that  the  staff  has  been  freed  up  to  handle  other  tasks, 
counting  ad  hoc  reports,  Spectra-Physics  now  has  over 
dashboard-created  reports,  and  the  number  is  growing. 

"A  dashboard  can  be  structured  to  keep  a  user  out  of  trout 
adds  Dover.  "It  can  deliver  high  functionality  to  those  who  n 
it,  and  a  low  level  to  those  who  don't."  The  ease  of  implemen  | 
dashboards  is  helping  Spectra-Physics  managers  push  Bl  t< 
nology  down  to  more  operational  levels.  "Our  analytical  cape 
ties  do  not  add  to  a  model's  complexity,"  says  Dover,  "wi 
means  anyone  can  have  a  retrospective  or  a  present  lool| 
things  and  take  a  good  look  forward." 

WEB  DIRECTOlB 

HYPERION  WWW.HYPERION.CC 

SAS  WWW.SAS.CC 


■  Ms  setor  of  Information  Technology,  Spectra-Physics 


SAS  gives  you 
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OWER 
3  KNOW 

SAS"  software  gives  you  the  power  to  know  how  to  leverage  enterprise  data  to  maximize  value, 
minimize  risk  and  optimize  performance.  You'll  get  to  know  your  customers,  markets,  finances  — 
your  entire  business  —  in  a  whole  new  way.  And  gain  the  ability  to  look  forward  using  the  world's 
best  business  intelligence  and  analytics  software.  More  than  4  million  users  at  over  40,000 
locations  —  including  94%  of  the  FORTUNE  Global  500  —  rely  on  SAS  to  increase  profits,  reduce 
costs  and  make  a  recognized  impact  on  business. 


www.sas.com/BeyondBI 
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Protection  Time 

The  new  bankruptcy  law  is  tough  on  debtors.  So 
your  retirement  accounts.  Retitle  your  property. 
Move  to  Florida.  Get  divorced  I  BY  JANET  NOVACK 


Y 


OU  MIGHT  NOT  HAVE  PAID 
much  attention  in  April  when 
President  Bush  signed  a 
rewrite  of  personal  bankruptcy 
laws  long  sought  by  credit  card 
companies.  After  all,  you  pay  your  bills. 
You  have  medical  insurance.  You  make  a 
nice  salary,  and  you  have  a  sue-  or  seven- 
figure  net  worth.  The  changes  couldn't 
affect  you. 

But  they  could — if  you're  a  doctor, 
accountant,  lawyer  or  other  professional 


at  risk  of  a  malpractice  suit;  an  officer  or 
director  of  a  corporation  or  charity;  own 
rental  property;  or  have  a  teenager  learn- 
ing to  drive.  The  fact  is,  anyone  can  get  hit 
with  a  ruinous  legal  judgment.  Moreover, 
many  an  entrepreneur  has  filed  for  a 
Chapter  7  "fresh  start"  personal  bank- 
ruptcy after  personally  guaranteeing 
loans  for  a  can't-miss  venture  that  did. 

In  a  Chapter  7  you  forfeit  all  your 
"nonexempt"  property  and  then  get  to 
walk  away  from  most  of  your  unsecured 


debts,  including  liability  judgment 
resulting  from  negligence.  A  lot  can  b< 
exempt:  your  retirement  accounts;  anc 
depending  on  your  state,  possibly  all  youi 
home  equity,  the  cash  value  of  your  lift 
insurance  and  even  all  your  annuities.  It' 
no  accident  that  residents  of  states  with 
the  most  liberal  exemptions  are  mon 
likely  to  gamble  on  starting  their  owr 
businesses.  (So  says  a  study  coau 
thored  by  Michelle  J.  White,  professo 
of  economics  at  the  University  o 
California,  San  Diego.) 

After  Oct.  16,  however,  if  you 
income  is  above  the  median  for  you 
state — for  a  family  of  four  that' 
$55,000  in  Texas,  $68,000  in  Califor 
nia,  $69,000  in  New  York  and  $87,00( 
in  New  Jersey — you're  likely  to  b 
denied  a  Chapter  7  fresh  start 
Instead,  you  could  be  pushed  into 
Chapter  13  plan  requiring  you  to  us< 
all  your  disposable  income  for  fiv 
years  to  repay  unsecured  creditors 
"Now,"  says  attorney  Jay  D.  Adkisson 
who  coauthored  a  book  on  asset  pro 
tection,  "the  last  place  a  debtor  want 
to  be  is  in  bankruptcy." 

Debtor-unfriendly  changes  rui 
throughout  the  new  law.  Conside 
the  calculation  of  "disposabl 
income,"  supposedly  what's  left  afte 
you've  paid  all  secured  debts  (lik 
your  mortgage)  and  living  expense' 
In  the  old  law  this  was  based  on  you 
actual  costs,  provided  a  judge  foun 
them  reasonable.  In  the  new  lav 
housing  allowances  are  based  o 
Internal  Revenue  Service  standard 
for  each  county.  Should  your  mort 
gage  payment  exceed  the  IRS  housin 
limit — say  you're  paying  $4,00 
monthly  and  the  IRS  number  is  hal 
that— tough.  The  $2,000  difference  wi 
likely  be  counted  as  "disposable"  incom 
and  added  to  what  you  owe  creditor 
each  month.  Alaska  attorney  Thomas  Yer 
bich,  an  officer  of  the  American  Bank 
ruptcy  Institute's  consumer  committee 
says  Congress  meant  to  force  debtors  t 
make  lifestyle  changes. 

We're  not  just  talking  about  givin 
up  eating  out.  There's  no  allowance  i 
Chapter  13  for  repaying  student  loan 
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(which  you  must  do)  or  for  paying  cur- 
rent college  bills.  The  allowable  kinder- 
garten through  12th  grade  tuition  is  just 
$1,500  per  child  per  year.  In  theory  you 
get  to  keep  your  assets  in  a  Chapter  13.  In 
practice  most  affluent  folks  will  end  up 
spending  down  assets,  including  possibly 
exempt  ones,  during  a  five-year  repay- 
ment plan. 

If  your  debts  are  too  large  (more  than 
$922,975  for  a  couple),  you're  not  eligible 
for  Chapter  13  and  get  shunted  to  Chap- 
ter 1 1 .  This  chapter,  used  primarily  by 
businesses,  is  arguably  more  flexible  than 
13,  but  it's  no  refuge  for  the  rich — a  new 
provision  requires  individuals  in  Chapter 


state)  for  at  least  40  months.  The  law  also 
caps  your  homestead  exemption  at 
$125,000  if  your  debt  results  from  securi- 
ties fraud  or  from  a  criminal  act  or  reck- 
less misconduct  that  caused  death  or 
serious  injury  within  the  past  five  years. 
Yet  another  provision  reduces  your 
exemption  if  in  the  ten  years  before  bank- 
ruptcy, you  attempted  to  defraud  credi- 
tors by  liquidating  nonexempt  assets  and 
pumping  the  cash  into  home  equity. 

But  none  of  this  affects  creditor- 
debtor  cases  in  state  courts — which 
means  Florida's  status  as  a  haven  for 
those  ducking  debts  is  secure  so  long  as 
the  shirkers  stay  out  of  federal  bank- 


Florida  and  Texas:  safe  havens  for  deadbeats. 
Both  states  permit  bankrupts  to  keep  all  their 
home  equity  and  all  of  their  annuities. 


1 1  to  put  five  years  of  disposable  income 
into  the  pot  for  unsecured  creditors. 

The  pols  also  squelched  a  bankruptcy 
ploy  that's  been  used  by  high-profile 
debtors:  dumping  your  net  worth  into  a 
mansion  in  one  of  the  eight  jurisdictions 
(Florida,  Texas,  Arkansas,  Iowa,  Kansas, 
Oklahoma,  South  Dakota  and  Washing- 
ton, D.C)  that  exempt  the  dwelling's  full 
value.  Now  you  can't  claim  a  state's  so- 
called  "homestead  exemption"  until 
you've  lived  there  two  years  (up  from  as 
little  as  91  days),  md  your  exemption  is 
capped  at  $125,00u  unless  you  have 
owned  the  hou-        u  nher  in  the  same 


ruptcy  court.  The  Florida  courts  have 
ruled  that  the  state's  homestead  exemp- 
tion applies  even  if  a  debtor  acquires  his 
home  with  "the  specific  intent  to  hinder, 
delay  or  defraud"  creditors.  In  March  a 
Florida  court  protected  the  9,933-square- 
foot  waterfront  manse  owned  by  former 
Conseco  executive  Ngaire  Cuneo.  After 
defaulting  on  loans  she  used  to  buy  Con- 
seco stock,  Cuneo  and  her  husband  sold 
$8  million  in  securities,  took  out  a  $2.45 
million  mortgage  on  their  Connecticut 
home  and  bought  the  Florida  property 
for  $10.2  million. 

Not  ready  to  flee  to  Florida?  Here's 
how  to  protect  yourself  in  this  new  credi- 
tors' world. 
GET  AN  UMBRELLA 

A  retired  attorney  with  a  $4  million  net 
worth  came  to  New  York  lawyer  Gideon 
Rothschild  recently  after  his  wife  was  in  a 
car  accident  and  was  sued  for  $10  million. 
Rothschild  was  dismayed  to  learn  the 
couple  carried  only  $100,000  in  auto  lia- 
bility coverage  and  no  umbrella  insurance 
policy.  "The  first  point  of  protection  is  to 
get  an  umbrella,"  he  says.  "Not  everyone 
needs  to  have  an  offshore  trust,"  adds 
Rothschild,  an  expert  on  offshore  trusts 
and  other  arcane  asset-protection  plan- 
ning strategies. 


An  umbrella  unfurls  when  the  lim 
on  your  homeowner's  and  auto  liabili 
insurance  policies  are  exhausted.  You  c; 
buy  a  $1  million  umbrella  for  under  $2" 
a  year.  An  average  Chubb  customer  pa 
$500  a  year  for  a  $5  million  umbrella  co 
ering  two  homes  and  two  cars.  A  go< 
umbrella  should  cover  you  for  sund 
events  such  as  an  accident  on  rented 
skis  or  liability  while  you  do  volunte 
work.  But  the  list  of  "exclusions" — sti 
that  isn't  covered — in  most  policies  h 
been  growing  for  15  years,  says  Mi 
nesota  agent  Jack  P.  Hungelmann,  auth 
of  Insurance  for  Dummies.  Since  exclusi' 
lists  vary,  shop  around  based  on  yo 
own  risks.  Example:  Most  umbrellas  n< 
exclude  long-term  pollution  damage,  b 
some  still  cover  damage  from  a  sudd 
catastrophe.  Say  your  in-ground  heati 
oil  storage  tank  springs  a  leak. 
STUFF  YOUR  RETIREMENT  ACCOUNTS 
In  one  of  its  few  debtor-friendly  pro 
sions  the  new  law  strengthens  protecti 
for  retirement  accounts.  Any  money  ii 
qualified  retirement  plan,  such  as 
40l(k),  even  one  maintained  by  a  sc 
owner,  is  exempt  in  bankruptcy,  as  is 
money  rolled  from  a  pension  plan  ir 
an  Individual  Retirement  Account  a 
up  to  $1  million  in  regular  or  Roth  I 
accounts.  Previously,  IRAs  and  sol 
owner  plans  weren't  as  well  protected 
bankruptcy  in  all  states.  If  you're  havi 
financial  problems,  keep  making  40 11 
contributions  and  borrow  from  yc 
401  (k)  if  you  have  to — in  Chapter 
repayment  of  a  401(k)  loan  is  ni 
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fur  vehicles  don't  just 
ike  people  to  work, 
ley  put  people  to  work 


■  For  many  Americans,  Toyota  is  more  than  just  a  source 


ansport,  it's  a  source  of  income.  With  our  eight  manufacturing  plants,  sales  and  marketing  operations,  research  and 
ign  facilities,  and  through  our  dealers  and  suppliers,  Toyota's  U.S.  operations  are  responsible  for  more  than  200,000  jobs. 
:  year,  Toyota  team  members  built  more  than  one  million  vehicles  in  the  U.S.*  And  with  two  new  manufacturing  plants 
he  way,  we're  working  to  create  even  more  jobs  and  opportunities  in  the  communities  where  we  do  business. 

i  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  ©2005 
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Asset  Preservatioi 


New  York:  Don't  even  think  of  going  broke  her 
Bankrupts  can  keep  just  $10,000  in  horn 
equity  ($20,000  for  a  couple)  and  only  thos 
annuities  a  judge  finds  they  need  for  support 


treated  as  a  necessary  expense. 

While  the  new  protection  should 
extend  to  an  IRA  inherited  by  a  spouse,  it's 
unclear  whether  it  applies  to  IRAs  inher- 
ited by  a  child,  notes  Boston  trust  lawyer 
and  IRA  expert  Natalie  Choate.  If  your 
child  has  potential  liability  or  creditor 
risk,  leave  the  IRA  in  a  trust.  (This  gets  a 
bit  tricky:  A  trust  can  extend  an  IRA's  tax 
deferral  and  stretch  out  distributions,  but 
only  if  all  beneficiaries  are  individuals 
and  only  for  the  life  expectancy  of  the 
trust's  oldest  beneficiary.) 

What  if  you're  fending  off  creditors  in 
state  courts?  Federal  pension  law  protects 
all  but  solo-owner  pension  plans;  IRA 
protection  depends  on  state  law. 
FUND  EDUCATION  ACCOUNTS 
The  new  law  also  creates  an  exemption 
for  funds  put  in  a  529  college  savings  plan 
at  least  two  years  before  you  file  for  bank- 
ruptcy, so  long  as  the  beneficiary  is  a  child 
or  grandchild.  Remember,  however,  that 
if  you're  fending  off  creditors  in  a  state 
court,  state  laws  apply,  and  they  may  not 
give  as  much  protection.  So  when  a  cou- 
ple contributes  to  a  529,  if  one  spouse  is 
less  likely  than  the  other  to  be  sued,  the 
low-risk  partner  should  be  named  the 
account's  "owner." 
LIMIT  YOUR  BUSINESS  RISKS 
If  you  run  a  small  business  or  are  self- 
employed,  insure — and  incorporate.  If 
your  part-time  delivery  man  hits  a  pedes- 
trian, then  a  corporate  shell,  such  as  a 
limited  liability  company,  can  provide  an 
extra  layer  of  protection  for  your  personal 
assets.  If  you  own  several  rental  proper- 
ties, consider  holding  each  in  a  separate 
LLC.  Warning:  A  shell  won't  protect  you 
from  liability  for  your  own  negligence — 
say,  as  the  architect  of  a  building  that  falls 
down.  That's  why  errors  and  omission 
insurance  is  a  good  idea  even  though  it 
can  cost  thousands.  (Check  your  profes- 
sional association;  some  offer  attractive 
group  rates.) 

Do  you  occasionally  conduct  your 
business  from  your  home?  Try  to  get  a 
business  "endorsement"  for  your  home- 
owner's and  umbrella  policies.  Other- 
wise, if  a  FedEx  man  or  a  client  slips  on 
your  steps,  your  insurer  is  likely  to  say  you 
aren't  covered.  And  if  you're  an  employee 


who  sometimes  telecommutes,  get  an 
"incidental  occupancy"  endorsement;  it 
might  add  $20  to  your  premiums,  insur- 
ance agent  Hungelmann  says. 

Finally,  keep  your  business  and  per- 
sonal debts  separate:  Don't  use  your 
"small  business"  credit  card  for  personal 
expenses,  and  if  you  tap  your  home 
equity  to  fund  your  business,  keep 
records  showing  where  the  money  went. 
Why?  The  provision  in  the  new  law  deny- 
ing a  Chapter  7  fresh  start  to  families  with 
above-median  income  seems  to  apply 
only  if  what  you  owe  is  primarily  "con- 
sumer debt."  If  your  debts  stem  mainly 
from  business  borrowings  or  a  malprac- 
tice award,  you  should  be  able  to  use 
Chapter  7,  says  attorney  Yerbich.  Credi- 
tors may  well  fight  this  line  of  reasoning, 
but  it's  worth  a  shot. 
BRUSH  UP  ON  YOUR  STATE  LAW 
Get  to  know  your  state's  exemptions  and 
property  laws  (summaries  of  each  are  at 
assetprotectionbook.com);  this  arcane 
stuff  could  dramatically  affect  how  you 
hold  and  title  your  assets  and  even 
whether  you  buy  term  insurance  or  invest 
in  a  whole  life  policy.  Example:  Illinois' 
homestead  exemption  is  a  miserly  $7,500, 


but  you  can  protect  the  entire  cash  valu 
of  life  insurance  and  annuities  so  long  £ 
the  beneficiary  is  a  dependent.  Marylan 
has  no  homestead  exemption  whatsoeve 
yet  it's  one  of  the  states  allowing  you  t 
hold  property  as  "tenants  by  the  entirety. 
Generally,  creditors  of  just  one  spou;- 
can't  reach  property  titled  this  way. 
TRANSFER  ASSETS  EARLY 
The  best  time  to  transfer  assets — perhap 
to  your  spouse,  kids  or  a  family  partnei 
ship — is  before  you've  been  sued  c 
threatened  with  a  suit.  Otherwise  a  cou: 
might  decide  you  intended  to  stiff  cred 
tors,  brand  the  transfer  "fraudulent"  an 
reverse  it.  The  new  law  encourages  judg< 
to  look  back  at  transfers  for  longer  per 
ods  before  a  bankruptcy  filing.  One  sec 
tion  even  creates  a  special  ten-year  loot 
back  for  transfers  to  certain  trusts  yo 
create  for  yourself.  Since  1997  seve 
states,  with  Alaska  and  Delaware  in  tr 
forefront,  have  passed  laws  protectin 
assets  in  such  "self-settled  spendthrift 
trusts  from  creditors.  What's  unclear 
how  well  these  trusts  protect  assets  for  tr 
out-of-staters  who  use  them.  Better  1 
transfer  assets  into  a  straightforward  tru 
for  the  kids  and  grandkids  and  to  do  it ; 
part  of  your  estate  planning. 
UNHITCH 

Under  the  new  law  even  if  only  or 
spouse  files  for  bankruptcy,  the  other 
future  earnings  can  still  be  at  risk.  Say  or 
spouse  supports  the  family  with  a  jol 
while  the  other  runs  a  struggling  bus 
ne'ss.  If  the  entrepreneur  goes  bankrup 
some  of  what  the  solvent  spouse  spent  c 
the  family  is  imputed  as  income  to  tr 
bankrupt  one.  That  could  make  the  banl 
rupt  spouse  ineligible  for  a  Chapter 
fresh  start  and  boost  the  amount  he  mu 
pay  each  month  for  five  years  in  Chapt> 
13.  The  cold-hearted  solution:  Before  fi 
ing  for  bankruptcy,  file  for  a  divorce. 
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It's  swim  or  swim. 


UARANTEED  INCOME  FOR  LIFE  When  you  retire,  you're  not 
'out  to  sit  on  the  sidelines.  Your  MetLife  advisor  can  show  you  how  you  can 
ijntinue  to  do  the  things  you  love  with  an  annuity  that  offers  you  a  safe  and 
ipure  income.  So  you'll  enjoy  financial  freedom  to  explore  all  life  still  has  to 
lee  For  more  information,  call  1-800-MetLife  or  visit  metlife.com 

ave  you  met  life  today? 


MetLife 
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Power  Failure 

Certain  investors  think  there  is  money  to  be  made  from 
perpetual  motion  machines.  Evidently  there  is  one  of  these 
characters  born  every  minute  |  BY  MICHAEL  MAIELLO 


sewar 


DENNIS  LEE'S  PREY  INCLUDE: 
environmentalists  who  want  a 
nonpolluting  energy  source; 
religious  devotees  who  believe 
in  his  Bible-quoting  rhetoric; 
conspiracy  theorists  who  believe  that 
powerful  forces  in  government  and  big 
business  seek  to  control  world  commerce; 
and  working  people  who  think  that  a 
home  business  might  be  a  good  way  to 
augment  their  income.  All  have  fallen 
under  the  sway  of  this  graying,  sometimes 
wild-eyed  man  of  59  the  founder  of  an 


assortment  of  enterprises  with  names  like 
Better  World  Technologies.  Lee,  if  you 
believe  him,  has  a  way  to  create  electricity 
without  burning  fuel. 

There's  a  disreputable  term  for  what 
Dennis  Lee  purports  to  have  discovered — 
disreputable,  at  least,  among  engineers:  per- 
petual motion  machine.  It's  a  device  that 
creates  energy  out  of  nothing.  The  laws  of 
physics  say  that  no  such  machine  is  possible. 

But  there's  a  physics  ignoramus  born 
every  minute,  and  so  Lee  has  made  quite  a 
business  out  of  developing  this  machine. 
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$50,000  to  buy  dealerships  to  suppo 
him.  These  dealerships  are  home  bus 
nesses  peddling  products  like  magnet 
laundry  devices  that  supposedly  elimina 
the  need  for  detergent,  a  vibration-fre 
jackhammer  and  a  paint-on  flame-resi: 
tant  coating.  All  of  these  are  meant  to  sup 
port  the  development  of  Lee's  free-energ 
device.  People  who  buy  dealerships  an 
entitled  to  free  energy,  once  Lee  complete 
development  of  the  technology.  The  ide 
is  that  they  can  use  the  energy  to  lowe 
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American  Century  Equity  Income  Fund 

***** 

5- Star  Overall  Morningstar  Rating™ 

(Rated  among  796  Large  Value  funds  as  of  3/31/05.  Overall  Morningstar  Ratings  are  based  on  risk-adjusted 
returns  and  reflect  the  weighted  average  of  the  fund's  3-,  5-,  and  10-year  rankings,  as  applicable.) 

MONEY" magazine's  "MONEY  100"  four  years  in  a  row 

(2001, 2002, 2003,  2004) 

USA  TODAY  "Mutual  Fund  All-Star" 

;  ;  (3/14/05)  - 


Smile  if  you  own  it.  Call  if  you  don't. 


The  Equity  Income  fund  has  received  high  marks  from 
rningstar.  It  has  earned  praise  from  MONEY  magazine  and 
A  TODAY.  It  has  a  solid  track  record  versus  the  S&P  500. 

And  it  has  done  all  this  while  remaining  one  of  our  more 
lservative  equity  offerings.  Its  managers  use  a  disciplined 
)roach  to  find  dividend-paying  companies  that  are  presently 
iervalued.  This  strong  income  objective  is  designed  to  bring 
idy  returns  in  different  market  conditions.  So  it's  been  a  great 
ice  for  investors  looking  for  performance  with  less  volatility 
The  experts  have  made  their  call.  It's  time  you  made  yours. 


Duration 

Equity  Income 

(TWE1X) 

S&P  500 

lYear 

10.69% 

6.69% 

5  Years 

12.62% 

-3.16% 

10  Years 

14.20% 

10.79% 

(Average  annual  total  returns  as  of  3/31/05) 
Data  presented  reflect  past  performance.  Past  performance  is  no 
guarantee  of  future  results.  Current  performance  may  be  higher 
or  lower  than  performance  shown.  Investment  returns  and  prin- 
cipal values  may  fluctuate,  and  redemption  value  may  be  more 
or  less  than  original  cost.  To  obtain  performance  data  current  to 
the  most  recent  month  end,  please  call  1-877-442-6236  or  visit 
americancentury.com.  Performance  reflects  Investor  Class  shares. 
Data  assume  reinvestment  of  all  dividends  and  capital  gains. 
Mutual  funds  are  subject  to  market  risk,  and  results  may  be 
negative  for  more  recent  periods. 


Call  1-877-442-6236  or  your  investment  professional. 


should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully 
ne  you  invest.  The  fund's  prospectus,  ivhich  can  be  obtained  by  calling  1-877-442-6236, 
tains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing 

lion  on  the  "MONEY  100"  list  is  based  on  average  annual  total  returns,  as  well  as  the  publication's  opinions  regarding  the  fund's  management  team. 

JrODAY  s  2005  Mutual  Fund  All-Stars  are  chosen  from  among  diversified  U.S.  stock  funds  open  to  new  investors  that  have  demonstrated  above- 
he  performance  within  their  categories  and  maintained  the  same  manager  for  the  last  five  years.  In  addition,  a  fund  with  three-year  performance  in 
mom  20%  of  its  category's  average  cannot  be  considered  for  inclusion. 

l&P  500  Index  is  a  capitalization-weighted  index  of  500  widely  traded  stocks.  Created  by  Standard  &  Poor's,  it  is  considered  to  represent  the 
tmance  of  the  stock  market  in  general.  It  is  not  an  investment  product  available  for  purchase.  S&P  500  data  provided  by  Upper,  Inc. 

ich  fund  ivith  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating-  based  on  a  Morningstar  Risk-Adjusted  Return  measure 
f counts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees),  placing  more  emphasis  on 
ifvard  variations  and  rewarding  consistent  performance.  Hie  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the 
|5%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  I  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within 
I  j  ale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  a  fund  is  derived 
r  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  Tlic  fund  had  the 
mng  ratings  for  the  3-,  5-,  and  10-year  periods,  respectively:  Equity  Income  fund  5, 5,  and  5  out  of  796, 562,  and  249  Large  Value  funds. 

I  ican  Century  Investment  Services,  Inc.,  Distributor. 
1 1 5  American  Century  Proprietary  Holdings,  Inc.  All  rights  reserved. 
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their  own  electric  bills  or  to  attract  cu 
tomers  to  the  Lee  product  line. 

This  operation  has  some  scope.  Lee  he 
bought  ads  in  USA  Today  and  has  cor 
ducted  two  national  tours,  showing  h 
wares  to  thousands  of  people  in  every  stat 
He  claims  he  once  had  a  net  worth  of  $5 
million  and  that  he  has  employed  hundrec 
of  people.  He  is  still  active  despite  the  e 
forts  of  attorneys  general  around  the  coui 
try  to  put  a  stop  to  his  endeavors. 

In  1988  California  prosecutoi 
charged  him  with  committing  47  crim 
nal  and  civil  violations  in  overstating  tr 
energy-saving  potential  of  an  electric  he 
pump  he  was  selling.  Lee  pleaded  guilt 
to  eight  charges  and  spent  two  years  i 
prison.  He  has  turned  the  episode  into 
badge  of  honor — proof  of  how  the  stai 
tramples  the  rights  of  innovative  citizen 

Lee  claims  to  have  a  motor  that  pu 
out  five  times  as  much  energy  as 
needed  to  run  it.  He  also  claims  to  have 
generator  that  is  100%  efficient.  The  pu; 
ported  generator,  by  itself,  is  not  far  froi 
being  credible;  powerplant  generators  i 
use  today  turn  98%  of  the  input  on 
shaft  into  electricity.  What's  awesome 
what  you  get  when  you  connect  the  ger 
erator  to  the  motor.  Since  only  a  fifth  < 
the  generator's  output  would  be  used  1 
run  the  motor,  the  balance  would 
available  as  free  electricity. 

Awesome,  at  least,  to  the  sort  of  peop 
who  attend  Lee's  seminars.  Any  enginei 
would  double  over  with  laughter. 

Though  Lee  says  he  could  hook  h 
two  inventions  up  to  make  free  electricit 
he  also  says  he  hasn't  done  it.  "If  I  did  c 
that,  I'd  have  to  tell  you  I've  done  tha 
because  God  hates  a  liar,"  he  says,  an 
he's  not  ready  to  reveal  the  technoloj; 
until  July  4, 2005.  All  he  needs  are  1.6  mi 
lion  people  to  pack  two  football  stadiun 
in  every  state  in  the  U.S.  to  serve  as  wi 
nesses  and  to  ensure  his  safety  from  tr  ■ 
government  and  industry  barons  wh 
would  no  doubt  want  to  stop  him. 

It's  a  promise  he'll  never  have  to  kee 
and  not  just  because  the  logistics  of  org; 
nizing  100  events  for  1.6  million  people  i 
50  states  on  the  same  day  give  him  plen 
of  excuses.  He  and  his  associates  have  bee 
permanently  banned  from  performir 
free-energy  demonstrations  in  Main 
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Soakin'  up  the 
money:  photo  of 
Dennis  Lee  from  his 
book  The  Alternative. 


Kentucky,  Idaho  and  Tennessee.  Even  if 
Lee  had  something  to  show,  it's  doubtful 
that  he  could  resolve  all  his  legal  problems 
iin  time.  (He  says  1.6  million  witnesses 
,anywhere  will  suffice.) 

Lee's  dealerships,  along  with  some 
j^enny-ante  operations  like  selling  videos 
[ind  books  about  his  free-power  miracle, 
have  kept  him  going  for  nearly  two 
decades.  He  claims  that  he  hasn't  sold  a 
new  dealership  since  1990,  when  he  sold 
|:he  last  of  the  original  2,000,  which  went 
| or,  at  most,  $  1 ,000  each.  Now,  he  says,  he's 
merely  a  broker  for  existing  dealers  who 
Ivant  to  sell.  His  claim  is  impossible  to  ver- 
i  fy  because  he  won't  tell  a  new  buyer  who 
:  he  seller  is.  The  old  dealers  want  to  remain 
unonymous,  he  says,  out  of  fear  of  govern- 
ment or  energy  industry  reprisals. 

Cynthia  Luques,  a  high  school  English 
ieacher  from  Clifton,  N.J.,  paid  $25,000 
lor  her  dealership  in  2001.  She  had  sec- 
ond thoughts.  Among  other  things,  she 
yas  miffed  to  hear  that  other  buyers  had 
i>aid  $10,000  for  dealerships  purchased 
i,round  the  same  time.  Lee  replied  that 
ealerships  sold  for  between  $500  and 
j  100,000.  "Some  paid  $10,000  and,  like 
j  4s.  Luques,  are  tired  of  waiting  for  us  to 
nake  them  rich,  and  just  getting  out  with 
heir  money  back  looks  good  to  them 
I  ow.  There  is  nothing  we  can  do  about 
Jtiat,"  wrote  Lee  to  Luques'  attorney. 

Lee  offered  to  sell  her  dealership  for  a 
j  0%  commission  but  never  followed  up. 
jiuques  says  she  couldn't  take  her  claim 
Ijny  further  because  "there's  so  much 
hystery  and  confusion  when  you  deal 
,'ith  Dennis  that  I  didn't  have  the  money 


Saving  for 
twirls'  college. 


to  pay  a  lawyer  to  figure  it  all  out." 

Unhappy  dealers  have  had  a  difficult 
time  organizing  against  Lee.  Partly  this  is 
because  they  have  little  contact  with  one 
another.  When  they  do  get  together  for 
meetings,  says  Peter  Sullivan,  a  63-year- 
old  from  New  Milford,  N.J.  who  bought 
his  dealership  in  the  late  1980s  for  $500, 
Lee  hogs  the  stage  and  talks  for  hours. 
"You  don't  talk  to  each  other,  you  don't 
interact,"  Sullivan  says.  "We  would  have 
meetings  in  the  bathroom." 

Eric  Krieg,  cofounder  of  the  Philadel- 
phia Association  for  Critical  Thinking,  a 
society  of  amateur  debunkers,  has  started 
bringing  dealers  into  contact  with  one 
another.  Krieg,  a  46-year-old  electrical 
engineer  who  works  for  JDS  Uniphase, 
started  an  anti-Lee  Web  site  after  taking 
in  one  of  Lee's  gala  events  in  Philadelphia 
in  1996.  Since  then  he's  met  former  deal- 
ers who  claim  losses  of  $10,000  each  and 
one  man  who  mortgaged  his  home  to 
invest  $30,000  with  Lee.  Last  year,  with- 
out the  aid  of  a  lawyer,  Lee  sued  Krieg  in 
New  Jersey  district  court,  demanding  $  1 
million,  accusing  Krieg  of  stalking  and 
libeling  him.  Krieg  is  fighting  the  suit. 

Losing  the  suit  would  hardly  be  trau- 
matic for  Lee.  He  doesn't  take  setbacks 
lying  down.  If  states  should  ban  his 
shows,  he  argues,  it  would  be  to  protect 
the  energy  companies.  "I  have  had  my 
brains  beat  out  by  people  like  you  for  30 
years,"  he  says,  referring  to  this  article. 
"All  the  power,  and  you  still  haven't 
stopped  anything  from  happening. 
Because  ultimately  it's  going  to  happen." 

Wanna  bet?  F 
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You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 
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Steve  Schubert 
played  pro  football 
before  owning  an 
AF2team. 


Play  for  Keeps 

Watching  football  is  even  more  exciting  when 
you  own  the  team  |  BY  EMILY  LAMBERT 


I T'S  BEEN  25  YEARS  SINCE  STEVEN 
Schubert  played  pro  football.  But  with 
his  new  team  the  excitement  floods 
back.  The  former  Chicago  Bears  wide 
receiver  turned  UBS  vice  president 
hangs  out  in  the  players'  locker  room  and 
travels  to  stadiums  across  the  country.  Even 
better,  there  were  no  knee  operations,  bro- 
ken noses  or  concussions  this  year — not  for 
him,  at  least.  Such  are  the  joys  of  owning 
the  Manchester  (New  Hampshire)  Wolves, 
a  minor  league  football  team.  "At  28, 1 
loved  playing,"  says  Schubert.  "At  54, 1  like 
owning  better."  Profits  are  a  bit  sketchy  in 
this  business,  but  if  you're  having 


fun,  maybe  they  don't  matter. 

Schubert  cannot  afford  a  major 
league  team.  The  least  valuable  one  in  the 
National  Football  League,  the  Arizona 
Cardinals,  is  worth  $552  million  by  the 
estimate  of  this  magazine.  One  step  down 
in  glamour  is  the  Arena  Football  League, 
a  collection  of  17  pro  teams  that  trade 
hands  at  much  lower  prices.  A  sale  of 
AFL's  Kansas  City,  Mo.  team  is  likely  to  be 
announced  any  day  at  a  price  near  $18 
million.  If  you  have  that  kind  of  money, 
you  can  rub  shoulders  with  AFL  team 
owners  like  Jon  Bon  Jovi  and  Dallas 
Cowboys  owner  Jerry  Jones. 


^^^^ 


Two  steps  down  from  the  NFL  is  th 
AFL's  five-year-old  minor  league,  AF: 
Schubert  and  eight  other  businessme 
paid  $1  million  for  the  Wolves  tw 
years  ago. 

Arena  football  is  played  indoors  o 
miniature  fields  of  artificial  turf  wit 
eight  players  per  team  on  the  field.  At  5 
yards  by  85  feet,  minifootball  has  dimen 
sions  half  those  of  the  NFL;  goalposts  ar 
half  as  far  apart  as  in  the  NFL,  though  th 
crossbar  is  50%  higher  at  15  feet.  Net 
hang  at  either  end  zone,  and  a  footba 
can  bounce  off  them  and  remain  in  pla; 
Because  of  the  shorter,  narrower  fiek 
games  are  faster  and  higher-scoring  tha 
in  the  NFL,  with  more  crowd-pleasin 
hits.  The  AF2  season  of  16  regular  seaso 
games  runs  from  April  to  July. 

Potential  AF2  owners  have  to  pay 
$20,000  application  fee  and  show  at  leas 
$5  million  net  worth  and  another  $1  mi] 
lion  in  liquid  assets.  Annual  operatin 
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What  do  you  want?  The  Power  of  the  Pyramid5""  can  help  get  you  there. 

Investing  is  a  personal  thing,  because  only  you  know  what  you  want  and  when  you  want  it.  But 
Transamerica  knows  how  to  help  you  get  it.  Transamerica's  variety  of  financial  services  and  products 
can  be  tailor-made  with  one  thing  in  mind — helping  you  get  what  you  want. 


Contact  your  financial  professional,  or 

2a\\  1-800-PYRAMID 
yvww.transamerica.com 
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The  Power  of  the  Pyramid 
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ew.York,  insurance  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY.  Insurance  products  underwritten  by  Transamerica 
:identai  Life  Insurance  Company  and  its  affiliates  outside  New  York.  Not  available  in  all  states.  Transamerica  companies  are  members  of  the  AEGON  Group,  ■ 


budgets  run  between  $650,000  and  $1 
million.  (In  the  parent  Arena  League, 
budgets  average  $5  million,  and  the  net 
worth  requirement  is  $60  million.)  You 
have  to  find  an  arena,  ideally  one  that 
seats  5,000  to  10,000  fans,  and  your  lease 
payment  will  probably  be  between  $1,500 
and  $7,000  a  night,  depending  on  what 
youth  sports  and  circuses  you  are  com- 
peting with.  Unless  you've  bought  an 
already  up-and-running  team,  you'll 
also  need  an  85-foot  by  198-foot  swath 
of  appropriately  marked-out  Astro- 
Turf,  two  goalposts,  rebound  nets  and 
rubber  sideline  barriers.  Buy  new  for 
$150,000  or  try  to  get  used  equipment 
if  there's  a  team  closing  down  (as  25 
have  so  far).  The  former  Laredo  (Tex.) 
Law,  which  lasted  one  season,  is  selling 
its  field  for  $100,000. 

Other  costs:  $40,000  a  year  for  a 
coach,  19  or  20  players  at  $200  apiece 
per  game  plus  a  $50  win  bonus,  plus 
staff  for  marketing,  ticket  sales  and 
operations.  Salaries  are  set  and  paid  by 
the  league,  which  also  lets  owners  pro- 
vide housing,  three  meals  a  day  during 
training  camp  and  two  meals  daily 
during  the  season.  Football  players 
have  big  appetites. 

AF2  owners  are  off  the  hook  for 
health  insurance  but  will  pay  $60,000 
diis  year  for  worker's  compensation  and 
liability  insurance.  (Football  is  a  danger- 
ous sport.  On  Apr.  10  an  Arena  player  in 
Los  Angeles  died  from  spinal  injuries  dur- 
ing a  game.)  Annual  league  fees  for  an  AF2 
team  were  $51,000  last  year. 

You  can  budget  $50,000  to  start  for 
uniforms  and  gloves,  but  the  smart  owner 
shops  around  where  contracts  permit.  In 
L  ^aisiana  Dan  E.  Newman,  president  and 
chief  executive  of  hospital  billing  com- 
pany Aeromedical  Collection  Services, 
spends  20  to  25  hours  a  week  in  the  off- 
season haggling  on  behalf  of  his  Bossier- 
Shreveport  Battle  Wings.  Newman's 
coach  had  used  Riddell  helmets  for  30 
years,  so  Newman  struck  a  deal  with  the 
manufacturer  for  40  new  helmets. 

He  also  negotiated  room  rates  with  a 
Days  Inn  where  he  puts  up  visiting  teams. 
To  keep  his  team's  travel  costs  below 
$50,000,  he  scored  group  rates  on  Delta, 


Continental,  Southwest  and  American.  "I 
spend  a  lot  of  the  off-season  negotiating 
things  like  hotel  accommodations,"  says 
Newman,  who  during  the  season  spends 
40  to  50  hours  a  week  on  team  business. 

How' much  cash  you  spend  on  adver- 
tising depends  on  the  market  your  team 
is  in  and  how  much  you're  able  to  barter. 
Winferd  Medlock,  chairman  of  the  AF2 


Scoreboard 

Here  are  some  top  revenue  sources  and  costs 
for  a  typical  AF2  team,  based  on  2004  season. 
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board  and  owner  of  the  Rio  Grande  Val- 
ley Dorados  in  Texas,  spent  $5,000  on 
television  ads  this  year  but  got  another 
$15,000  worth  by  giving  the  station 
signage,  tickets  and  video  board  promo- 
tions. The  Wolves'  nine  owners  generated 
$500,000  of  team  revenue  by  drumming 
up  business,  a  fair  amount  from  them- 
selves: Five  of  those  owners  made  their 
own  companies  advertisers. 

Concession  revenues  depend  on  what 
you  negotiate  with  the  arena.  Medlock  gets 
25  cents  per  attendee  after  3,500  attendees, 
which  comes  to  $7,000  a  year.  Arenas  are 
usually  more  generous  about  letting  teams 
keep  merchandise  sales.  In  Tulsa,  co-owner 
Paul  Ross  hopes  to  pull  in  $75,000  of  rev- 
enue this  season  selling  replica  Talons  jer- 
seys, T  shirts,  hats  and  footballs. 

About  half  of  revenue  should  come 


 uing 

from  tickets  at  an  average  of  $14.  "If  y< 
do  well  early  with  your  season  ticke 
then  you  have  a  good  idea  of  whe 
you're  going  to  be,"  says  Medlock,  wl 
didn't  quite  match  the  2,300  season-ticl 
packages  sold  last  year  but  plans  to  ma 
it  up  with  walk-ups  and  by  selling 
larger  groups.  His  average  attendance  1; 
year  was  5,475. 

A  winning  team  helps.  So  does  pi 
ing  the  fans  with  autographs  ai 
T  shirts  shot  into  the  stands.  The  Wol\ 
offered  400  fans  free  appetizers  anc 
chance  to  meet  players  at  a  TGI  Friday 
they  bartered  game-time  promotion 
the  food.  Ross  sends  his  masc< 
"Swoop,"  a  goofy-looking  bird  in 
Talons  jersey,  to  schools.  He  has  al 
hired  producers  to  film  a  documenta 
about  the  team  and  the  league.  This  yt 
he  and  co-owner  Henry  Primea 
struck  a  deal  with  Christian  televisi< 
station  KWHB  to  have  all  Tulsa  Talo 
games  broadcast  throughout  most 
Oklahoma.  Financially  the  broadc; 
deal  could  be  a  wash  and  it  may  hi 
walk-up  ticket  sales,  but,  Ross  says, 
wants  to  get  viewers  interested  in  t 
game.  "We  believe  we  will  hook  80% 
those  people." 

AF2  needs  every  fan  it  can  get.  T 
league  is  down  from  34  teams  in  2003 
20  now.  Medlock  says  he  has  seen  own< 
fail  because  they  try  to  run  their  team  li 
they  might  a  bank,  say,  or  a  real  estate  coi 
pany — skipping  the  laborious  promotioi 
work  it  takes  to  win  sponsors  and  fai 
"You  have  to  adjust  your  thinking, 
says.  Schubert's  Manchester  Wolves  turn 
a  slight  profit  in  2004.  The  Battle  Win 
Newman  lost  in  the  low  six  figures  last  ye 
his  first  season  after  buying  the  team  frc 
an  Albuquerque  doctor.  He  won't  be  mc 
specific. 

On  Apr.  9  Newman's  Battle  Wir 
faced  off  against  Ross'  Talons  in  Boss 
City.  It  was  a  slow  night  with  2,000  fa 
looking  like  a  few  hundred  when  spre 
throughout  the  stands.  Score:  Talons  < 
Battle  Wings  51.  Newman  was  disa 
pointed.  "It's  really  no  different  than  losi 
a  deal  in  my  real  business,  you  know?" 
said,  after  he'd  had  a  few  days  to  thinl- 
over.  "A  loss  is  a  loss." 
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Spire  Wars 


The  anthrax  attacks  of  2001  were  brutal  and  deadly. 
The  next  attack  could  be  even  worse.  Are  we  prepared? 
By  Elizabeth  MacDonald  with  Robert  Langreth 


THE  SHORT-LIVED  ANTHRAX  ATTACKS 
that  started  a  week  after  Sept.  1 1  are  still 
shrouded  in  mystery.  Innocuous  white 
envelopes  arrived  by  mail  at  big  media 
companies  and  Capitol  Hill.  Twenty- 
two  people  were  sickened  and  five  died.  "This  is 
next,"  the  letter-writer  warned.  To  date  no  one  has 
been  charged. 

The  next  attack  could  be  far  more  horrific. 
Two  hundred  and  twenty  pounds  of  aerosolized 
anthrax  spores  sprayed  from  a  nondescript  truck 
in  any  U.S.  city  would  wipe  out  anywhere  from 
130,000  to  3  million  people,  the  equivalent  of  a 
hydrogen  bomb.  The  scenario  is  considered  one  of 
the  gravest  bioterror  threats  to  the  U.S.  Victims 
would  be  utterly  clueless.  Anthrax  is  odorless  and 
tasteless  and  produces  early  symptoms  that  can 
dupe  people  into  thinking  they  have  the  common 
flu.  The  inhaled  version  is  usually  fatal.  But  a  vac- 
cine, given  postexposure  in  combination  with  an- 
tibiotics, could  arrest  it. 

In  2004  the  federal  government  allocated 
$5.6  billion  to  Project  BioShield,  an  effort  to  boost 
the  country's  defenses  against  biological,  chemical 
and  nuclear  threats.  Nearly  $1  billion  was  com- 
mitted to  stockpiling  75  million  shots  of  anthrax 
vaccine,  enough  to  inoculate  25  million  and,  hope- 
fully, deter  a  terrorist  biostrike. 

Yet  a  year  after  BioShield  and  four  years  after 
the  envelope  attacks,  the  civilian  stockpile  is  neg- 
ligible. Instead  we  have  a  national  security  effort 
pinned  mainly  on  a  biotech  firm  with  a  checkered 
past  pursuing  an  unproven  vaccine  technology  on 
an  extraordinarily  tight  deadline.  Now  that  firm's 


rival,  the  sole  current  supplier  of  anthrax  vaccine, 
a  product  that  itself  has  been  tarred  as  a  serious 
health  risk,  has  launched  an  intense  lobbying  effort 
to  undermine  its  competitor's  contract,  accusing 
it  of  cozy  ties  with  federal  agencies. 

Congress  is  threatening  to  hold  hearings  on 
the  award.  "It  is  unclear  how  quickly  this  new  vac- 
cine could  be  manufactured.  I  am  especially  con- 
cerned about  potential  delays,"  wrote  Represen- 
tative Bennie  G.  Thompson  (D-Miss.)  in  a  May 
letter  to  the  Department  of  Homeland  Security. 
Senate  Finance  Chairman  Charles  Grassley 
(R-Iowa)  has  fired  off  two  letters  to  Health  & 
Human  Services  demanding  answers,  noting  he's 
"greatiy  concerned"  that  the  government  is  "not 
prepared  to  protect  the  American  people  from  an 
anthrax  attack."  Stewart  Simonson,  an  assistant 
secretary  at  HHS,  recently  admitted  to  Congress 
that  he  remains  unsure  about  the  BioShield  award 
process.  "We're  learning  as  we  go,"  he  said. 

VaxGen,  a  little-known  biotech  firm  in  Bris- 
bane, Calif.,  won  the  $878  million  award,  one  of 
the  largest  government  vaccine  contracts  ever,  to 
make  the  75  million  anthrax  vaccine  doses.  In 
October  2003  VaxGen  was  granted  a  license  to  use 
a  bioengineered  anthrax  vaccine  technology 
developed  by  the  U.S.  Army  Medical  Research  In- 
stitute for  Infectious  Diseases  at  Fort  Detrick,  Md. 
The  vaccine  produced  by  this  technology,  using 
genetically  manipulated  anthrax  cells,  is  thought  to 
be  purer  than  traditional  vaccines  cultured  in  vats 
of  souplike  brews  and  laboriously  filtered. 

"BioShield  was  always  designed  to  bring  in 
new  products,"  says  Dr.  Philip  Russell,  a  former 
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chief  of  U.S.  Army  medical  research  who 
advised  HHS  on  its  biodefense  plans.  "It  was 
not  a  piggy  bank  to  buy  licensed  products." 

But  VaxGen  won't  see  a  nickel  of  that 
money  until  it  delivers  a  working  vaccine. 
VaxGen  has  never  made  a  licensed  vac- 
cine and  is  known  mainly  for  a  failed 
AIDS  vaccine.  Its  accounting  has  been 
such  a  mess  that  Nasdaq  delisted  it  in 
2004  for  not  filing  timely  financial 
reports.  VaxGen  needs  more  cash  to 
deliver  its  first  batch  of  25  million  doses 
by  2006,  as  required  by  contract.  "We're 
not  going  to  let  anyone  down,"  says  Lance 
Gordon,  its  chief  executive. 

Watching  anxiously  from  the  sidelines 
is  VaxGen's  rival,  BioPort,  a 
Lansing,  Mich,  company  that 
has  up  to  now  been  the  gov- 
ernment's sole  anthrax  vaccine 
supplier.  The  company  has  run 
into  serious  criticism  over  the 
quality  of  its  vaccine,  Bio- 
Thrax,  made  using  a  40-year- 
old  process.  Some  450  military 
personnel  have  refused  to  take 
it,  to  the  point  of  being  court- 
martialed  or  jailed.  Soldiers 
have  sued  BioPort  and  the  gov- 
ernment to  stop  a  mandatory 
anthrax  vaccination  program 
for  the  military,  alleging  Bio- 
Port's  vaccine  made  them  sick, 
caused  birth  defects,  even 
killed  some  of  them.  Nevertheless,  in  May 
the  government  ordered  5  million  emer- 
gency doses  of  BioThrax  for  civilians.  The 
company  and  the  Pentagon  insist  it's  safe. 

BioPort  was  stunned  that  VaxGen  won 
the  big  award.  If  VaxGen  delivers,  it  could 
seriously  threaten  BioPort's  rich  defense 
contracts.  Since  1998  BioPort  has  grossed 
$223  million  on  contracts  worth  $500  mil- 
lion. In  an  effort  to  derail  VaxGen,  BioPort 
is  lobbying  Congress  with  a  PowerPoint  pre- 
sentation entitled  "A  Nation  Unprotected," 
attacking  VaxGen's  science  and  credentials. 

BioPort  says  that  VaxGen  could  miss  its 
2006  deadline.  That's  plausible,  given  the 
government's  urgent  demands.  Vaccine 
stalwart  Sanofi-Aventis  dropped  out  of  the 
bidding  for  an  earlier  government  anthrax 
contract.  "The  time  frame  outlined  by  the 
government  for  us  was  not  feasible,"  a 
company  spokesman  says.  One  govern- 


ment report  says  Sanofi  believed  that  earlier 
deadline  could  not  be  met  by  anyone. 

The  government,  says  BioPort,  has  "bet 
the  health  and  protection  of  the  American 
public  on  a  company  with  a  history  of  sci- 
entific failure  and  financial  scandal." 

All  the  squabbling  on  Capitol  Hill  is  be- 
ginning to  get  in  the  way  of  VaxGen's  ef- 
forts. Calling  the  congressional  commotion 
"political  theater,"  Lance  Ignon,  VaxGen's 
spokesman,  says  the  Capitol  Hill  fights 
won't  stop  the  company  but  that  any  hear- 
ing "certainly  unnerves  Wall  Street,  and  it's 
Wall  Street  that's  funding  this  work," 
adding  that  having  to  deal  with  Congress 
"does  create  a  distraction." 


Odorless  and  invisible, 
one  big  cloud  of  anthrax 
could  kill  as  many  people 

as  a  hydrogen  bom] 

€)  
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The  brouhaha  underscores  the  glaring 
cracks  in  the  U.S.  biodefense.  Most  drug 
companies  avoid  the  vaccine  business  like, 
well,  the  plague.  The  market  is  limited,  and 
capital  costs  are  high.  Overdependence  on 
a  botched  influenza  vaccine  from  Chiron 
set  off  a  panic  last  fall.  The  issue  will  only 
worsen  as  Congress  gears  up  for  BioShield 
II  and  a  badly  needed  avian  flu  vaccine. 

BioPort,  which  started  out  as  a  state- 
run  vaccine  lab  in  Lansing,  Mich.,  began 
making  an  anthrax  vaccine  in  the  mid- 
1960s  with  a  formulation  tested  in  a  late- 
1950s  trial  on  1,200  textile  mill  workers 
exposed  to  anthrax.  Though  that  study  was 
inconclusive  about  the  vaccine's  effective- 
ness against  inhalation  anthrax — only  five 
people  in  the  study  got  that  disease — Bio- 
Port says  that  much  research,  including  a 
report  by  the  prestigious  Institute  of  Med- 
icine, has  backed  its  safety  and  effectiveness 


against  both  inhalation  and  cutaneous,  oi 
skin,  anthrax. 

But  the  state  lab  ran  a  filthy  operation 
In  the  1990s  the  Food  &  Drug  Administra- 
tion threatened  to  revoke  its  license,  citing 
numerous  "significant"  violations,  includ- 
ing rusting  storage  freezers,  dirty  equip- 
ment, dead  insects  littering  the  floor  and  i 
failure  to  keep  work  areas  separate  to  pre 
vent  contamination  from  other  vaccines 
Though  the  lab  continued  distributing  vac 
cine  for  the  military,  its  operations  wen 
suspended  by  the  FDA  in  1998.  It  took  fou: 
years  of  renovations  and  upgrades  to  ge 
approval  to  resume  licensed  work. 

While  BioPort  accuses  VaxGen  of  get 

#i  ting  lots  of  help  from  the  gov 
ernment,  it,  too,  has  benefitec 
from  the  kindness  of  bureau 
crats.  The  state  sold  the  lab  fo 
$25  million  in  September  1991 
to  a  partnership  led  by  Fuad  El 
Hibri,  a  former  director  of  Por 
ton  Products,  a  British  vaccine 
maker.  El-Hibri  got  famil 
jfl  friend  William  Crowe,  forme 
chairman  of  the  loint  Chiefs  o 
Staff,  to  join  the  board.  Crow 
got  a  13%  stake  in  the  com 
pany.  The  buyers  paid  jus 
$3.25  million  in  cash,  borrow 
ing  the  rest  mostly  with  inter 
est- free  notes  from  the  state  c 
Michigan.  When  it  got  into  fis 
cal  trouble,  BioPort  got  governmen 
bailouts,  including  multimillion-dollar  con 
tract  increases,  protection  against  produc 
liability  and  the  right  to  sell  its  vaccine  o 
the  private  market.  Since  1988  the  govern 
ment  has  spent  $112  million  on  the  lab. 

The  government  has  continued  to  bu 
BioThrax,  even  though  in  2001  the  FD 
stuck  a  warning  in  the  drug's  packagin 
about  potential  side  effects,  including  lyn 
phoma,  lupus,  multiple  sclerosis,  seizure 
and  even  death.  "Any  other  vaccine  in  th 
civilian  market  with  such  a  comparabl 
bad  track  record  would  have  been  yanke 
in  minutes,"  says  John  Michels,  Jr.,  a  leai 
attorney  for  soldiers  suing  the  military. 

VaxGen  has  a  rocky  track  record,  too. 
began  in  1995  as  a  spinoff  from  Genentecl 
In  1999  it  won  an  $8  million  governmer 
contract  to  test  its  AIDS  vaccine,  but  the  o 
ficial  negotiating  that  contract  for  the  Cer 
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ters  for  Disease  Control  got  in  trouble  for 
simultaneously  talking  to  VaxGen  about  a 
job.  VaxGen  soon  got  in  its  own  trouble  for 
hyping  its  AIDS  vaccine  in  press  releases.  It 
boasted  that  trial  data  showed  its  AIDS  vac- 
cine "is  safe  and  raises  a  powerful  immune 
response  against  HIV."  VaxGen  also  cor- 
rected a  disappointing  sales  estimate  that 
ran  in  Investor's  Business  Daily,  in- 
stead noting  that  "sales  for  the 
first  year  alone  could  total  be- 
tween $500  million  and  $650  mil- 
lion." As  its  stock  rose,  insiders 
started  selling. 

But  in  February  2003  VaxGen 
announced  that  its  AIDS  vaccine 
failed  its  first  big  trial.  A  later  trial 
confirmed  it  was  a  flop.  Investors 
sued,  alleging  executives  knew 
things  were  going  badly  and  had 
tried  to  inflate  VaxGen's  stock 
price.  One  suit  has  been  dis- 
missed, and  VaxGen  has  agreed  to 
settle  a  derivative  action  for 
$500,000  to  cover  attorneys'  fees. 

As  its  AIDS  work  was  blowing 
up,  VaxGen  was  working  to  get  ac- 
cess to  Fort  Detrick's  anthrax  vac- 
cine technology.  It  had  friends. 
VaxGen  Chief  Gordon  is  a  long- 
time acquaintance  of  Philip  Rus- 
sell, the  former  chief  of  Army 
medical  research.  Both  sit  on  the 
board  of  the  Albert  B.  Sabin  Vac- 
cine Institute  in  New  Canaan, 
Conn.  Fort  Detrick  gave  VaxGen 
the  license  to  its  anthrax  technol- 
ogy in  October  2003.  Russell,  then 
an  adviser  to  HHS,  stepped  in  to 
setde  a  fight  between  government 
bureaucrats  over  whether  VaxGen 
would  pay  royalties  to  the  government.  "He 
said,  'Dammit,  I  don't  care  what  you  do, 
but  settle  it — don't  leave  this  company  in 
the  lurch,' "  recalls  Gordon. 

A  year  later  HHS  awarded  VaxGen  the 
BioShield  award.  Gordon  and  Russell 
adamantly  deny  their  relationship  had  any 
influence  on  VaxGen's  selection.  "I 
scrupulously  stayed  away  from  talking  to 
him,  to  the  point  where  I  felt  terrible 
about  it,"  says  Gordon.  The  company  now 
quotes  Russell  in  its  media  kit:  "We  have  a 
lot  of  faith  in  this  vaccine,  and  we  believe 
it's  the  right  way  to  move  forward  to  pro- 


tect the  country  against  anthrax." 

VaxGen  is  now  restating  its  financials 
for  2001  through  2003  but  appears  to  have 
lost  a  cumulative  $173  million  from  the  end 
of  1997  through  2003.  Because  of  the  re- 
statement, VaxGen  hasn't  filed  2004  reports. 
Since  December  2003  it  has  raised  $100  mil- 
lion in  equity  and  convertible  debt  financ- 
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Supplying  the  Stockpile 

The  U.S.  is  counting  on  two  biotechs  for  a  vaccine. 


VaxGen 


rPA  102 


BioPort 


BioThrax 


 COST  PER  DOSE  

$11.70       $25  on  average 

REGIMEN  

3  shots  over  6  doses  over 
several  months     18  months1 


HOW  IT'S  MADE 


Genetically 
engineered 


Cultured  in 
organic  soup 


DOSES  AVAILABLE 


None  yet 


5  million2 


'BioPort  is  working  to  reduce  that  regimen.  To  be  delivered  to  the  government 
over  the  next  18  months.  Source:  Companies. 


ing  and  brought  in  $101  million  in  earlier 
federal  contracts  to  develop  its  anthrax  vac- 
cine. It  says  it  has  $55  million  in  cash. 

Both  BioPort's  and  VaxGen's  vaccines 
aim  to  spur  the  body  to  generate  antibod- 
ies against  the  lethal  bacterium.  Bacillus 
anthracis  (anthrax  comes  from  the  Greek 
word  for  coal,  an  allusion  to  the  black  skin 
lesions  of  the  cutaneous  disease)  is  a  natu- 
rally occurring,  spore-forming  bacterium 
that  is  at  least  1 1 ,000  years  old.  On  a  micro- 
scopic level,  anthrax  is  elegant  in  its  sim- 
plicity and  terrifying  in  its  power. 

After  spores  enter  the  body,  they  germi- 


nate into  spaghetti-like  strings  of  bacter 
cells,  which  then  multiply  and  secrete  thrc 
proteins:  protective  antigen,  lethal  factor  an 
edema  factor.  Rings  of  protective  antige 
latch  on  to  the  surface  of  human  cells  an 
bind  to  the  other  two  proteins  to  form  to; 
ins  that  then  bore  inside  the  cell,  causir 
hemorrhaging,  necrosis  (blackened  flesl 
and  death. 

BioPort's  vaccine  uses  filterc 
elements  of  dead  anthrax  bacter 
grown  in  a  soup  of  sugars,  salt 
amino  acids  and  vitamins.  Tl 
company  says  the  vaccine  cor 
sists  primarily  of  protective  ant 
gen,  but  that  it  also  contains  sm; 
amounts  of  edema  factor  an 
other  proteins. 

In  contrast,  VaxGen  uses  g< 
netically  engineered  anthrax  eel 
to  create  a  vaccine  containir 
only  the  protective  antigen.  Tl 
company  believes  that  antibo< 
ies  to  this  protein  are  all  that 
needed  for  immunity.  Tl 
recombinant  manufacturir 
process  allows  for  high  volum 
of  consistent  medicine. 

VaxGen  is  scrambling  i 
complete  its  clinical  trials  by  tt  *i 
end  of  2006,  but  Gordon  says  th 
by  the  end  of  this  year  it  will  sta 
pumping  out  doses  that  a 
95%  pure,  as  required  by  its  coi 
tract.  Though  the  FDA  won't  r 
view  for  licensing  the  safety  ar 
effectiveness  of  VaxGen's  vaccii 
until  2007,  the  government 
scrutinizing  it,  conferencing  wi 
executives  every  two  weeks. 
After  all  this,  a  prelimina 
trial  of  VaxGen's  vaccine  involving  1( 
human  volunteers  found  that  high  dos 
had  an  immune  response  comparable 
BioPort's  vaccine,  says  a  trial  investigate 
Dr.  Harry  L.  Keyserling,  professor  of  pec 
atrics  at  Emory  University.  (BioPort, 
course,  disputes  this  analysis.) 

The  sad  truth  is  that  we'll  never  know) 
these  anthrax  vaccines  can  defend  us  fro 
a  large-scale  attack — until  one  occui 
Drugmakers  are  prohibited  from  infectii 
people  with  the  deadly  disease  just  to  tes 
vaccine.  If  an  attack  ever  comes,  we  cou 
have  big  problems  on  our  hands. 


1 


166     FORBES.  June  6,  2005 


WE'LL  SECURE  YOUR  BUSINESS 
SO  YOU  CAN  FOCUS  ON  GROWING  IT. 


Small  and  Medium  Business  solutions  from  Trend  Micro. 

Protect  against  viruses,  worms,  spyware  and  spam  with  a  truly  comprehensive 
security  solution.  With  easy  deployment,  easy  management,  and  24  x  7  SMB  LIVE 
support  option,  it's  the  one  solution  you  can  rely  on  to  keep  costs  down  and 

productivity  up  while  you  get  back  to  business. 

Try  a  FREE  evaluation  at 
www.trendmicro.com/en/home/us/smb 
For  more  details,  call  877-268-4847 

option  3,  ID  smb 


'  Micro  Incorporated  All  rights  reserved  Trend  Micro  and  the  t  bail  logo  are  trademarks  or  registered  trademarks  of 
ncorporated  All  other  company  and/or  product  names  may  be  trademarks  or  registered  trademarks  of  their  owners 


TREND 

MICRO 


■ 


Looking  for  one  of  these? 


Pick  up  one  of  these 


duPbnt « 

REGISTRY 


A  Rl/YMtN  <iAIJ  HVOPHM  OTUMMM  I V  AIM  VHtS  <>M  1 1  KY(«  MM  V  'HftKMUIIV 


s  duPont  i 

REGISTRY 


^   duPont  ■ 
REGISTRY 

\  HI  ■> >k\  (■  \1  1  I  K>  I*  MM   V  l(  Aft  Mill  l\* 


4 


w.     a  r  u  H  *i  Mi. 


Sctp  kvd*  360  Hern  Conn  The  New  M30' 


SPECIAL  Alleimoikrl  Cdiln 


The  marketplace  magazine  for  buying  and  selling 
luxury,  exotic  and  collectible  automobiles. 
Each  monthly  issue  is  packed  with  thousands  of  cars  for  sale 
along  with  related  products  including  accessories  and 
a  wide  variety  of  products/services  for  the  enthusiast. 
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New  Style,  CLUB  ANA* 


he  First  Internet  Access  Service  for  Transpacific  Flights. 

NA  now  offers  high-speed  Internet  service  on  board  its  transpacific  flights, 
s  ANA@AIR,  with  exclusive  circuits  via  satellite  on  its  state-of-the-art  Boeing  777s. 
assengers  can  access  websites,  intranets  and  send  or  receive  e-mail. 
In  long  flights,  focus  on  business  as  usual  at  your  seat,  for  a  remarkable  increase 
the  efficiency  of  your  trip,  Stay  in  touch  with  the  world  until  you  touch  down, 
■y  ANA  for  your  next  flight  to  Japan  or  other  Asian  destinations. 

*IA@AIR  is  now  available  on  New  York  -  Tokyo  route,  and  is  scheduled  to  expand  successively  to  other  North  American  routes, 
rvice  provided  by  Connexion  by  BoeingSM.  Charges  apply.  Visit  www.fly-ana.com  for  further  information. 

ANAJF 

A  STAR  ALLIANCE  MEMBER 
3n-stop  to  Tokyo  from  New  York,  Washington  DC,  San  Francisco,  Los  Angeles  and  Honolulu.   |   WWW.FLY-ANA.COM    |    I  -  8  0  0  -  2  -  F  LY-  ANA 


THE  FACE  OF  HUNTINGTON'S 

"My  lirtle  girl  begins  and  ends  each  day  with  a  beautiful  smile.  It  helps 
to  ease  the  heartache  of  knowing  that  because  of  Juvenile  Huntington's 
Disease,  she  may  never  get  to  realize  her  dreams.  Sometimes  we  play  a 
game  called  'When  I  grow  up.'  Karli  tells  me  she  wants  to  be  a  teacher 
and  live  in  a  blue  house  on  a  farm  with  lots  of  animals  and  love. 
1  tell  her  my  dream,  too:  that  no  young  girl  or  boy  will  ever 
have  to  suffer  again  from  Huntington's." 

Jane  Mervar  pictured  with  daughter  Karli 


H 


UNTINGTON'S  DISEASE  IS  A  FATAL  ILLNESS  THAT  AFFECTS  ONE  IN  EVERY  10,000  AMERICAN! 


Another  250,000  are  at  risk.  But,  sadly,  this  disease's  disruptive  and  devastating  effects  touch  many  more  live 
Besides  the  emotional  trauma  to  victims  and  their  families,  there  is  a  financial  one,  as  well.  Care  is  costly  ai 
needed  for  many  years.  Please  help  us  ease  the  suffering  and  continue  the  research.  Together,  v 
can  make  this  the  last  generation  with  Huntington's  Disease. 


Huntington's  Disease 
SelSI  Society  of  America 

158;West  29th  Street,  7th  Floor,  New  York,  NY  10001-5300 
Generation  2000:  Fulfilling  the  Promise. 
Gali  800-345-HDSA  (4372)  or  visit  www.hdsa.org 


"It  didn't  seem  to  me  like  any 
[single  company  had  the  stomach 
to  keep  after  the  scum  that  are 
ruining  the  Net  for  the  rest  of  us." 

—  David  Berlind,  Executive  Editor,  ZDNet 


business  professionals  in  charge  of  technology  rely  on  ZDNet  to  deliver  deep 
insight  into  IT  planning,  vendor  consideration,  and  product  selection.  The  site 
offers  dally  news,  white  papers,  Webcasts,  editorial  analysis,  peer  feedback, 
^nd  ongoing  research,  as  well  as  witty  quips  from  our  experts, 

pDNet:  Always  Informative.  Always  Opinionated.  Often  Entertaining. 


Where  Technology  Means  Business 


Itronic 


Medtronic  is  the  world's  premier  maker  of  medical 
devices.  Staying  on  top  can  be  one  ugly  business. 
By  Emily  Lambert 


Wm  I  S  BEEN  A  TOUGH  SPRING  FOR 

I  Medtronic.  In  April  the  giant  Min- 
I  neapolis  maker  of  biomedical  devices 
I  had  to  recall  396  external  defibrillators, 
Wm  the  kind  used  by  paramedics,  on  top  of 
1 ,924  snatched  back  in  February,  after  a 
defect  may  have  "prevented  patient  resus- 
citation" in  eight  cases.  All  that  followed  a 
warning  to  doctors  on  Feb.  10  that  some 
87,000  life-saving  heart  devices — mostly 
implantable  cardioverter  defibrillators,  or 
ICDs,  which  use  batteries  to  shock  an 
abnormally  beating  heart  back  into 
rhythm — were  at  risk  of  losing  power  with- 
out warning.  Eighteen  hundred  Medtronic 
ICDs  had  already  been  recalled  in  April  2004. 

Not  to  worry,  says  Arthur  Collins, 
Medtronic's  chief  executive.  Bum  batteries 
have  affected  only  0.0001%  of  the  most  re- 
cently recalled  ICDs  and  have  been  fixed  on 
recent  models.  "We  feel  better  about  our 
current  product  line  in  the  implantable  de- 
fibrillator area  than  at  any  time  in  the  his- 
tory of  Medtronic,"  he  says. 

The  recalls  have  barely  dented 
Medtronic,  which  leads  nearly  every  mar- 
ket it's  in.  That  includes  pacemakers,  defibs 
and  other  heart-rhythm  products;  spinal 
implants;  and  insulin  pumps  for  diabetes 
patients.  For  ILcal  2s  :>.  ended  Apr.  30,  the 
company  was  on  L  :  to  earn  $2.3  billion 
on  sales  of$10.i  billioi  ip  l*.%and  14%, 
respectively  from  aye;  earlier.  S.G.  Cowen 


medical  technology  analyst  Dhulsini  de 
Zoysa  calls  Medtronic  "visionary." 

Impetuous  also  fits.  To  maintain  its  po- 
sition in  so  many  markets,  Medtronic  has 
repeatedly  engaged  in  unfair  practices,  ac- 
cording to  charges  by  smaller  competitors. 
The  company  is  under  federal  investigation 
for  alleged  kickbacks  to  doctors.  And  its 
contracts  with  hospitals,  encouraging  them 
to  use  Medtronic  devices  over  those  of  com- 
petitors, may  have  endangered  patient  lives 
(see  box,  p.  172).  "We  operate  in  a  very 
dynamic,  changing  global  marketplace," 
says  Collins,  who  points  out  that  rivals  are 
dogged  by  the  same  issues.  "These  factors 
are  just  something  we  deal  with  in  the 
course  of  everyday  business."  Still,  he  insists, 
Medtronic  operates  responsibly. 

This  is  a  brutal  game,  where  a  techno- 
logical twist  can  turn  a  market  on  its  head. 
Last  year  Boston  Scientific  came  out  with  a 
medicated  stent,  used  to  prop  arteries  open, 
and  won  70%  market  share  in  18  days. 
Medtronic,  which  made  the  unmedicated 
kind,  now  has  a  5%  share.  It  will  spend 
SI  billion  this  year  on  R&D,  some  on  its  own 
version  of  the  medicated  stent.  The  com- 
pany has  thousands  of  sales  and  support 
reps,  some  of  whom  can  be  found  in  oper- 
ating rooms  programming  implants. 

Like  its  rivals,  Medtronic  reaches  out  to 
the  medical  community  in  other  ways.  It 
sponsors  fellows,  commissions  research  tri- 


"Something  we  deal  with  in  the 
course  of  everyday  business": 
Medtronic  Chief  Arthur  Collins. 

als,  which  it  pays  doctors  to  run,  and  bad  fa 
training  sessions  where  doctors  who  don 
already  implant,  say,  Medtronic  ICDs  lear  , 
to  do  so.  While  electrophysiologists  an 
heart  surgeons  traditionally  handle  the.' 
implants,  more  general  cardiologists  ai 
doing  them — leading  some  electrophysio 
ogists  to  wonder  if  patient  care  will  suftt 
(along  with  their  own  practices). 

With  intimacy  come  alleged  conflict 
In  March  the  U.S.  attorney  in  Newark,  N| 
issued  subpoenas  to  Medtronic  riva 
Stryker,  Biomet  and  I&j's  DePuy  unit  de 
manding  information  about  payment 
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le  to  orthopedists.  Medtronic  Sofamor 
iek,  its  spinal  division,  is  fighting  a  fed- 
whistleblower  suit  in  Tennessee.  The 
1  is  sealed,  but  it  involves  allegations  of  il- 
I  kickbacks  to  doctors.  Medtronic  de- 
i  any  wrongdoing  and  says  it  is  cooper- 
|g.  Yet  two  months  after  it  received  a 
^rnment  subpoena,  in  November  2003, 
[company  revamped  its  ethics  code  to 
pse  stricter  limits  on  meals,  travel  and 
i.ing  provided  to  health  care  profession- 
|;pecifically  barring  meetings  at  "resort 
pons."  Medtronic  insists  there  is  no 
nection  between  the  two  events. 


The  company  frequently  finds  itself  in 
court.  Like  other  industry  titans  it  has  a  rep- 
utation for  bullying  smaller  competitors. 
Case  in  point:  Endoscopic  Technologies, 
a.k.a.  Estech,  which  makes  equipment  for 
cardiac  surgery.  In  July  2003  Medtronic 
accused  Estech  of  infringing  on  patents 
related  to  a  stabilization  device.  Estech  coun- 
tersued,  claiming  it  had  been  sued  because 
it  refused  Medtronic's  repeated  requests  to 
raise  prices,  including  one  in  March  2003 
when  Medtronic's  then-president  of  cardiac 
surgery  allegedly  threatened  that  "if  Estech 
did  not  agree  to  increase  its  prices  to  match 


the  higher  prices  charged  by  Medtronic, 
Medtronic  would  sue  Estech  for  patent  in- 
fringement"— which  it  did,  four  months 
later.  The  dispute  was  setded  last  October. 

In  another  dispute  CardioVention,  now 
defunct,  says  Medtronic  drove  it  out  of  busi- 
ness. It  sued  in  May  2004,  claiming  breach  of 
contract  and  misappropriation  of  trade  se- 
crets. CardioVention  charges  that  under  the 
pretext  of  a  possible  joint  venture  Medtronic 
was  shown  detailed  information  about  a 
small,  efficient  heart-lung  bypass  system. 
But  Cardio  says  Medtronic  was  simultane- 
ously pursuing  a  competing  product.  News 
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of  Medtronic's  rival  patents  broke  when 
Cardio  was  in  a  late  round  of  financing — 
and  its  lead  investor  backed  out. 
CardioVention  shut  down  in  the  fall  of 
2003.  The  suit  is  in  discovery.  Medtronic 
denies  any  wrongdoing. 

Medtronic  recently  bought  its  way  out 
of  a  legal  headache.  Four  years  ago 
Medtronic  Sofamor  Danek,  the  unit  under 
investigation  for  kickbacks,  sued  spinal  sur- 
geon Gary  Karlin  Michelson  and  Karlin 
Technology,  the  company  he  founded,  after 
he  shopped  around  inventions — threaded 
and  nonthreaded  implants  to  stabilize  spinal 
vertebrae — Medtronic  claimed  to  own  or 
have  exclusively  licensed.  Michelson  spent 
$60  million  of  his  own  to  defend  himself 
and  countersue  with  a  battery  of  accusa- 
tions including  fraud  and  unfair  competi- 
tion. Last  fall  a  jury  found  in  his  favor  and 
awarded  $560  million  in  royalties  and  dam- 
ages. Medtronic  called  the  award  "unjusti- 
fied and  excessive."  But  in  April  it  agreed  to 
pay  Michelson  and  Karlin  $1.35  billion  to 
settle  all  complaints  and  gain  the  patents. 

Restrictive  contracts  Medtronic  makes 
with  hospitals  and  group  purchasing  orga- 
nizations, common  to  the  industry,  have  en- 
raged some  doctors.  For  example,  Provi- 
dence Medical  Center  in  Kansas  City,  Kans., 
and  seven  affiliates,  saved  up  to  $1.5  million 
a  year  by  agreeing  to  try  to  use  Medtronic 
pacemakers  and  defibrillators  90%  of  the 
time.  "We  would  expect  only  a  very  rare  in- 
cidence in  which  a  non-Medtronic  device 
would  be  . . .  implanted,"  James  Paquette, 
the  hospital's  chief  executive,  wrote  in  a  2002 
letter,  shortly  after  the  contract  was  signed. 

In  one  of  those  incidents,  heart  surgeon 
Charles  Sciolaro  says  he  had  a  patient  who 
requested  a  pacemaker  made  by  St.  Jude,  to 
replace  the  aging  model  he  already  had. 
Sciolaro  liked  a  distinctive  feature  that 
would  increase  the  pulse  of  the  heart's  top 
chamber  in  case  of  arrhythmia.  The  patient 
was  in  the  holding  area,  ready  for  surgery, 
when  Sciolaro  learned  that  only  a 
Medtronic  pacemaker  would  be  provided. 
The  doctor  whisked  the  man  25  miles  away 
to  another  hospital  and  installed  the  St  Tude 
pacemaker  Sciolaro  says  since  the  contract 
went  h-So  cfc  he  has  transferred  at  least  a 
dozen  patients  to  other  hospitals  for  non- 
Medtronic  devices. 

Paquette  says  the  hospital  now  make* 
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Unintended 
Consequences 

Could  Medtronic's  hard  sell 
occasionally  hurt  patients? 
Iowa  Health  System,  a  group 
of  II  hospitals,  agreed  to  try  to  use 
Medtronic  pacemakers,  defibrillators 
and  biventricular  devices  (for  abnor- 
mal electrical  contractions  of  the 
heart)  75%  of  the  time  for  annual  re- 
bates of  $750,000  to  $1  million  if  it 
hit  the  target.  The  hospital  couldn't 
resist; 

But,  according  to  a  malpractice 
suit,  at  least  one  of  its  doctors  felt  so 
pressured  to  use  Medtronic  products 
that  he  called  for  an  in-house  ethics 
consultation.  "From  Dr.  [Frank]  Haug- 
land's  perspective,  the  contract  is  un- 
ethical," reads  the  consult. 

Kathleen  Davis,  a  60-year-old 
nurse,  experienced  complications 
after  receiving  a  Medtronic  pace- 
maker. She  says  that  Haugland,  her 
doctor,  was  so  angry  that  he  gave  her 
a  copy  of  the  ethics  report.  After 
undergoing  another  surgery  to 
replace  Medtronic  leads— wires  con- 
necting the  pacemaker  to  the  heart— 
with  ones  from  Guidant,  Davis  sued 
both  the  hospital  system  and  Haug- 
land, charging  medical  malpractice 
and  complaining  that  the  second 
surgery  could  have  been  prevented. 
Iowa  Health  System  officials  refuse 
to  discuss  the  suit  or  contract, 
though  Dan  R.  McDow,  chief  operat- 
ing officer  of  its  contracting  unit,  says 
doctors  have  the  final  say  about 
patient  care,  "contract  or  not."  Haug- 
land did  not  return  calls,  and  his 
lawyer  declined  comment.  In  court 
Haugland  says  he  met  an  appropriate 
standard  of  care.  Medtronic  is  hot  a 
defendant.  —E.L 


allowances  for  replacement  products  and 
argues  the  contract  lets  Providence  provide 
the  best  care  for  the  most  patients.  "We 
couldn't  leave  that  money  sitting  on  the 
table  it  there  were  no  clinical  reasons  other- 
wise," he  says.  Medtronic  claims  it  doesn't 


force  contracts  on  anyone  and  that  it's  n 
essary  to  trade  lower  prices  to  keep  mar 
share.  "We're  pricing  that  way  to  be  co 
petitive  and  secure  a  portion  of  [hospita 
business,"  says  a  Medtronic  spokesman. 

A  bigger  industry  problem  is  restricl 
contracts  between  devicemakers  and  gr< 
purchasing  organizations,  which  can  ne; 
tiate  on  behalf  of  hundreds  of  hospitals  i 
typically  get  a  3%  cut  of  sales,  if  not  mc 
Two  such  groups — Premier  and  No 
tion — have  been  in  the  crosshairs  of  th 
hearings  since  2002  by  the  U.S.  Senate  Si 
committee  on  Antitrust.  Small  makers 
medical  devices  complain  that  patients  h 
suffered  because  contracts  denied  them 
cess  to  better,  sometimes  cheaper,  produ 
A  handful  of  companies  have  sued  o 
"sole  source"  and  "bundled"  contra< 
among  other  things.  Claiming  "thousai 
of  preventable  infections,  injuries,  disez 
and  deaths,"  Rochester  Medical,  a  sn 
maker  of  catheters  and  urological  device 
suing  Tyco  and  C.R.  Bard,  which  prod 
medical  supplies,  and  Premier  and  No 
tion  for  conspiracy  to  monopolize,  am< 
other  charges.  Masimo,  which  makes  pi 
oximeters  to  measure  oxygen  in  the  bio 
sued  a  Tyco  subsidiary,  Nellcor,  for  ai 
competitive  practices  it  claimed  led  to  pn 
lems,  including  preventable  blindness 
newborns  who  were  deprived  of  Masirr 
technology.  In  March  a  jury  agreed,  di 
ing  Nellcor  for  $420  million. 

Medtronic  doesn't  have  exclusive  a 
tracts  with  the  largest  group  buyers,  bu 
still  does  considerable  business  with  th« 
The  cozy  relationship  isn't  about  to  char 
Senators  from  the  antitrust  subcommil 
introduced  a  bill  to  cap  "administrative  fe 
at  3%  rather  than  abolish  them.  The  grc 
purchasers'  industry  association  opposi 
the  bill,  which  expired.  It  may  be  reint 
duced  this  session. 

In  the  wake  of  recalls  come  lawsu 
Raymond  Manners  had  his  Medtronic  1 
replaced  in  March  after  18  months,  tl 
filed  a  complaint  charging  negligence,  n 
representation  of  risk  and  breach  of  w 
ranty.  His  lawyers  are  seeking  class  stal 
Medtronic  claims  the  case  is  without  me 
The  recall,  its  chief,  Collins,  insists,  wa 
voluntary  and  "very  responsible  mov 
And  just  another  cost  of  doing  business 
an  industry  with  lots  of  sharp  elbows.  I 
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Say  No  To 
China 


■  AM  ( JETTING  TIRED  OF  THE  CHINA  STORY— THE  ONE  ABOUT 
I  the  exporting  machine,  sweatshop  of  the  world,  king  of  toys, 
I  brassieres  and  socks.  The  next  chapter  in  this  story  as  it  is 
I  commonly  told  is  that  China  will  become  an  exporter  of  cars 
I  and  trucks  and  destroy  our  manufacturing  base.  When?  I 
can't  say,  but  a  few  things  are  certain: 

China  can't  do  it  by  itself.  Malcolm  Bricklin,  who  has  had 
some  success  (he  brought  Subaru  to  America)  and  some  failure 
(remember  Yugo?)  talks  about  importing  hundreds  of  thou- 
sands of  Chinese  cars  from  the  tiny  Chery  automobile  company. 
I  say  don't  hold  your  breath. 

With  today's  safety  and  emission  regulations  and  quality 
requirements,  bringing  cars  into  the  U.S.  is  not  a  simple  matter 
of  nuts  and  bolts  and  sheet  metal.  Chinese  parts,  yes,  particu- 
larly cast-iron  parts,  but  finished  vehicles,  unlikely.  China  must 
sharpen  its  automaking  skills  by  importing  technologies  from 
the  West  and  Japan. 

If  you  want  to  see  hypocrisy  in  action,  look  at  some  of  the 
auto  manufacturers  who  talk  of  building  cars  in  China  for 
export  to  other  industrial  nations  but  not  to  their  own. 

DaimlerChrysler's  top  executive  in  China  said  the  German 
company  wants  to  build  Chrysler  products  in  China,  with  its  $2- 
or-less-an-hour  labor,  for  export  to  North  America.  He  wasn't 
talking  about  sending  cheap-labor  Chinese  cars  to  Germany,  just 
to  us.  Good  thing,  too,  because  half  the  Daimler  board  of  super- 
visors in  Germany  represent  labor.  Why  buy  trouble?  Send  those 
cars  to  the  Yanks. 

The  damage  control  bell  rang,  and  the  DaimlerChrysIer 
executives  over  here  jumped  in  and  said  they  aren't  looking  for 
any  small  cars  imported  from  China.  We'll  see. 

Honda,  meanwhile,  is  readying  a  plant  in  China  aimed  at 
building  cars  for  export  to  Europe.  Honda  isn't  building  cars  in 
China  to  export  to  Japan.  Perhaps  the  emperor  would  be 
unhappy  about  Honda's  lack  of  concern  for  the  jobs  of  citizens 
of  the  Land  of  the  Rising  Sun.  So  send  them  to  Europe.  Perhaps 
General  Motors  should  announce  it  will  build  a  car  in  China  for 
export  but  only  to  Japan,  hundreds  and  thousands  of 
them,  very  low  priced.  See  how  they  like  it. 

The  New  York  Times  editorialists  attack  any  I 


thought  of  reprisal  for  the  flood  of  Chinese  goods  as  unfair  to 
China  and  its  workers.  They  always  worry  about  the  foreign  guy, 
never  the  man  in  the  shop  here.  The  editorial  board  knows 
something  about  economics,  and  economists  say  free  trade  is  a 
fundamental  principle. 

You  can't  help  noticing  that  the  folks  supporting  free  trade 
never  have  their  jobs  threatened:  editorial  writers,  economists, 
professors.  I  like  to  imagine  that  the  President  fires  his  Council 
of  Economic  Advisers  and  outsources  the  work  to  China,  India 
or  Taiwan.  Or,  imagine  colleges  replacing  those  two-classes-a- 
week  professors  with  brainiacs  from  India  at  $50  a  class. 

This  is  fantasy.  Right  now  I  would  like  some  fresh  thinking 
on  the  flood  of  goods  pouring  out  of  China.  When  I  went  to 
school,  they  taught  us  that  trade  was  based  on  comparative 
advantage.  The  folks  in  one  place  had  piles  of  coal  and  iron  ore, 
so  they  could  make  steel  cheaply  and  we  would  all  benefit  using 

it.  Other  folks  somewhere  else 


Say the 

government  fires 
its  economists 
and  outsources 
the  work  to 
China,  iefs  see 
how  the  Council 
of  Economic 
Advisers  feels 
about  that. 


had  marshland  and  lots  of 
people,  so  we  would  all  be  bet- 
ter off  eating  their  cheap  rice. 
See,  everyone  had  some  com- 
parative advantage. 

When  I  grew  up  I  discov- 
ered that  sometimes  you 
couldn't  find  a  comparative 
advantage.  The  Japanese  had 
no  raw  materials  or  cheap 
energy.  They  just  worked  hard, 
kept  their  currency  cheap  and 
kept  the  competition  out.  They 
didn't  have  to  worry  about 
defending  the  home  market 
and  could  concentrate  on 
exports.  China's  comparative 
advantage  seems  to  be  having  enough  prison  cells  for  anyone 
who  wants  a  raise  or  a  real  union. 

Maybe  if  the  economists  and  professors  and  editorial  writers 
had  some  foreign  competition,  we'd  get  some  fresh  thinking  on 
this.  That's  all  I  ask. 

Maybe  I'm  just  unwilling  to  face  up  to  the  Chinese  push.  My 
friend,  Michael  Dunne  of  Automotive  Resources  Asia,  the  besl 
China  auto  expert  that  I  know,  says  only  10,114  Chinese  cars 
were  exported  last  year  and  mostly  the  cars  went  to  places  like 
Syria,  Egypt  and  poor  African  states. 

But  he  goes  on:  "If  you  take  a  snapshot  of  China's  industn 
today  and  its  tiny  overseas  shipments,  you  might  conclude  thai 
there  is  little  reason  to  fear  China  as  a  future  export  powerhouse 
But  when  you  consider  the  forces  that  are  transforming  Chine 
into  a  highly  competitive  industry,  you  can  begin  to  appreciate 
the  zealousness  with  which  Mr.  Bricklin  is  pursuing  his  dream. 

Dunne  may  be  right.  But  I  still  don't  expect  to  buy  a  Chinese 
car  here  anytime  soon.  F 


FOrbCS    i  ^erry  ^'mt'  a  '°rmer  Forbes  Senior  Editor,  has  covered  the  automobilf 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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If  you're  looking  for  additional  monthly  income, 


it  helps  to  increase  your  choices. 


Nuveen  Investments,  we  believe  there's  more  than  one  ETF  in  the  sea.  Through  continuous  innovation  and  rigor,  we  strive  to 


vide  you  with  creative  closed-end  ETFs  that  work  to  help  earn  attractive  monthly  income.  What's  more,  our  blends  of  asset 


;ses,  including  income-oriented  stocks  and  bonds,  offer  the  diversity  in  products  that  investors  are,  well,  fishing  for.  As  always. 


e  are  risks  inherent  in  any  investment,  including  the  possible  loss  of  principal.  If  long-term  interest  rates  rise,  the  value  of  a  fund's 


Xfolio  may  decline.  Closed-end  exchange-traded  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 


'estor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  a  prospectus  containing  this  and  other 
lation  about  Nuveen's  funds,  contact  your  advisor  or  Nuveen  at  1-800-257-8787.  Read  the  prospectus  carefully  before  you  invest  or  send  money. 


NUVEEN 


Investments 


Smarter  ways  to  be  conservative! 


WILL  YOUR  COMPANY  BE  ONE  OF  THEM? 

Only  ten  companies-ranging  from  local  mom 
and  pop  businesses  to  multi-national  corpora- 
tions-will be  named  to  the  newest  business 
list  in  the  country-THE  BCA  TEN:  Best  Com- 
panies Supporting  the  Arts  in  America.  This 
Hst,  created  by  the  Business  Committee  for 
the  Arts,  Inc.  (BCA),  the  nation's  oldest  and 
preeminent  business-arts  organization,  will 
debut  this  fall  at  a  gala  event  to  be  held  at  the 
Rubin  Museum  of  Art,  New  York,  NY.  There  is 
still  time  to  nominate  your  company,  or  any 
other,  for  its  exceptional  support  to  the  arts  in 
America.  Visit  www.bcainc.org/thebcaten. 

Deadline:  Thursday,  May  26,  2005,  5:00p.m.  EDT 


sponsors 

Business  Committee 
for  the  Arts,  Inc. 
ORBES  Magazine 


Presenting  Sponsors 

Principal  Financial  Group 
The  First  American 
Corporation 


strategy  Kenneth  L.  Fisher 


Do  Your 
Own  M&A 


STOCKS  MAY  LOOK  EXPENSIVE  TO  YOU,  BUT  THEY  LOOK 
cheap  to  a  certain  class  of  investor  now  avidly  buying 
up  entire  companies.  This  year  through  April,  225 
public  companies  in  the  U.S.  have  agreed  to  be  bought 
out,  at  a  combined  cost  of  $246  billion.  I  am  happy  to 
report  that  several  of  these  deals  were  for  companies  I've  recom- 
mended recently,  like  Archipelago  Holdings  (recommended  Apr. 
18  at  $18,  now  at  $30)  and  Premcor  (Dec.  27,  2004  at  $41,  now 
$65).  Electronic  trading  firm  Archipelago  is  further  discussed  in 
David  Dreman's  column  on  page  180;  Premcor  is  being  bought 
by  Valero,  making  it  North  America's  largest  oil  refinery. 

Most  of  the  acquisitions  are  being  done  by  other  public 
companies:  SBC  is  buying  AT&T,  and  Federated  is  buying  May 
Department  Stores.  But  some  companies  are  going  private.  The 
buyers  are  in  what  used  to  be  called  the  leveraged  buyout  busi- 
ness and  now  goes  by  the  name  "private  equity."  Their  targets 
include  DoubleClick,  Polaroid  and  Toys  "R"  Us. 

Besides  the  takeovers,  we  have  339  companies  in  the  first 
third  of  the  year  that  have  started  programs  to  buy  back  some  of 
their  own  shares.  If  all  of  the  plans  are  completed,  that  will  be 
another  $132  billion  of  equity  taken  out  of  circulation.  Last  year 
total  buy-ins,  among  both  newcomers  to  the  game  and  old  play- 
ers, totaled  $333  billion.  Note  that  these  equity  retirements 
dwarf  the  market  for  initial  public  offerings  (so  far  this  year,  60 
companies  raising  $18  billion). 

What  explains  this  massive  reabsorption  of  equity?  Cheap 
money.  The  average  corporation  can  borrow  ten-year  money  at 
under  6%.  If  your  share  price  is  only  12  times  earnings,  you  pick 
up  8.3  cents  of  earnings  for  every  dollar  invested  in  a  share  buy- 
back.  That  borrowed  dollar  costs  you  only  4  cents  or  so  in  after- 
tax earnings.  The  spread  between  the  8.3  cents  and  the  4  cents 
boosts  the  earnings  per  share  on  the  surviving  shares.  Indeed, 
you  could  buy  your  stock,  cancel  it  and  create  EPS  gains  even  at 
stock  prices  as  high  as  24  times  earnings. 

A  firm  more  interested  in  expanding  than  contracting  can 
buy  another  firm  with  borrowed  money  and  get  the  same 
effect.  All  this  explain  the  feverish  level  of  takeovers.  Half 
the  global  stock  ma.         I  eap  enough  for  this.  The  phe- 


nomenon won  t  go  away  soon. 

Focus  your  investing  now  on  stocks  that  are  likely  to 
bought,  "either  in  takeovers  or  in  buybacks.  The  surest  bets 
companies  with  desirable  strategic  attributes  for  an  acquirer, 
high  market  share,  low-cost  production,  regional  dominance 
brand  name  strength.  Here  are  some  candidates. 

Amcor  (20,  AMCR)  is  Australia's  and  New  Zealand's  lar£ 
packaging  company.  But  it's  also  the  world's  second-largest,  w 
half  its  sales  in  the  U.S.  Trailing  earnings  are  misleadingly  wt 
tied  as  they  are  to  currency  and  restructuring  costs.  But  c 
flow  and  current  earnings  are  strong.  My  guess  for  2005  is  t 
it's  at  ten  times  earnings.  Its  market  cap  of  $4.4  billion  is  a  coi 
size  for  lots  of  acquirers.  While  you  wait  for  a  merger,  you  en 
a  4.4%  dividend  yield. 

Security  is  hot.  Brinks  (32,  BCO)  is  big  in  armored  vehicles, 
freight,  supply  chain  and  logistics  management,  ATM  servici 

currency  and  coin  processi 
and  home  security  in 
countries.  Its  P/E  of  14  me 
an  earnings  gain  for  a  de 
financed  acquirer;  the  bu; 
moreover,   could  proba 
boost  earnings  still  further 
cutting  some  fat.  Were  I 
treasurer,  I'd  buy  back 
company's  stock  before  soi 
one  else  does. 

Mexico's  vertically  ir 
grated  Gruma  SA  de  CV  (8,  GMl 
the  world's  largest  corn  c 
flour  tortilla  producer,  w 
leading  brand  names  like  N 
sion  and  Guerrero.  It  has  d< 
an  awesome  job  selling  out' 
its  home  base.  Today  the  I 
and  Britain  account  for  hal 
sales.  Meanwhile,  innovative  packaging  lets  Gruma  ship  over: 
fresher  goods  with  less  preservatives.  Founder  Roberto  Gonz; 
Barrera  controls  Gruma,  so  it  can't  be  hostilely  acquired,  bi 
he  is  smart  he  will  have  the  company  buy  back  shares  until 
only  ones  left  are  held  either  by  him  or  by  Archer  Daniels  Midi 
(19,  ADM),  currently  a  24%  stakeholder.  Gruma  sells  at  40°/i 
revenue,  80%  of  book  value  and  10  times  2005  earnings.  The 
dividend  yield  is  nice,  too. 

Ditto  for  Ralph  Lauren,  in  control  of  apparel  firm  Polo  R; 
Lauren  (36,  RL).  Its  15  P/E  means  a  share  buyback  boosts  earni 
per  share.  This  is  a  great  company,  with  moderate  growtl 
could  accelerate  to  faster  growth  by  buying  and  improving  ol 
clothing  companies  selling  at  similar  or  lower  valuatic 
Among  these  would  be  Guess  (16,  GES),  Hartmarx  (8,  hmx),  l< 
wood  (25,  kwd),  Oxford  Industries  (37,  OXM),  Philips-Van  Heusen 
pvh)  and  Tommy  Hilfiger  (10, TOM). 


Why  the 
feverish  volume 
in  mergers, 
going-private 
transactions 
and  share 
buybacks?  The 
fact  that  stocks 
are  cheap  and 
money  is  even 
cheaper. 


FOrbCS   I  Kenne,h    Wisher  is  a  Woodside,  Calif.-based  money  mana 
|  visit  his  home  page  at  www.forbes.com/fisher. 
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:  takes  hard  work  to  build  your  wealth, 
/hich  is  the  same  way  we  manage  it. 

j've  done  what  it  takes  to  accomplish  financial  success.  So  while  you  enjoy  what  you've  earned,  we 
ke  sure  it  is  managed  and  protected  for  generations.  Any  financial  advisor  can  oversee  a  portfolio,  but 
>unTrust  we  take  a  more  comprehensive  approach  to  wealth  management.  We  always  factor  you  and 
jr  family's  aspirations  into  every  decision.  We  evaluate  your  current  investment  strategies  and  make 
e  your  retirement  and  the  transition  of  your  business  or  personal  wealth  happen  as  you  envision.  At 
lTrust,  we're  always  looking  beyond  the  obvious  to  get  to  the  answers  people  deserve.  To  see  how, 
tsuntrust.com  or  call  us  at  800.526.1177.  - 


Securities  and  Insurance  products  and  services 

Are  not  FDIC  or  any  other  government  agency  insured 

Are  not  Bank  Guaranteed 

May  Lose  Value 

;t  Private  Wealth  Management  is  a  marketing  name  used  by  SunTrust  Banks,  Inc.,  and  the  following  affiliates.  Banking  and  trust  products  and  services  are  provided  by  SunTrust  Bank,  a 
r  of  the  FDIC  Securities,  insurance  and  other  investment  products  and  services  are  offered  by  or  through  SunTrust  Securities,  Inc.,  a  registered  broker/dealer  and  a  member  of  the  NASD  and 
id  SunTrust  Capital  Markets,  Inc.,  a  registered  broker/dealer  and  a  member  of  the  NYSE,  NASD,  and  SIPC.  SunTrust  Robinson  Humphrey    is  a  service  mark  of  SunTrust  Capital  Markets,  Inc. 
lent  advisory  products  and  services  are  offered  by  or  through  Trusco  Capital  Management,  Inc.,  and  Asset  Management  Advisors,  Inc.,  LLC,  investment  advisors  registered  with  the  SEC. 
.  SunTrust  Banks,  Inc.  SunTrust  is  a  federally  registered  service  mark  of  SunTrust  Banks,  Inc. 
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David  Dreman 


The  Dinosaur 
At  Wall 
And  Broad 


THE  NEW  YORK  STOCK  EXCHANGE  HAS  POSTPONED 
the  inevitable  with  its  plan  to  acquire  Archipelago.  The 
leading  electronic  trading  company  conducts  24%  of 
the  trading  volume  on  Nasdaq  and  a  much  smaller 
percentage  on  the  NYSE.  A  merger  buys  the  exchange 
time  to  continue  its  archaic  specialist  trading  system  for  a  while 
yet,  although  almost  every  other  stock  market  in  the  world  has 
replaced  human  traders  with  computers. 

The  Big  Board's  traders  seemed  cheered  by  their  takeover  of 
the  enemy.  An  NYSE  seat,  which  sold  for  $1.6  million  just  before 
the  Archipelago  news,  leapt  to  $2.4  million  after  it.  The  mem- 
bers will  get  nice  payouts  when  the  exchange,  as  an  outgrowth  of 
the  merger  agreement,  goes  public.  Otherwise,  they  have  no 
right  to  be  happy  about  the  future. 

The  exchange's  traditional  open-outcry  auctions  are 
doomed.  There's  little  doubt  about  what's  ahead.  This  is  a  mat- 
ter of  economics  and  efficiency.  The  plain  fact  is  that  computers 
match  buyers  and  sellers  with  greater  speed,  economy  and 
integrity  than  do  the  floor's  480  specialists. 

Of  course,  the  politically  powerful  specialists  argue  they 
maintain  an  orderly  market  better  than  some  soulless  machine. 
They  use  their  instincts  and  experience,  plus  their  own  capital,  to 
keep  trading  running  smoothly.  The  little  guy,  they  go  on,  gets  a 
better  shake  on  price  from  the  auction  system. 

But  specialists  have  shamefully  used  their  franchise  to  work 
against  both  the  htde  guys  and  the  big  ones  (money  managers). 
Using  their  exclusive  knowledge  of  order  flow  to  wrongfully  pad 
their  profits,  some  specialists  have  frequendy  front-run  both 
buyers  and  sellers.  That  is,  for  their  own  benefit,  the  specialists 
buy  stocks  ahead  of  buy  orders  or  sell  them  ahead  of  sell  orders. 
Such'  actions  do  ,  rovide  better  price  stability  and  liquid- 

ity. They  do  a  lot  to  und<  mine  faith  in  the  auction  system. 

When  the  Wall  umal  wrote  in  April  2003  that  the 

NYSE  was  investigai ::. 
possible  front-runni. 
by  the  seven  largest  spe 


cialist  firms,  the  Securities  &  Exchange  Commission  sent  a  crei 
of  investigators  to  examine  the  case.  The  NYSE,  in  a  statement  i 
the  time,  denied  they  were  investigating  front-running.  Well,  th 
seven  firms  eventually  agreed  to  pay  $247  million  because  the 
had  improperly  profited  at  the  expense  of  investors  throug 
front- running.  And  the  dirt  keeps  coming.  This  spring  15  indi 
vidual  specialists  were  charged  in  criminal  indictments  wit 
making  illicit  trades  at  customers'  expense. 

The  NYSE  says  it  will  crack  down  on  abuses  and  become  fa 
more  vigilant,  by  using  cameras  to  detect  floor  shenanigan: 
Maybe  this  will  work,  but  I'm  doubtful.  After  all,  the  exchange  i 
a  clubby  society  that  thought  nothing  of  paying  Richard  Grassc 
its  then  chief,  $140  million  in  accrued  salary  and  pension.  Whil 
paid  over  several  years,  that  amounts  to  a  huge  chunk  of  th 
NYSE's  $  1  billion  in  annual  revenues. 

Two  years  after  the  pay  package  news  broke,  Grasso  remain 
defiant  about  keeping  the  money,  and  you  begin  to  suspect  he  wi 
outiast  his  critics.  To  the  specialists,  Grasso  was  worth  every  las 
dime  because  of  his  stalwart  defense  of  their  beloved  auction  system 

The  NYSE  may  try  to  con 
vince  investors  it  is  the  heart  c 
capitalism  by  displaying  a  hug 
American  flag  attached  to  th 
Doric  columns  at  its  main  en 
trance.  But  the  Archipelago  dea 
points  to  what  will  happen  at  th  I 
exchange.  Grasso's  successoi 
John  Thain,  is  an  ardent  propo 
nent  of  automated  trading 
which  he  expanded  at  Goldmaj 
Sachs.  Sometime  in  the  next  fev 
years  the  NYSE's  building  will  b 
a  large  museum.  The  brand  will  keep  its  prestige  and  command  siz 
able  listing  fees,  yet  little  else  will  distinguish  it  from  Nasdaq. 

Whenever  the  Darwinian  struggle  ends,  the  winners  will  b< 
both  individual  investors  as  well  as  the  large  institutions  witl 
their  large  trades,  best  handled  electronically.  Current  marke 
worries  have  depressed  the  shares  of  one  set  of  institutions,  bij 
brokerage  firms.  Their  price/earnings  multiples  are  below  when 
they  should  be.  Good  buys  are  waiting  to  be  exploited. 

Thanks  to  Thain's  ministrations,  Goldman  Sachs  (100,  GS)  i 
poised  to  romp  in  the  electronic  future.  Part  of  Goldman's  riche: 
comes  from  masterful  trading  for  its  own  account.  Its  trailing  P/i 
of  1 1  spells  a  bargain.  Goldman  does  own  a  specialist  firm,  Spear 
Leeds  &  Kellogg,  and  probably  paid  too  much  for  it,  but  don't  lose 
sleep:  This  is  not  a  significant  part  of  Goldman's  business.  Morgar 
Stanley  (49.MWD),  beset  by  internal  strife,  has  a  12  multiple.  So  doe; 
Merrill  Lynch  (53,  MER),  whose  retail  network  is  suffering  a  slow- 
down, like  Morgan's.  And  Lehman  Brothers  Holdings  (88,  LEH)  is  the 
cheapest  of  all,  with  a  10  P/E.  Some  fear  its  bond  focus  is  a  weakness 
amid  rising  rates.  Yet  Lehman  is  expanding  nicely  into  equities, 
Unlike  the  NYSE's  auction  system,  these  guys  will  be  around.  P 


The  NYSE's 
merger  with 
Archipelago 
gives  the  old 
auction  system 
a  reprieve.  But 
not  for  long. 


David  Dreman  is  chairman  of  Dreman  Vaiue  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrariat 
'estment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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I  r  Farrell  AM, 

an  and  CEO  of  ResMed  (RMD) 

eading  developer  and  manufacturer 
Jiologies  to  screen,  treat  and  manage 
.  sordered  breathing  and  a  Forbes  Top  200 
nail  Company  in  America  recipient  for  the 
!|ht  consecutive  years. 


"Sydney  is  an  incredibly  cosmopolitan  and 
sophisticated  environment  -  a  really  good 
place  to  run  a  global  business. 

With  more  than  four  million  people  in 
greater  Sydney,  there's  a  critical  mass  of 
everything  you  need,  plus  convenient  access 
to  the  Asia  Pacific. 

The  education  level  is  such  we've  had  little 
problem  filling  our  high-tech  slots  for 
researchers,  clinicians  and  engineers. 

We've  moved  from  being  an  Australian 
international  company  to  being  a  truly  global 
company  doing  business  in  64  countries. 


And  if  you're  in  a  global  business  you've 
got  to  reach  your  target  markets  with 
minimal  hassle  and  inconvenience. 

Sydney's  got  the  right  sort  of  open  and 
engaging  culture.  I'd  say  it's  a  pretty 
welcoming  place" 

Can't  wait  until  this  year's  Forbes  Global 
CEO  Conference  to  see  why  Sydney 
is  First  for  Business  in  the  Asia  Pacific? 
The  New  South  Wales  Department  of 
State  and  Regional  Development  can  help 
you  establish  or  expand  in  Sydney.  Find  out 
how  at  www.business.nsw.gov.au 


1 


There  s  no  place  in  the  world  like  ZhC&yjUi 


Invest  Australia  and  the  NSW  Department  of  State  and  Regional  Development  are  proudly 
hosting  the  Forbes  Global  CEO  Conference  in  Sydney  on  August  30  -  September  1,  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 


Medicine  &  Markets  Scott  Gottlieb 


The  Great 
Drug  Shift 

DRUGMAKER  WYETH  IS  REDIRECTING  ITS  RESEARCH 
and  development  to  ailments  like  cancer,  multiple 
sclerosis  and  degenerative  neurological  diseases.  For- 
get about  routine  medical  maladies  such  as  allergies, 
high  blood  pressure  and  arthritis.  Many  other  phar- 
maceutical companies  are  following  the  same  strategy  rather 
than  concentrating  on  so-called  primary  care  drugs.  It's  the 
equivalent  of  telling  your  entire  team  to  swing  for  home  runs 
every  time  at  bat. 

This  conscious  shift  away  from  everyday  drugs  toward  long- 
shot,  big-payoff  remedies  is,  I  think,  a  right  choice.  This  is  the 
kind  of  drug  company  for  investors  to  prefer. 

For  this  shift  you  can  thank  regulators,  insurers'  reimburse- 
ment schemes  and  the  madness  of  tort  litigation.  The  chase  for 
drugs  that  treat  ordinary  conditions  is  now  an  extraordinarily 
risky  endeavor  for  drug  companies. 

Regulators  are  lifting  the  bar  for  new  primary  care  drugs. 
Today  the  average  new  drug  application  requires  at  least  4,300 
patients,  compared  with  the  1,300  typically  needed  during  the 
mid-1980s.  The  larger  trials  are  an  effort  to  unearth  side  effects, 
which  inevitably  exist,  although  they  usually  are  rare.  The  Food 
&  Drug  Administration  then  calls  for  more  study  on  the  side 
effects.  No  wonder  it  takes  the  FDA  years  to  approve  a  pill  for 
high  blood  pressure. 

Meanwhile,  a  more  competitive  market  for  primary  care 
drugs  has  been  triggered  by  the  new  Medicare  drug  benefit, 
which  encourages  wider  use  of  generics,  and  by  private  market 
changes  that  are  exposing  consumers  to  more  of  the  costs  of 
their  medicines  through  schemes  such  as  high  copays.  This  all 
means  that  drug  companies  are  going  to  need  to  lower  their 
prices  on  primary  care  drugs  in  order  to  compete  with  the  next 
cheapest  alternative,  usually  a  dirt-cheap  generic  drug. 

Then  comes  the  legal  liability  nightmare.  It  is  one  thing 
when  a  cancer  drug  causes  some  devastating  side  effect  on  a  rel- 
atively small  population  of  users.  It's  quite  another  when  what's 
in  question  is  a  wi  lely  sold,  routine  pain  pill  like  Merck's  Vioxx, 
linked  to  uncommon  if  worrisome  heart  problems. 

So  expect  more  primary  care  drugs  to  be  sold  \ 
over-the-counter,  by  marketing-sawy  companies  like  I 


Procter  &  Gamble.  That  means  better  remedies  for  routine  med 
ical  conditions  may  not  get  developed.  If  breakthroughs  in  pri 
mary  care  medicines  do  occur,  they  will  be  accidental  discover 
ies  from  research  into  more  serious  disorders. 

However  bad  this  situation  is  for  health  care  overall,  th< 
good  investments  in  pharma  will  not  go  away.  They're  to  b< 
found  in  the  firms  that  are  moving  R&D  into  serious  medica 
conditions  like  cancer,  where  reimbursement  is  still  compara 
tively  generous,  regulations  reasonable  and  lawyers  morally  chal 
lenged  against  waging  war. 

Wall  Street  is  already  noticing  this  shift,  and  it  is  one  reason  tha 
specialty  pharma  outfits  focusing  on  a  handful  of  therapeutic  areas 
like  Endo  Pharmaceuticals  (pain  management),  Allergan  (eye  ano 
skin  care)  and  Forest  Laboratories  (psychiatry),  are  enjoying  highe 
multiples  than  many  of  the  drug  giants.  Their  specialty  drugs  don* 
need  the  cosdy  mass  sell  that  an  arthritis  treatment  does.  Thre< 

biotech  players  poised  to  benefii 
from  therapeutic  focus  an 
Vicuron  (17,  MlCU),  OSl  (47,  OSIP 
and  Amylin  Pharmaceutical: 
(18,  AMLN),  which  all  have  excit! 
ing  new  products  nearing  o 
newly  on  the  market  and  smar 
licensing  deals.  While  this  trio 
are  all  in  the  red,  each  compan' 
boasts  a  scientific  prowess  thai 
will  bring  large  rewards. 

Vicuron  is  awaiting  FDt 
approval  for  two  drugs  to  sto| 
potentially  fatal  infections  tha 
patients  can  contract  in  tb 
hospital,  when  they  are  at  thei 
weakest.  One  is  for  a  fungal  an« 
the  other  for  abacterial  infection 
This  is  an  R&D  area  where  sizi 
doesn't  matter,  and  someon 
small  like  Vicuron  can  compet 
ably  with  the  large  companies. 
Amylin  is  set  to  launch  dia 
betes  medicines  in  the  second  quarter  that  should  be  significan 
sellers.  One  such  drug,  Byetta,  developed  with  Eli  Lilly,  treat 
diabetics  not  yet  dependent  on  insulin;  the  compound's  chem 
istry  is  borrowed  from  a  poisonous  lizard.  OSI,  with  Genentech 
has  filed  for  permission  to  use  lung  cancer  fighter  Tarceva  to  com 
bat  pancreatic  cancer.  A  30-day  supply  of  Tarceva  costs  $2,330. 

Among  the  pharma  heavyweights,  Eii  Lilly  (59,  U.Y)  and  Wyetl 
(45.  wye)  have  made  the  smoothest  transition  into  specialized  ther 
apeutic  areas  and  have  the  industry's  most  novel  pipelines.  True 
their  trailing  earnings  multiples — 30  for  Lilly,  49  for  Wyeth — mak 
them  a  tad  rich  compared  with  peers,  but  their  superior  prospect 
make  them  good  buys.  Wyeth  has  eight  compounds  in  late-stag 
reviews.  Expect  healthy  performance. 


If  you  are 
interested  in  the 
pharma  sector, 
avoid  companies 
pouring  R&D 
money  into  non- 
life-threatening 
maladies  like 
allergies.  Go, 
instead,  for 
long-ball  hitters 
in  cancer  and 
diabetes. 


Scott  Gottlieb  is  a  physician  and  editor  of  the  Forbes/Gottlieb  Biotec 
Investor.  His  home  page  is  www.forbesbiotech.com. 
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Your  time  becomes  real-time 


Life's  Good  when  you  have  the  power  to  control  time.  With  one  touch  of 
the  DVR  (Digital  Video  Recorder) button,  LC  Plasma  TV  can  'Time  Shift' 
your  favorite  live  match  and  let  you  watch  it  anytime  you  choose. 
Whether  you're  taking  a  short  snooze  at  halftime  or  attending  to  more 
important  matters,  now  your  favorite  players  can  be  on  your  time! 
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If  Club  Med  ever  opens  a  resort  on  Gilligan's  Island,  it  will  look  like  this  |  By  Finn-Olaf  Jone 


"In  Saline  Hot  Springs,  birthing  or  attempting  to  give  birth  in 

the  waters  is  specifically  prohibited." 

Title  36,  3.21,  Death  Valley  National  Park  Regulations 

GONE  ARE  THE  GUNS.  GONE  ARE  THE  STRANGE  FLYING 
machines.  Gone  are  "Chili"  Bob,  "Bird"  Bob,  "Mam- 
moth" Bob,  "Fat"  Bob,  "Balloon"  Bob,  "Bathtub"  Bob, 
"Bob"  Bob  and  all  the  other  desert  rats  and  hippies 
who  couldn't  adjust  to  the  new  rules.  The  magical 
oasis  they  created,  though,  lives  on — its  palm  trees,  lawns,  bur- 
bling mineral  pools  and  multicolored  tiles  shimmering  in  the 
sun  like  a  Fritz  the  Cat  mirage. 

Drive  78  miles  west  on  Highway  190  from  the  Furnace  Creek 
Visitor  Center  in  Death  Valley  and  take  a  right  past  the  bullet- 
perforated  "Road  Closed"  sign.  Kiss  your  cell  phone  reception 
good-bye,  check  your  water  supply  and  spare  tire,  then  say  a 
prayer  before  rattling  56  miles  over  a  kidney-destroying,  tire- 
shredding  washboard  road  that  descends  into  a  deep  valley  twice 
the  size  of  Manhattan.  Hemmed  in  by  basalt  peaks,  the  Saline 
Valley  might  look  like  Dante's  inferno,  but  for  many  a  desert 
lover  it's  heaven  or,  since  1994,  almost  heaven. 

On  Halloween  1994  the  Clinton  Administration  passed  the 


Desert  Protection  Act,  adding  Saline  Valley  to  California's  Deat 
Valley  National  Park.  While  this  news  might  have  sent  charr  it 
pagne  corks  popping  at  the  Sierra  Club,  a  group  of  grayin 
flower  children,  survivalists  and  nudists  were  none  too  pleasec 
For  three  decades  they  had  maintained  the  valley  in  pristin 
condition,  creating  a  Utopian  vacation  community  around  thre 
sets  of  natural  hot  springs  in  the  valley's  northeast  corner. 

Palm  trees  and  lawns  were  planted,  and  the  springs  became 
green  oasis  against  the  harsh  backdrop  of  the  valley,  free  for  an\ 
one  to  enjoy.  A  decade  ago  a  visitor  might  have  found  homebui 
prop  planes  buzzing  around  two  primitive  dirt  landing  strip 
portly  survivalists  with  guns  'n'  ammo  waiting  for  the  apocalyps* 
motorcycles  and  dune  buggies  doing  wheelies  in  the  sand  dune 
artists  fashioning  Gaudilike  accretions  of  tile  and  concrete;  tir 
kerers  building  sinks,  showers,  goldfish  pools  and  other  spring 
fed  amenities.  Back  then  the  valley  was  part  of  the  do-whateve 
you-want  kingdom  of  the  Bureau  of  Land  Management. 

Fighter  planes  on  training  flights  from  China  Lake  and  othc 
nearby  air  bases  buzzed  the  springs  several  times  a  day  at  lo 
altitude,  sneaking  peeks  at  the  nude  bathers,  who  responded  b 
constructing  a  giant  peace  sign  on  a  nearby  hill. 

Then  came  Desert  Protection,  and  with  the  stroke  of  Clin 
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Bats,  fire,  120-degree  heat  and  a 
little  bleach:  recipe  for  a  happy 
soak  in  California's  Saline  Valley 
(clothing  optional).  Forlorn 
tower  (fop  right)  is  from  a 
tramway  that  once  hauled  salt. 


pen  these  libertarians 
una  themselves  suddenly 
bject  to  National  Park  Service 
Jes — lots  of  them.  Most  of 
e  springs'  seasonal  inhabi- 
nts  departed  voluntarily.  Oth- 
s  were  forcibly  evicted  under 
e  park's  new  30-day  maxi- 
um  stay  rule.  At  the  pools  an 
plicit  Clothing  Optional  sign  went  up.  Mandatory  fire  pans 
placed  open  campfires,  colorful  wooden  outhouses  gave  way  to 
Jystone  Park-type  toilets,  and  even  leash  laws  were  enforced, 
i  "It  was  a  rough  start,"  remembers  Kathleen  Goss,  a  board 
;ember  of  the  Saline  Preservation  Association,  formed  by  the 
ii-timers  to  work  with  the  Park  Service.  "The  Rangers  played 
lilitary  cop  in  the  beginning."  Then  attitudes  softened.  The 
jrk  Service  has  too  few  rangers  here  to  provide  daily  supervi- 
i»n  to  an  area  larger  than  Connecticut.  There  is,  moreover,  an 
iispoken  agreement  now  that  the  springs  are  a  one-of-a-kind 
liource.  Says  a  present-day  Park  Service  manager,  "We  don't 
Hnt  to  play  big  brother." 
Today  the  Saline  Valley  enjoys  a  truce.  Though  a  "no 
provement"  policy  precludes  the  very  kind  of  whimsical  tin- 
ring  that  built  the  pools,  visitors  can  soak  and  sun  themselves 


in  the  lapidary  handiwork  of  the  pre- 1994  era.  Clothing  is  still 
optional.  Sometimes  as  often  as  once  an  hour  an  F-14  Tomcat  or 
a  Stealth  fighter  will  come  streaking  down  the  valley,  hugging 
the  desert  floor  so  close  that  you  literally  can  see  the  pilot's  face. 

On  a  weekend  morning  this  past  winter,  two  dozen  campers 
enjoyed  a  sunrise  soak  as  they  discussed  politics,  sports  and  the 
same  topics  you'd  expect  to  hear  at  any  friendly  neighborhood 
desert  barber  shop.  Out  on  the  flats  three  generations  of  a  family 
from  San  Diego  played  Frisbee,  the  kids  naked.  Toward  evening  a 
middle-aged  bearded  man  in  a  skintight  circus  costume  practiced 
fire  juggling  to  an  Elvis-blaring  boom  box,  until  one  of  the  other 
campers  gentiy  ordered  him  to  turn  it  off.  At  night,  campfire  gui- 
tarists served  up  a  spirited  version  of  a  local  favorite,  "Are  You 
Drinking  With  Me,  Jesus?"  while  a  botde  of  clear  liquid,  said  to  be 
Nevada  moonshine,  was  passed  around. 

You  can  spend  a  lovely  holiday  here  taking  side  trips  to  see 
nearby  petroglyphs,  hiking,  biking  or  inspecting  the  century-old 
industrial  tramway  once  used  to  haul  salt  out  of  the  valley.  The 
ruins  of  its  cyclopean,  heavy-timbered  towers  dot  the  moun- 
tainsides. Most  visitors,  however,  have  a  tough  time  tearing 
themselves  away  from  the  haven  of  the  springs. 

No  road  sign  says  This  Way  to  the  Pools,  but  you'll  know 
you're  getting  close  when  you  see  a  tall  black  metal  pole  dis- 
playing the  silhouette  of  an  evil-looking  bat,  cut  from  black 
sheet  metal.  Its  creator — tall,  gaunt  and  angular  "Lizard"  Lee 
Greenwell — is  an  old-timer  who  managed  to  remain  at  the 
springs  by  becoming  its  volunteer  host.  Living  in  a  tiny  trailer 
next  to  the  Lower  Springs,  Lizard  Lee  has  been  the  Park  Ser- 
vice's resident  eye  in  the  valley  since  it  took  over.  "I  walk  a  fine 
line  between  the  Park  Service  and  the  people  who  use  the 
springs,"  he  says,  while  discreetly  recording  the  license  plates 
of  visiting  vehicles. 

He's  the  guy  who  can  fix  your  car  if  it  breaks  down.  (For  a  list 
of  jumping- off  points  to  the  valley,  see  page  186.)  If  you  yourself 
break  down  in  the  120-degree  heat,  he's  also  the  guy  with  the 
emergency  radio  who  can  get  you  helivacked  out  in  30  minutes. 
Most  campers  find  that  helping  Greenwell  by  driving  in  a  few 
supplies — bleach  (for  pool-cleaning),  books  and  booze  are 
always  welcome — is  a  politic  idea.  If  and  when  the  odd  malefac- 
tion occurs,  he  reports  it  to  authorities. 

"A  couple  of  years  ago  we  had  a  German  guy  come  out 
here,"  recalls  Lizard  Lee.  "After  a  few  days  he  ran  out  of  food, 
but  he  stuck  around  anyway.  When  he  had  finally  gone  I  had  a 
look  at  his  campsite,  and  I  noticed  all  these  little  bones  lying 
around.  I  couldn't  figure  out  what  they  were  until  I  noticed  the 
goldfish  pond  was  empty."  F 
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While  many  desert  rats  come  out  to  experi- 
ence the  freedom  of  the  Mojave,  a  few  entre- 
preneurial individuals  get  to  make  up  their 
own  rules.  Why?  Because  they  own  their  own 
towns.  The  desert  wilderness  around  Death 
Valley  is  speckled  with  abandoned  mining 
and  railroad  towns,  some  of  which  have  been 
bought  by  those  seeking  their  own  destinies. 
Three  make  fine  jumping-off  spots  for  the 
Saline  Valley. 

SHOSHONE  Knowing  that  a  highway  to 
Shoshone  from  Baker  was  going  to  be  built, 
Senator  Charles  Brown  purchased  this  tiny 
railroad  stop  from  a  borax  mining  company 
in  the  1930s.  Now  his  granddaughter,  Susan 
Sorrells,  owns  what  has  become  a  thriving 
village  a  rifle-shot  away  from  the  south  por- 
tal to  Death  Valley  National  Park.  Sorrells 
and  her  15  employees  run  a  1,440-acre  em- 
pire that  consists  of  two  restaurants,  the 
quaint  Shoshone  Inn  ($63-$l33),  a  gas  sta- 
tion, a  museum,  a  health  clinic  and  a  dozen 


houses  that  they  rent  out  to  fellow  desert 
aficionados. 

Shoshone  Inn,  760-852-4335 
shoshonevillage.com 

DEATH  VALLEY  JUNCTION  In  1967 


■p»r  y  former  New  York 

■  '  — 1  .   City  Rockette 

>  and  ballet  dancer 
I — Marta  Becket 
rolled  into  the 
decrepit  one- 
block  railroad 
town  of  Death 
Valley  Junction 
with  a  flat  tire 
and  fell  in  love  with  the  town's  abandoned 
community  hall. 

The  town  is  now  owned  by  a  trust  estab- 
lished by  Becket.  The  community  hall  has 
been  reborn  as  the  Amargosa  Opera  House, 
where  she  performs  ballet  every  Saturday, 
October  through  May.  Despite  being  in  her 


80s,  Becket  still  packs  'em  in.  After  the  pi 
formance  visitors  can  cross  the  colonnad 
square  to  the  lobby  of  Marta's  Amargo 
Hotel  ($49-$65)  to  meet  the  grand  dame 
the  desert  in  person. 
Amargosa  Opera  House  &  Hotel 
760-852-4441 
amargosa-opera-house.com 

CERRO  GORDO  is  the  ghost  of  an  old  m 
ing  town  that  produced  $17  million  in  silvi 
Spectacularly  perched  at  8,000  feet  near  t 
summit  of  the  mountain  range  separating  t 
Owens  Valley  from  the  Saline,  this  handful 
picturesque  1870s  wooden  buildings  includ 
what  used  to  be  a  miners'  hotel.  Owner  Mi 
Patterson,  a  wind-energy  entrepreneur,  is 
boring  to  restore  these  structures,  which 
runs  as  an  informal  B&B.  Ask  to  stay  in  wr 
used  to  be  the  mine  foreman's  home.  It's  t 
most  comfortable. 
Mike  Patterson,  760-876-5030 
geocities.com/yosemite/l9ll/cerro2.htm 


Legal  Notice 
U.S.  District  Court,  Southern  District  of  New  York 

To:     Freelance  Authors  of  English  Language  Literary  Works 

Summary  notice  of  class  action  settlement. 
Please  read  this  notice.  It  may  affect  your  legal  rights. 


What  is  this  proposed  settlement  about? 

A  settlement  has  been  reached  in  a  class  action  lawsuit  alleging  that 
commercial  electronic  databases  and  newspapers  and  magazines 
infringed  the  copyrights  of  freelance  authors.  The  lawsuit  alleges  that 
newspapers  and  magazines,  after  publishing  the  works  with  the 
authors'  permission,  then  sold  them  to  the  electronic  databases 
without  the  authors'  permission. 

The  settlement  applies  to  English  language  literary  works  that  were 
reproduced  on  a  commercial  electronic  database  without  the 
authors'  permission.  You  may  be  eligible  to  participate  in  the 
settlement  even  if  your  works  were  not  registered  with  the  U.S. 
Copyright  Office,  and  even  if  they  were  originally  published 
outside  the  U.S.  Excluded  are  works  for  hire  and  works  for  which 
the  author  granted  electronic  rights  to  the  original  publisher. 

There  is  other  important  detail  on  which  works  are  included  and 
excluded.  That  detail,  as  well  as  other  important  information 
regarding  this  settlement  and  your  options  with  respect  to  this 
settlement,  is  contained  in  the  Notice  of  Class  Action  Settlement, 
available  at  www.copvrightclassaction.com. 

What  do  I  need  to  do? 

To,  remain  a  class  member,  you  do  not  need  to  do  anything. 
If  the  settlement  is  approved,  you  will  be  bound  by  its  terms, 
and  you  will  need  to  submit  a  claim  form  to  be  eligible  for 
a    settlement    award.    Claim    forms    are    available  at 

www.copvriQhtclassaction.com. 


To  exclude  yourself  from  the  settlement  you  must  file 
written  request  for  exclusion  postmarked  by  July  15,  20 
and  mailed  to  Literary  Works  In  Electronic  Databas 
Copyright  Litigation,  c/oThe  Garden  City  Group,  Inc.,  P0  Box  9C 
#6250  Merrick,  NY  11566-9000  or  by  going  online 
www.copyrightclassaction.com.  To  object  to  the  settlement,  y 
must  follow  the  instructions  for  appearing  in  Court  and  filing  a 
serving  the  objection  on  or  before  July  15,  2005  as  set  forth 
the  Notice  of  Class  Action  Settlement. 

Final  Fairness  Hearing 

A  hearing  on  the  proposed  settlement  will  be  held  July  28,  2C 
at  10:00  a.m.  before  the  Honorable  George  B.  Daniels,  U.S.  Dist 
Court,  Courtroom  618,  40  Centre  Street.  New  York  NY  10007, 
determine  whether  the  settlement  and  plaintiffs'  attorneys' 
application  should  be  approved.  Class  members  or  their  coun 
may  appear  in  Court. 

Where  can  I  get  more  information? 

Copies  of  the  entire  settlement  agreement,  Notice  of  Cla 
Action  Settlement,  and  Claim  Form  are  available 
www.copyrightclassaction.com. 

Please  do  not  contact  the  Court. 

Dated:  March  31,  2005 


By  Order  of  the  Court 
Honorable  George  B.  Daniels 


1-800-330-0516  www.copyrightclassaction.com 
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618-407-3575 
www.e-chair.com 
^b  Executive  Currency 
www.executivecurrency.com 
^9  Gallery  Art 
1-888-932-6166 
www.gallart.com 

^b  Great  Estates  Auction  Company 

1-800-552-8120 

www.greatestatesauction.com 

^  Holiday  Timeshares  Resales 

1-800-704-0307 

www.holiday group  .com 

^  Info  USA 

1-800-555-5335 

^b  InvestForClosures  Financial 

1-224-717-1000 

w  w  w.investforclosures  .com 

^b  Life  Quotes,  Inc. 

1-800-441-0072 

www.lifequotes.com 

^9  National  Watch  & 

Diamond  Exchange 

1-215-627-5626 

w  ww.nationalwatch  .com 

Publisher's  Guild 
1-800-369-1646 
^b  Steven  Sears  CPA/Attorney 
1-949-262-1100 
www.searsatty.com 
^b  Strong  Travel  Services 
1-214-361-0027 
^  The  Masters'  Collection 
www.masterscollection.com 
~^b  Tropical  Villa  Vacations 
1-888-875-2818  x  202 
www.tropicalvillavacations.com 


^b  Worldwide  Business  Consultants 

1-800-733-2191 

w  w  w.corbettandkish  .com 

Business  Intelligence 

^  Hyperion 

ww  w.hyperion  .com 

^SAS 

www.sas.com 

Computer/Technology 
^  Xerox  MFP 
800-ASK-XEROX 
www.xerox  .com/office 

Consumer  Products/ Services 
^  LG  Electronics 
800-243-0000 
www.lge.com 

Financial  Services 

^b  KeyBank 

www.key.com 

^b  T.  Rowe  Price  Equity 

Income  Fund 

1-888-508-2561 

www.troweprice.com 

^b  T.  Rowe  Price  FlexChoice 

Rollover  IRA  » 

1-877-495-4553 

w  w  w.troweprice  .com/rollover 

Jewelry/Watches 

^b  Omega 

Victories  in  Capitalism 

^b  BellSouth 

ww  w.bellsouth  .com 

^  Cargill 

www.cargill.com 

^b  Chrysler  Pacifica 

www.chrysler.com/pacifica 


J'  =Contact  advertiser  directly  by  website 
visit  or  by  phone  call. 


Mailing  Lists 


1  CHARLES  SCHUtf 
1  ORIGINAL  ART 

Rare  Collection  Found! 

Now  Released  to  The  Public. 

1  0  *  uJ) 

|          Call  Toll  Free! 
1-800-888-9449 

1  T&fiXS  American  Royal  Arte 

H      ^*^^^J                ENTERTAINMENT     FINE  ART 

3  www.AmericanRoyalArts.com 

B                  Snoopy  1  2005  United  Features  Syndicate 

Unlimited  Sales  Leads 
&  Mailing  Lists 

12  different  databases  with  all  the  sales  leads 
and  mailing  lists  you  need! 


Business  Sales  Leads 


•  1 3  Million  U  S  Businesses 

•  2.6  Million  Brand  New  Businesses 

•  115  Million  Executives  &  Professionals 

•  600.000  Manufacturers 

•  218,000  Big  Businesses 

•  5  Million  Small  Business  Owners 

How  does  it  work? 


Residential  Sales  Leads 

•  200  Million  People 

•  65  Million  Homeowners 

•  15  Million  New  Movers 

•  3.5  Million  New  Homeowners 

•  1 .7  Million  Bankruptcy  Filers 

•  12  5  Million  Households  with 
Children 


You  get  an  account.  You  can  select  your  criteria,  sort,  preview,  select  and 
download  your  sales  leads  &  mailing  labels  within  seconds.  You  can  get  sales 
leads  and  mailing  lists  for  any  geographical  area 

For  a  FREE  seven-day  trial,  call  Rob  Martin 
at  866-313-8321  or  visit  SalesGenie.com 


571 1  S  86th  Circle 
Omaha.  NE  68127 


Sales 


Genie 


A  Service  of  IYI 


Internet:  SalesGeme  com 
E-mail:  SalesGenie@infoUSA.com 


Office  Furniture 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol.  Neiman,  Erie',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild.  Fazzino,  Hofmann, 
Schvaiko,  Maimon.  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www  Gallarl.com 


Investors  Forum 


Investor's  Forum 

Share  your 
investment  ideas. 

www.investorsforum.ee 


S 


Premium  Ergonomic 
Task  Seating 

Full  features,  mesh  back 

Internet  special  -J399."° 
plus  s30.ffl  shipping 

www.e-chairusa.com 


Timeshare 


TIMESHARES 


Watches 


save  up  to... 

70* 

ofl  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


ra>*  mini  mil  cm  soo-640-7639 

theG-chairUSA  866-474-8748  ■  HOLIDAYGROUP.com/fm 


Hawaii  Vacation  Homes 


i  Maui  &  Hawaii  )t< 

)  Private  Luxury  (Jf 
,    Vacation  Homes 

■  |  Beachfront  Estates  &  Villas  (7 
www.Tropical  Villa  Vacations.com 
888.875-2818  ext  202, 206, 205 


For  information  and  rates  on 
advertising  in  the  next  Forbe: 
Display  Classified  Section 
Call:  Media  Options  1-800-4 
mediopt@a 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


MMii 


OVER  300  PRE-OYVNB 
ROLEX  IN  STOCK 
also  Cartier.  Breitling  &  1 
Largest  Selection  c 
Certified  Diamond* 

1-800-8-WATCHE! 

Visit  Our  Web  Site:  nationalwotch.< 

Bih  (  •/•«>•  Kill 


The  Forbes  Stock  Market  Coup 

is  an  easy-to  read  common  sens 
guide  to  building  wealth  It  is  a  perl 
graduation  or  birthday  gift  for  fai 

and  friends... for  anyone  who  is  ft] 
ested  in  investing  The  newest  edi 
gives  you  a  better  understanding 
everything  from  Financial  Statemi 
to  Fundamentaland  Technical  Analy 
Stocks  and  Bonds  to  Futures  an 
Options  -  Mutual  Funds  to  Hedg 
Funds  As  a  reader  of  Forbes  Maga 
you  are  invited  to  take  advantage  c 
a  special  price  of  just  $99.95 
(save  S50  off  the  regular  $149.95  pri 

Go  to  www.forfaesinc.coni/snic3  and  place  > 
order  now  or  call  1-600-429-0106  and  give 
operator  a  special  savings  code  of  S2Q0r 


Forbes  Subscribers  Service...to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888- 


Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 


0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

^  Call  right  now  for  free  quotes 

1-800-441-0072 

Ad  Code:  FORBS  6/05 

Life  Quotes,  Inc.  Since  1979 

WOTE:  The  sample  Pennsylvania  female  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  1-800-441-0072  or  visit  www.lifequotes.com 
o  obtain  life  insurance  quotes  specific  to  your  health  history  profile  ©2005  Ouotesmith.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102,  Darien.  Illinois,  60561  and  Life 
Quotes,  Inc..  32045  Castle  Court.  Evergreen,  CO  80439.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc. 
iba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Quotesmith.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  in  UT 
jnder  agent  #90093.  Quotesmith  com  dba  lnsure.com  and  Life  Quotes.lnc.  in  CO. 


s  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-9896 


ess  Finan 


BANK  SAYS  'NO'?... 
WE  SAY  'YES!' 

We'll  pay  you  cash  for  your  company's  ongoing 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


Business  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic 
Center  in  your  area.  Business 
Management  experience  is  a  must. 
$800,000  Cash  investment  required  .  Can 
reach  profitability  in  6  months. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Investments 

1    Florida  Real  Estate 

20°  o  Annual  Target  Return 
Investment  Certificates.  Reg  D.  Rule  506 
Securitized  by  raw  land,  for  reduced  risk. 
Real  Estate  collatcralization  provides  safety. 
W  atch  your  investment  Live  on  the  Internet. 
Available  for  IRA  and  quarterly  payout 

1redByPr0perty.com 

Dcial  (800)  998-7639 

Sarasota  Florida 
Real  Estate  Opportunities 

Visit:  ww.SeanDoherryRealtor.com 

for  a  FREE  Relocation  Package, 
Century  21  Aaward  Associates 
1-800-881-3669 
ask  for  Sean  Doherty 

Advertisement 


Luxury  Real  Estate  Aucti 


AUCTIOl : 


You  will  enjoy  luxurious  living  in  this  spectacular  gat< 
estate  just  minutes  from  beautiful  Lake  Ray  Hubbard 
Perfect  for  family  living  and  elegant  entertaining,  fine 
details  abound— high  ceilings,  heavy  moldings,  granit 
&  marble  flooring  and  crystal  chandeliers. 

•  9.5  +/-  Acres      •  6  Bedrooms,  8.5  Baths 

•  10,000+  Sq.  Ft.  •  4,000+/-  Sq.  Ft.  Barn  /-pp„*  Fc*»t 

•  Pond  w/Fountain       V^Sf,  coIpI 

•  Exercise  Room         Call  for  a  color  brocht 

•  Library  800'552"81 

•  Grand  Dining  Room  www.G-E-A.cor 


•  Staff  Quarters 

•  4-Car  Garage 

•  Music  Room 

•  9  Fireplaces 


704-529-0026  •  Robert  Kirk  AUCTNR00015169  •  R.  Pinner  028289905 


Business  Opportunities  |  Business  Opportun, 


OFFSHORE 


♦Companies  fo[SSwtic • 

♦Banking  conl"1' 

:SCardS  Capital  Asset 

♦  mvacy  Management 

(800)  710-0002     Free  Brochure 
Visa/MQAmex  www.assetprotection.com 


Own  A 
Private  Ba 

800-733-21 


Capital  Available 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Guess  What  Everj 
Traveler  Must  Carr 

Now  for  the  first  time  "Bottom  I 
Opportunities  are  open  in  a  'Bi 
Dollar  A  Year"  industry.  Call,  or 
you  can  comfortably  invest  SI 4 
and  are  egar  to  eam  a  mid  six  fii 
annual  income." 

Call:  888-369-164 


Charge  your  ad 

■Hi  !  V 


Best  Prices  &  Serv 
1-800-747-567 


nation  and  rates  on 
HMp  the  next  Forbes 
iassif ied  Section 
la  Options  1-800-442 


I. com 


Forbes  i  js  lersS 


order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call...800-8f 


Advertisement 


Unlimited  Business  Credit  Reports 

on  13  Million  U.S.  Businesses 


Our  Business  Credit  Reports 
are  perfect  for 

•  Low-Risk  Credit  Decisions 

•  Business  Verification,  Supplier  & 
Vender  Qualification 

•  Commercial  Skip  Tracing 

•  Pre-Qualifying  Sales  Leads 

•  Profiling  Your  Customers 

•  Finding  Small  Businesses 


What  do  they  contain: 

•  Company  Name  and  Contact 
Information 

•  Years  in  Business 

•  Employee  Size  &  Sales  Volume 

•  Decision  Makers  &  Various 
Executive  Names 

•  Public  Record  Information  & 
Newspaper  Stories 

•  Business  Credit  Rating  Score 

•  And  More! 


For  a  FREE  Seven-Day  Trial,  Call  1-866-285-1056 

^/  5711  S  86th  Circle    •    P0  Box  27347 

CrPdlt  nPt™  Omaha  NE  68127 

lc  1  E-Mail:  customerservice@credit.net 

an  ,„/0usa  company  lntemetCredit.net  17FT2 


Collectibles 


Superb  U.  S.  &  Canadian  Collectible 
Paper  Money 

www.ExecutiveCurrency.com 
e-mail:  info@ExecutiveCurrency.com 

Catalog:  Executive  Currency,  P  0  Box  16690,  Duluth,  MN  55816-0690 
1-218-525-5916 


Newsletter 


NANOTECH  IS  HOT... 
tUT  DON'T  GET  BURNED! 

anotechnology  is  changing  the  world  and 
^eating  the  investing  opportunity  of  a 
retime.  We  told  our  readers  to  buy  Flamel 
FLML)  at  $1.60  and  it  is  now  over 
E5...our  Nanosphere  Portfolio  is  up  over 
R0%  since  March  2002  and  a  recent 
Icommendation  popped  31.49%  in  one 
leek.  But  beware  of  the  hype!  The 
prbes/Wolfe  Nanotech  Report  separates 
le  true  leaders  from  the  overpriced, 
libscribe  Risk-Free,  save  67.5%,  pay  just 
(195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.coni/frb 


[The  Forbes  Collector] 


Masterpiece  or  Fake? 
Bargain  or  Ripoff? 

Let  The  Forbes  Collector  teach 

you  the  difference.  From 
American  landscape  painting  to 
modem  photographs  to  baseball 
memorabilia,  The  Forbes  Collector 
will  show  you  where  the  hidden 
gems  are.  Don't  miss  this  insider's 
guide.  Subscribe  and  get  4  Free 
Reports.  Call  toll  free: 
1-877-733-7876  or  go  to 
www.forbes.com/collector 


FRAMED  ART  REPRODUCTIONS  ON  CANVAS 


CALL  OR  WRITE  FOR  A 

FREE  CATALOG 
1-800-222-6827 
Dept.  1928 

Name 

Address  


Animals,  Contemporary, 
Floral,  Historic, 
Impressionist,  Landscape, 
Nautical,  Portrait, 
Primitive,  Religious, 
Seascape,  Still  Life,  Western, 
Newport  Mansions  & 
Biltmore  Estate®  licensed 
works.  Choose  from  more 
than  90  frame  styles. 


40  Scitico  Rd.  Somers,  CT  06071 

_  _  _  ___  __  _  __ 

www.MastersCollection.com 


Investment 


MAKE  A  DIFFERENCE 
THRU  HOLLYWOOD 

FUND  A  FANTASTIC  FILM! 
"HUNGRY  YAK"  seeks  investors  for  our 

next  low-budget  feature. 
We  make  entertaining,  socially  conscious, 
thoughtful  movies. 

Enquiries:  843-340-8105 


Waterfront  Subdivision, 
Building  Approved, 
Great  Investment. 
Multi-Million  Dollar  Project. 
Cocoa,  FL.  $2.95M 
Phone: 310-623-0661 


'bes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-980 


THOUGHTS 

On  the  Business  of  Life 


^1    lizabeth  Taylor  is  as  quick  and  funny  as  she  is  beautiful  and  brainy.  In  connection  with 
FORBES  Magazine's  70th  Anniversary  celebration  this  year,  we  had  asked  a  number  of  people  for 
JBl^JS  their  wedding  anniversary  date.  To  which  Elizabeth  replied,  "I  had  to  giggle  at  your  request  for  my 
wedding  date — which  one?  Instead,  I'll  give  my  birth  date,  as  I  have  just  celebrated  my  55th — Feb.  27,  1932. 
Much  love,  Elizabeth  .  —MALCOLM  S.  FORBES  ( 1987) 


The  music  at  a  wedding  procession  always 
reminds  me  of  the  music  of  soldiers  going 
into  battle. 

— HEINRICH  HEINE 


Rental  formal  wear  of  the  sky-blue, 
brocade  and  shiny  varieties  is  favored  by 
upwardly  mobile  young  gangsters  drafted 
as  groomsmen  for  weddings. 

—GEORGE  HIGGINS 


At  American  weddings,  the  quality  of  the 
food  is  inversely  proportional  to  the  social 
position  of  the  bride  and  groom. 

—CALVIN  TRILLIN 


//  it  were  not  for  the  presents, 

an  elopement  would  be  preferable. 

—GEORGE  ADE 


Weddings  are  orchestrated  about  the 
photographers  taking  the  picture,  because 
if  it  hasn't  been  photographed  it  doesn't 
really  exist. 

—ELLIOT  ERWITT 


Girls  usually  have  a  papier-mache  face  on 

their  wedding  day. 

—COLETTE 


When  the  Godiva  is  gone,  the  gift  of 
real  love  is  having  someone  who'll  go  the 
distance  with  you.  Someone  who,  when 
the  wedding  day  limo  breaks  down,  is 
willing  to  share  a  seat  on  the  bus. 

—OPRAH  WINFREY 


There's  nothing  like  a  Catholic  wedding 
to  make  you  wish  life  had  a  fast-  forward 
button. 

—DAN  CHOPIN 


/  guess  you  walk  slow  when  getting 
married  because  it  gives  you  time 
to  maybe  change  your  mind. 

—VIRGINIA  GARY  HUDSON 


A  wedding  anniversary  is  the  celebration 
of  love,  trust,  partnership,  tolerance 
and  tenacity.  The  order  varies  for  any 
given  year. 

—PAUL  SWEENE 


Saw  a  wedding  in  the  church.  It  was 
strange  to  see  what  delight  we  married 
people  have  to  see  these  poor  fools  decoyec 
into  our  condition. 

—SAMUEL  PEP\ 


Wedding:  the  point  at  which  a  man 
stops  toasting  a  woman  and  begins 
roasting  her. 

—  HELEN  ROWLAN 


For  her  fifth  wedding,  the  bride  wore 
black  and  carried  a  scotch  and  soda. 

—PHYLLIS  BATTELL 


A  Text... 

He  that  troubleth  his  own 
house  shall  inherit  the  wind. 

—PROVERBS  11:29 

Sent  in  by  Nancy  Newgent  Burwell, 
Clinton,  Term. 
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RAUD 


Scamsters 
can't  wait  for 
Medicare's 
new  $720  billion 
pill  plan 


BURLINGAME 

JUN  -  7  2005 

LIBRARY 


Designed  for  all  weather  conditions,  including  good,  it  always  shines.  Not  the  sun,  of 


course,  but  the  all-new  Acura  RL.  Its  Super  Handling  All-Wheel  Drive,  "  the  most  advanced  all-wheel-drive  system  in  the 


world,  jsn't  just  for  bad  weather.  For  serious  grip  and  performance,  it  can  shift  power  from  front  to  back  and  side  to  side 


PEOPLE  WHO  WANT 
TO  MAKE  THE  MOST 
OF   THEIR  MONEY 


You  have  better  things  to  do  with  your  time  than  worry  about  finances.  That's  our  job.  And  we're  very  good  at  it; 
We  take  the  time  to  get  to  know  you,  your  business  and  your  goals.  Once  we  develop  your  plan,  we  continually 
re-evaluate  it.  Making  adjustments  over  time.  Using  all  our  resources  to  see  the  opportunities  and  risks  that  may 
lie  ahead.  Anticipating  change,  rather  than  reacting  to  it.  Because  it's  your  life  and  your  money.  We  want 
to  help  you  make  the  most  of  both.  If  you'd  like  to  know  more,  call  1-866-803-5857  or  visit  northerntrust.com. 


Where  14-billion  Web  site  look-ups  and  email  get  directed. 

Where  2.7-billion  phone  connections  get  routed. 
Where  3,000  global  enterprises  get  secured. 
Where  $100-million  in  online  commerce  gets  transacted. 

Every  day. 
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Verisign.  Where  it  all  comes  together. 


Billions  of  times  each  day.  the  world  interacts  with  a  company  you  may  not  realize  is  there.  One  that  is  driving  dynamic  transformations  at  the 
core  of  commerce  and  communications.  VeriSign.  Through  our  Intelligent  Infrastructure  Services,  we  enable  businesses  and  individuals  to 
find,  connect,  secure,  and  transact  across  today's  complex  Internet,  telecom,  and  converged  networks.  We  operate  the  systems  that  manage  .com 
and  .net.  handling  i4-billton  Web  and  email  look-ups  every  day.  We  run  one  of  the  largest  telecom  signaling  networks  in  the  world,  enabling  services 
■s  cellular  roaming,  text  messaging,  caller  ID.  and  multimedia  messaging.  We  manage  network  and  user  security  for  over  3.000  global  businesses 


■Sign,  lot  AM  tights  reserved.  venSigr-.  the  \  e-.Sigr.  tooo.  "Where  it  all  comes  together."  and  other  trademarks,  service  marks,  and  logos  are  registered  or  unregistered  trademarks  of  VenSign  and  rts  subsidiaries  in  the  United  States  and  in  foreign  countries. 


and  400.000  Web  sites.  And  we  handle  over  50  percent  of  all  e-ccm.merce  transactions  in  North  America,  processing  SlQO-miliion  in  daily  sales. 
As  next-generation  networks  emerge  and  converge,  VeriSign  will  be  there,  deploying  the  Intelligent  Infrastructure  Services '  necessary  for 
everything  from  RFiD-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile  and  rich,  media  content  distribution.  Whether  you're  a  telecom 
■carrier  looking  to  rapidly  deploy  new  services;  a  Fortune  500  enterprise  needing  comprehensive,  proactive  security  services;  or  an  e-commerce 
leader  wanting  to  securely  process  payments  and  reduce  fraud,  we  can  help.  We're- VeriSign.  .Where  it  all  comes,  together"" 


www.VeriSign.com 

Download  now:  free  white  paper  on  Intelligent  Infrastructure  Services 
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There  are  no  maps 
to  the  sweet  spot  of  the  market. 
But  we  know  a  heck  of  a  guide. 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefullj 
or  call  l-800'THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guaranm 

byPDR  ?rvices  LLC  and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  fi 
ALPS  Di  .tr  ,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  rep- 
resents the  entire  S&P  MidCap  400,  middle  mar- 
ket companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-effcient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 


Over  the  last  five  years  MidCap  Spiders 
delivered  a  cumulative  return  of  nearly  56%. 
Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 


Average  annual 

One 
Year 

Five 
Years 

Since 

total  return  of  MDY 
as  of  3/31/05 

Inception 
(5/4/95) 

Based  on 
NAV 

10.11% 

6.55% 

14.56% 

Based  on 
Market  Price 

9.96% 

6.63% 

14.47% 

Total  returns  are  calculated  quarterly  using  the  daily  4  00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data 
quoted  represents  past  performance  and  is  no  guarantee  of  future  results . 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  mil  fluctuate  so  that  an 
investor's  snares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fwvd.  Brokerage  commissions  will  reduce  return  s  To 
obtain  most  recent  month-end  performance,  please  call  IS00-THE 
AMEX  or  visit  www.MidCapSPDR.com. 


www.MidCapSPDR.com     Ticker  symbol  Amex:MDY 
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■fore  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.MidCapSPDR.com 

f  future  results.  S&.P  MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use 
'oor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 


"Audi,"  "A3"  and  the  four  rings  emblem  are 


lei-narks  and  "Never  Follow"  and  "DSG"  are  trademarks  of  AUDI  AG.  ©2005  Audi  of  America,  Inc.  European  model  shown. 


Never  Follow  audiusa.com/A3 


Audi 


With  a  200  hp  turbo  engine  and  dual-clutch  DSG™  technology,  the  A3  has  created 
a  smoother,  faster  way  to  get  a  step  ahead.  Fine-tuned  in  the  lab  and  on  the 
racetrack,  paddle-shifted  DSG  anticipates  your  next  move.  Making  gear  changes 
in  less  than  .2  seconds  -  the  fastest  shift  ever.  It's  greater  to  lead  than  follow. 


With  99%  of  their  transactions  taking  place  over  the  Internet  or  on  the  phone,  ING  DIRECTS 
customers  don't  go  to  the  bank.  The  bank  goes  to  them.  That's  why  ING  DIRECT  turned 
to  Sprint  and  the  Sprint  Peerless  IP  Network  to  address  their  unique  security  and  reliability 
needs.  This  made  it  possible  for  ING  DIRECT  to  integrate  call  center  and  Web  traffic 
over  a  more  secure,  private  network.  And  since  then,  they've  experienced  zero  service 
interruptions.  When  every  customer  can  be  the  first  customer  in  line,  banking  is  beautiful. 
With  Sprint,  business  is  beautiful.5" 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777  5568  >  Wireless.  Data.  Voice.  IR 


©2005  Sprint.  A 


iprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP. 
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Side  Lines 


A  Price  on  Your  Head  Come  January.  \s  hen 

Medicare  starts  covering  outpatient  drugs,  the  government  is 
going  to  have  its  hands  full  fending  oft'  fraud,  waste  and  pre- 
scription padding.  If  nothing  else,  Nathan  Yardi's  story  on  page 
1 24  ought  to  persuade  vou  that  this  program  is  going  to  cost  a 
whole  lot  more  over  the  next  decade  than  the  S~20  billion  adver- 
tised price.  But  even  if  the 
rip-off  artists  are  chased 
away,  we  have  another, 
equallv  monumental  prob- 
lem on  our  hands.  This 
expansion  of  Medicare  is 
sooner  or  later  going  to 
force  us  to  confront  the 
unpleasant  question  of 
whose  life  is  worth  saving. 

Are  taxpayers  prepared 
to  pay  any  sum  for  an  AIDS 
or  cancer  drug,  no  matter 
how  high  the  price  and 
how  small  the  incremental  benefit  in  years  of  life  saved?  What  of 
drugs  that  make  lives  better  but  not  longer?  The  antipsychotic 
drug  Zyprexa  has,  on  balance,  slightly  lesser  side  effects  than 
cheap  substitutes,  but  it  costs  S3,900  a  year.  Do  we  pay?  Enbrel 
lessens  the  pain  of  rheumatoid  arthritis  at  a  cost  of  SI 4,000  a 
year.  Should  the  gov  ernment  cover  it? 

Start  to  talk  about  health  care  rationing  and  almost  any 
politician  will  flee  the  room  in  terror.  When  Oregon  had  a  Med- 
icaid rationing  scheme  in  place  18  years  ago,  a  mother  had  her 
7-year-old  with  leukemia  on  TV  and  said.  This  kid  is  going  to  die 
if  you  don't  pay  for  a  marrow  transplant.  ( He  did. )  But,  points 
out  Man-  Ann  Baily,  an  economist  at  the  Hastings  Center  for 
bioethics,  rationing  of  scarce  resources  goes  on  right  now.  When 
a  state  tightens  Medicaid  eligibility  rules,  when  a  doctor  refrains 
from  ordering  an  expensive  test,  when  Congress  covers  the  drug 
bills  of  a  65-year-old  but  not  a  64-year-old,  that  is  rationing.  It's 
just  not  rationing  in  a  systematic  way.  It's  haphazard. 

If  legislators  were  completely  rational,  they  would  rank  all 
taxpayer-paid  measures  to  save  lives,  from  the  most  to  the  least 
cost-effective,  and  fund  from  the  top  down.  Mammograms 
would  compete  with  monitors  on  school  buses,  highway 
guardrails  with  beta-blockers.  Some  medicines  would  not  make 
the  cut 

Peter  A.  Ubel  is  an  internist  who  says  he  would  start  an 
arthritis  patient  on  inexpensive  methotrexate  before  escalating 
to  Enbrel.  He  is  also  the  author  of  Pricing  Life:  Why  It's  Time  for 
Health  Care  Rationing  (MIT  Press,  2000).  Send  a  copy  to  your 
congressman. 
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|  Subject:  Quarterly  review  meeting  in  London 

Mail 

I       Hi  John. 

■Jfef1  Look  forward  to  review  meeting  in  London. 

v  see  attached  travel  Itinerary. 
£ .     Regards.  Glenda 
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•  High-speed  data  transfer 
via  EDGE  (E6PRS) 

•  Handsfree  speakerphone 

•  HTML  web  browsing 
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ADVERTISEMENT 


THE  END  OF 
SOFTWARE 


By  Marie  Michaels 

In  today's  fierce,  hypercompetitive  business  environment,  24/7  Web-based 
on-demand  access  to  critical  customer  information  is  a  major  strategic 
advantage.  In  fact,  Marc  Benioff,  chairman  and  CEO  of  salesforce.com 
(NYSE:  CRM),  the  market  and  technology  leader  in  on-demand  customer 
relationship  management  (CRM),  believes  the  benefits  are  immeasurable. 
With  salesforce. corn's  "no  software"  CRM,  enterprises  of  all  sizes,  industries 
and  geographies  can  gather,  organize,  share  and  communicate  data  to  raise 
customer  satisfaction  and  employee  productivity  to  new  heights.  And  they 
can  do  it  with  absolutely  no  investment  in  costly  and  clunky  traditional 
client-server-based  CRM  software. 


ccording  to  leading  analyst 
firm  IDC,  the  on-demand 
market  is  expected  to  grow 
five  times  as  fast  as  the 
traditional  software  market 
with  today's  businesses 
actively  seeking  flexible,  cost-effective 
solutions.  Companies  once  paid  to  have 
traditional  client-server-based  CRM  soft- 
ware installed  on  expensive  hardware, 
with  maintenance  and  upgrades  that  cost 
a  fortune  and  took  too  long.  Further, 
these  CRM  systems  were  difficult  and 
expensive  to  tailor  to  a  company's  unique 
needs.  And  if  a  company  succeeded  in 
implementing  the  system,  the  project  often 
failed  because  users  balked  at  the  com- 
plexity of  the  software.  Salesforce.com 
takes  a  unique,  next-generation  CRM 
approach  that  alleviates  these  issues. 

"With  Salesforce.com,  the  historical 
perception  that  CRM  is  difficult,  risky  and 
costly  to  deploy,  maintain  and  use  is 
exactly  that:  history,"  says  Benioff.  "Using 
the  Internet  as  a  modern  utility,  we  deliv- 
er a  powerful  and  affordable  on-demand 
CRM  platform  that  combines  the  benefits 
and  capabilities  of  traditional  enterprise 
CRM  software  with  the  ease  of  use,  flexi- 
bility and  availability  of  anywhere,  any- 
time on-demand  access." 

With  more  than  227,000  subscribers  at 
1 3,900  companies  as  of  January  31 ,  2005, 


including  Advanced  Micro  Devices  (AMD), 
America  Online  (AOL),  Nokia  and  SunTrust 
Banks,  it's  clear  many  agree  with  Benioff's 
approach.  Indeed,  salesforce.com  users 
routinely  rave  about  the  company's  sales, 
marketing  and  support  applications  that 
can  be  precision-tailored  with  a  simple  yet 
powerful  point-and-click  interface. 

The  World's  Most  Customizable  CRM 

Salesforce.com  represents  a  major  break- 
through beyond  cookie-cutter  vertical 
industry-specific  CRM  software.  Its 
Customforce  tool  allows  users  to  easily 
customize  and  extend  their  existing 
salesforce.com  applications  to  work  the 
way  their  business  works. 

For  example,  Expedia  Corporate  Travel 
CRM  Analyst  Heidi  Elo  uses  Customforce 
to  customize  her  salesforce.com  deploy- 
ment to  provide  her  team  with  single- 
screen,  secure  access  to  vital  account- 
processing  information.  The  result  enabled 
her  employees  to  get  new  customers  up 
and  running  twice  as  fast  as  the  group's 
previous  system. 

"With  Customforce,  I  can  modify  our 
salesforce.com  applications  anytime  we 
have  an  idea  to  improve  our  processes," 
says  Elo.  "It  only  takes  about  15  minutes  to 
get  it  successfully  accomplished,  and  there's 
no  need  to  involve  our  IT  department." 

David  Bergstrom,  Yamaha  Corporation  of 


Marc  Benioff 


America's  corporate  planning  manager, 
also  reaping  the  rewards  of  Customforo 
Yamaha  continually  tailors  its  salesforce.coi 
applications  to  match  the  constantl 
evolving  demands  of  its  channel  and  distr 
bution  partners,  as  well  as  support  new  ar 
developing  sales  and  marketing  promotion 
"Salesforce.com  successfully  met  oi 
wide  range  of  business  requiremen 
because  it's  so  easy  to  customize  to  mate 
Yamaha's  unique  needs,"  says  Bergstrom 

Making  CRM  a  Multiforce  to 
Be  Reckoned  With 

Even  with  customers  signing  on  in  drove 
and  its  revenues  increasing  by  82%  i 
2004,  salesforce.com  refuses  to  rest  on  i 
laurels.  For  example,  in  June  2005,  sale; 
force.com  will  launch  Multiforce,  whic 
enables  users  to  multitask  more  effec 
tively  by  using  several  on-demand  CR^ 
applications  simultaneously. 

"Multiforce  is  the  world's  first  on 
demand  operating  system,"  explain 
Benioff.  "It  provides  a  central  access  poir 
for  the  increasing  numbers  of  on-deman 
applications  customers  and  partners  ar 
deploying.  Multiforce  makes  runnin 
multiple  on-demand  applications  faste 
easier  and  more  efficient.  This  innovatioi 
signals  the  start  of  the  next  stage  of  th< 
on-demand  revolution.  The  end  of  th> 
traditional  software  era  is  truly  upon  us." 


saleiybrce.com" 


experience  succes^ 


brce.com  (NYSE:  CRM)  chose  to  list  its  shares 
tock  Exchange,  joining  the  2,800  world-class 
:t  the  highest  standards  and  provide  investors 
s; .deepest  liquidity  and  best  prices. 


iC  I  can  modify  salesforce.com  myself 
anytime  we  have  an  idea  to  improve  our 
processes  —  it  only  takes  about  1 5  minutes 
to  get  it  successfully  accomplished.^? 


Heidi  Elo  used  salesforce.  corn's 
point-and-click  customization  tool, 
Customforce,  to  turn 
Expedia9,  Corporate  Travel  into  a  force. 
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Your  business  is  unique.  Shouldn't  your  CRM  solution  be? 
:ind  out  how  over  13,000  companies  have  become  more  successful  by 
customizing  salesforce.com  to  manage  their  customer  information. 

Sign  up  for  your  free  copy  ofSalesforce.com  for  Dummies,"  and  get 

a  free  30-day  trial  of  salesforce.com. 
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Plasma  Miasma 


I VI  like  to  set  the  record  straight  on  your  negative  story  about 
Northfield  Labs,  "Dracula"  (June  6,  p.  80).  In  April  2005  an  Inde- 
pendent Medical  Review  Committee  completed  their  third  review  of  Poly- 
Heme's  Phase  Three  clinical  trial.  Their  assessment  was  that  there  were  no 
data  to  require  any  changes  in  the  trial,  which  is  being  run  at  more  than  20 
of  the  most  prestigious  medical  centers  across  the  U.S.,  including  the  Mayo 
Clinic  and  Duke  University.  Do  you  believe  these  premier  hospitals  would 
risk  their  reputations  on  a  "snake  oil"  replacement  hemoglobin  product? 

TONY  FERTITTA 
Virginia  Beach,  Va. 


It's  Always  Nice  to  Get  Mail 

"Last  Man  Standing"  (May  23,  p.  170)  was 
a  selective,  anecdotal  and  unsourced  com- 
pilation written  without  regard  for  bal- 
ance or  context.  Steven  Schonfeld  is  well 
respected  on  Wall  Street  for  his  trading 
acumen,  statistical  abilities  and  market 
knowledge.  He  has  built  a  reputation  for 
honesty,  integrity,  fairness  and  generosity 
during  the  17  years  he  has  been  running 
his  own  diversified  group  of  financial  ser- 
vices businesses.  In  fact,  your  article  did 
not  contain  even  one  reference  or  quote 
challenging  his  reputation.  Despite  this, 
FORBES  mounted  what  we  believe  was  a 
seriously  misleading  character  attack. 

FORBES  had  an  opportunity  to  tell 
the  story  of  Steven  Schonfeld,  an  entre- 
preneur who,  while  building  his  busi- 
nesses, helped  develop  the  careers  of 
hundreds  of  traders,  some  of  whom 
became  multimillionaires.  During  the 
most  successful  period,  from  1999 
through  the  first  quarter  of  2001, 
Steven's  firm  paid  over  $685  million  to 
its  proprietary  traders  (a  figure  we  could 
have  easily  verified  had  you  requested  it). 

FORBES'  discussion  of  our  financial 
performance  in  2003  was  incomplete. 
Schonfeld  Group,  which  includes  nine 
business  units,  earned  income  in  excess 
of  $19  million  that  year. 

The  article  also  attempts  to  portray 
Steven  and  his  organization  as  having 
troubled  regulatory  histories.  Focusing 
on  a  few  isolated  events,  FORBES  mis- 
represented an  exemplary  regulatory 
record  that  compares  favorably  with 
other  Wall  Street  companies  (see 


nasd.com  for  the  public  record). 

Despite  what  FORBES  believes  it  has 
learned  from  other  broker-dealers,  our 
broker-dealers  comply  with  all  applicable 
laws  governing  the  extension  of  leverage. 
We  do  not  simply  extend  10-to-l  lever- 
age. Also,  FORBES  should  not  have  asso- 
ciated us  with  "churning,"  which  refers 
specifically  to  stockbrokers  illegally  over- 
trading customer  accounts.  We  do  not 
employ  stockbrokers  to  trade  customer 
accounts.  Churning  is  simply  not  rele- 
vant to  a  discussion  of  our  businesses. 

The  tone  and  the  negative  implica- 
tions of  the  article  do  not  accurately  re- 
flect Steven  Schonfeld's  character,  accom- 
plishments and  values.  Why  would  you 
publish  such  an  uneven,  leading  piece?  To 
that  we  honestly  reply,  "Good  question." 

ANDREW  FISHMAN 
President 

Schonfeld  Group  Holdings  LLC 
New  York,  N.Y. 

We  should  have  stated  that  Lee  Maschler 
is  a  registered  representative  of  Schonfeld 
&  Co.  LLC,  not  a  principal  of  Schonfeld 
Group  Holdings.  Our  chart  accompany- 
ing the  story  should  have  noted  that 
Schonfeld  Group  trades  an  average  of  135 
million  shares  daily,  not  that  it  clears 
135  million  trades  a  day.  As  reported, 
Schonfeld  Securities,  the  company's 
largest  unit,  lost  $25  million  in  2003.-ED. 


Forbes 

Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Dear  Ketel  One  DrinKcr 

Can  you  find  the  subliminal 
message  in  this  advertisement? 


Heather  Peck 

eBay  and  Pay  Pal  Systems 
Engineering 


irome  bumper?  An  avocado  green  blender?  You 
come  to  the  right  place.  More  than  147  million  buyers  and  sellers  have  gathered  togethe 
make  eBay  the  world's  online  marketplace  -  and  create  a  serious  IT  challenge.  That's  why  el 


ength  of  XL  Capital  and  its  companies  helps  businesses 
invest  in  networks  that  connect  people  throughout  the  world.  Providing 
commercial  property/casualty/specialty  insurance,  reinsurance,  financial 
risk  and  credit  products,  we  are  strong  partners.  Visit  www.xlcapital.com 
INSURANCE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 


CAPITA 


! 


FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PE 


The  strength  to  cover  the  world's  largest 
Telecommunications,  Distribution  and  Network  ris 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding' 


Washington's  Knucklehead  Economics 


WHY  ISN'T  THE  STOCK  MARKET— AT  LEAST  THE  NONTECH  POR- 
tion  of  it — reaching  new  highs?  Corporate  profits  continue  to 
advance.  Productivity  is  impressive.  Consumer  incomes  are 
strong.  Federal  government  revenues  are  growing  rapidly — the 
deficit  will  come  in  below  estimates. 

The  villain:  the  ominous  drumbeat  of  protectionism.  Con- 
gress is  ready  to  slap  punitive  tariffs  on  China.  Capitol  Hill  seems 
ready  to  ditch  the  Central  American- Dominican  Republic  Free 
Trade  Agreement  (Cafta).  So-called  antidumping  suits  brought 
by  industries  allegedly  injured  by  imports  are  proliferating. 

Doesn't  anyone  in  authority  remember  that  the  notorious 
Smoot-Hawley  Tariff  of  1929-30  precipi- 
tated the  Great  Depression  by  slapping 
prohibitive  taxes  on  hundreds  of  imports, 
thereby  setting  off  a  devastating  global 
trade  war?  Or  that  fears  over  protection- 
ism, and  misguided  policies — including 
cheapening  the  dollar  as  a  way  to  improve 
our  trade  balances — triggered  the  1987 
stock  market  crash,  in  which  equities  lost 
more  than  20%  of  their  value  in  one  day? 

Having  suffered  these  experiences, 
why  in  the  world  are  we  playing  with 
similar  fire  today?  Treasury  Department 
dunderheads  have  persuaded  themselves 
that  our  trade  deficit  with  China  is  a  disaster  and  is  the  result  of 
China's  currency  having  been  pegged  to  the  dollar  at  an  allegedly 
low  fixed  rate  since  1995.  History  shows  such  notions  are  non- 
sense. If  cheapening  a  currency  were  the  way  to  wealth,  Argen- 
tina would  be  the  world's  most  formidable  economic  power. 

We  once  had  the  same  ideas  regarding  Japan:  It  was  manip- 
ulating the  yen,  thereby  competing  with  us  unfairly.  Since  1971 
the  dollar  has  lost  about  70%  of  its  value  vis-a-vis  the  yen.  The 
result:  Japan  still  runs  a  sizable  trade  surplus  with  the  U.S. 

In  the  early  1970s  Washington  entertained  similar  fantasies 
about  the  dollar.  Nixon  Administration  officials  were  convinced 
that  cutting  the  dollar's  tie  to  gold  and  devaluing  it  against  other 
currencies  would  increase  our  exports,  slash  imports  and  give  us 
a  fabulous  round  of  prosperity.  Instead,  unhinging  the  dollar  from 
gold  gave  us  more  than  a  decade  of  debilitating  inflation,  cata- 
strophic increases  in  the  price  of  oil  and  record-high  interest  rates. 

Again,  contrary  to  popular  "wisdom,"  our  China  trade — in 
fact,  all  of  our  trade — is  making  us  stronger.  A  significant  part  of 
this  trade  is  made  up  of  U.S.  companies  importing  parts  and 
pieces — usually  from  facilities  that  are  wholly  or  partially  Amer- 
ican owned — that  make  up  products  sold  in  the  U.S.,  such  as  the 
Apple  iPod.  Trade  with  China  enables  our  high-tech  companies  to 


China's  Finance  Minister,  Jin  Renqing,  should 
resolutely  resist  Treasury  Secretary  John  Snow's 
utterly  ill-advised  currency  admonitions. 


stay  on  the  cutting  edge  of  innovation  by  focusing  more  resources 
on  design  and  new  breakthrough  products.  Look  at  what  iPod 
has  done  for  Apple's  capitalization — Apple  shareholders  are  tens 
of  billions  of  dollars  richer  today  than  they  were  before  iPod. 

Yet  we  are  on  the  precipice  of  a  trade  war  with  China.  Last 
month  the  Treasury  Department  came  close  to  labeling  China  a 
currency  manipulator,  which  would  have  triggered  all  sorts  of 
protectionist  countermeasures.  By  law  the  Administration  is 
required  to  report  on  China  again  by  Oct.  15.  Treasury  has 
warned  Beijing  that  if  it  doesn't  float  the  yuan  or  substantially 
revalue  it,  China  risks  being  designated  a  currency  manipulator. 

A  floating  Chinese  currency  would 
trigger  a  massive  economic  crisis  there 
and  elsewhere.  Our  own  financial  mar- 
kets would  reel.  You  could  see  a  flight 
from  the  yuan  similar  to  what  happened 
in  Indonesia  in  1997  when  the  rupiah 
plunged,  triggering  a  disastrous  economic 
decline.  China's  banking  system  is  still  a 
shambles.  Its  institutions  are  loaded  with 
nonperforming  loans  that  were  issued  for 
political,  not  economic,  reasons. 

Washington's  economic  idiocy  is  also 
on  display  with  Cafta,  which  involves 
the  U.S.,  five  Central  American  nations  and 
the  Dominican  Republic.  This  pact  should  be  a  no-brainer.  Cur- 
rently some  80%  of  these  countries'  goods  come  into  the  U.S.  duty 
free,  while  many  U.S.  exports  to  them  still  face  stiff  tariffs.  With  the 
trade  agreement  most  of  those  anti-US.  tariffs  would  disappear. 

The  North  American  Free  Trade  Agreement  has  demonstrated 
that  trade  mushrooms  for  all  parties  involved  in  these  kinds  of 
agreements.  Had  it  not  been  for  Nafta,  Mexico  would  now  be  in 
a  deep  recession  instead  of  experiencing  a  2.4%  growth  rate.  We 
think  we  have  problems  with  illegal  immigrants  today,  but  the 
situation  would  be  infinitely  worse  if  Nafta  had  not  been  enacted. 

Cafta  would  generate  economic  growth  for  its  members, 
thereby  undergirding  their  nascent  democracies.  After  all,  sev- 
eral of  these  countries  went  through  catastrophic  civil  wars 
when  the  Soviet  Union  and  Cuba  sought  to  establish  Commu- 
nist governments  there. 

One  reason  Cafta  is  in  deep  trouble  is  that  the  U.S.  sugar 
lobby  wants  to  kill  it,  because  the  agreement  would  allow  an 
increase  in  sugar  imports  equal  to  1%  of  the  U.S.  market.  Talk 
about  a  special  interest  sabotaging  the  national  interest! 

Can  the  White  House  and  Congress  overcome  their  eco- 
nomic myopia  and  amnesia?  Our  economic  well-being — and 
that  of  the  world — depends  upon  it. 
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Bitter  Battle 


THE  AMERICAN  SUGAR  INDUSTRY  IS  RAISING  CANE  OVER  THE 
noncaloric  sweetener  Splenda.  This  powerful  lobby  is  attacking 
it  on  two  fronts:  It  says  Splenda's  ads  misleadingly  claim  the 
sweetener  is  made  from  sugar  and  tastes  like  sugar;  and  it's- trying 
to  destroy  Splenda  by  implying  it  contains 
chemicals  that  will  undermine  one's  health. 

Both  assaults  are  disingenuous.  "There  are 
all  sorts  of  semantic  nuances  here — but  the 
reality  is  that  Splenda  does  have  its  distant  ori- 
gins in  sugar,"  observes  Dr.  Elizabeth  Whelan, 
president  of  the  American  Council  on  Science 
&  Health.  Certainly  the  stuff  tastes  like  sugar, 
more  so  than  traditional  substitutes  like 
NutraSweet  and  Equal,  which  is  why  the  sugar 


industry  is  so, concerned.  Moreover,  Splenda  can  be  used  in  bak- 
ing. No  wonder  Splenda  sales  are  growing  rapidly.  Already  both 
Coca-Cola  and  Pepsi  use  it  in  some  of  their  low-calorie  sodas. 
And  those  supposedly  harmful  chemicals?  The  fact  is  Splenda 
was  approved  by  the  FDA  in  1998.  The  sugar 
industry  is  engaging  in  unalloyed  fear-mon- 
gering.  This  industry  has  used  its  political 
muscle  for  decades  to  keep  sugar  prices  here 
three  times  higher  than  in  other  world  mar- 
kets, costing  U.S.  consumers  hundreds  of  mil- 
lions of  dollars  each  year.  As  for  the  sugar  we 
consume,  it's  not  "natural" — it's  refined. 

Splenda's  success  is  sweet  revenge  on  a 
damn-the-consumer  special  interest. 


For  Spine-Tingling  Thrills  in  the  Summer  Sun 


JONATHAN 


read  some  of  Jonathan  Kellerman's  suspense  novels.  Each  is  popu- 
lated with  quirky,  oft-creepy  and  sometimes  colorful  characters. 
The  plots  are  multifaceted  and  always  riveting.  Herewith,  a  sample. 

Twisted  (Ballantine  Books,  $26.95).  Petra  Connor,  a  Los  Ange- 
les Police  Department  (LAPD)  detective,  is  investigating  a  drive-by 
shooting  that  left  four  teenagers  dead.  The  plot  thickens  when  an 
amazing  young  man,  Isaac  Gomez,  an  intern  who  is  doing  research 
for  his  Ph.D.  dissertation,  uncovers  a  set  of  seem- 
ingly unrelated  murders  that  turn  out  to  be  the 
work  of  one  individual.  Every  year  on  June  28 
someone  is  killed  after  being  hit  on  the  head 
from  behind.  It's  clear  an  unconventional 
serial  killer  is  at  work.  There  are  plenty  of  «tia='' 
twists  and  turns,  including  Ms.  Connor's  4g 
being  suspended  from  duty  for  overzeal- 
ousness  by  petty,  bureaucratically  minded  department  officials. 

Therapy  ( Baliantine  Books,  $7.99).  Here  we  find  Kellerman's 
longtime  protagonists,  Alex  Delaware,  a  psychologist  who  con- 
sults for  the  LAPD,  and  Milo  Sturgis,  a  homicide  detective,  at 
work.  This  story  starts  with  a  double  murder  at  the  local  lovers' 
lane.  The  woman — unidentifiable — was  impaled,  as  well  as  shot. 
A  real  sicko  is  loose  here.  Once  again  the  author  explores  a  wide 
range  of  people  and  topics,  including  an  off-putting-yet-media- 


popular  psychologist  and  her  unattractive  ex-husband;  the  1994 
Rwandan  genocide;  and  the  various  scams  people  use  to  defraud 
Medi-Cal,  California's  health  plan  for  low-income  residents. 

A  Cold  Heart  ( Ballantine  Books,  $7.99).  Delaware  and  Sturgis 
find  themselves  involved  in  investigating  a  series  of  murders 
whose  common  denominator  is  that  the  victims  are  entertainers 
who  were  either  on  the  verge  of  a  career  breakthrough  or  about 
to  make  a  comeback.  Again,  there's  an  abundance 
THERAdV  °^  mtI*igumg  characters  who  are  credibly  brought 
to  life  in  an  endless  array  of  plots  and  subplots. 
The  Conspiracy  Club  ( Ballantine  Books,  $7.99). 
Jeremy  Carrier,  the  protagonist,  is  a  therapist 
whose  specialty  is  counseling  those  about  to 
undergo  painful  medical  procedures.  Carrier 
himself  is  in  a  deep  funk  over  the  brutal  kid- 
napping/murder of  his  girlfriend.  Worse,  he's  under  suspicion 
for  committing  this  heinous  crime.  Suddenly  there  is  a  string  of 
similar  murders.  Carrier  starts  to  receive  strange  articles  in  the 
mail  that  provide  puzzling  and  possibly  critical  clues.  He  is  invited 
to  a  dinner  at  a  secret  club — each  member  of  which  has  suffered 
an  unresolved  loss  and  has  a  fascination  with  the  nature  of  evil. 

Kellerman's  prodigious  output  never  descends  into  formu- 
laic potboilers.  Each  tale  is  grippingly  original. 


RESTAURANTS:  GO,  (         ER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monk  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  La  Houppa-26  East  64th  St.  (Tel.:  212-317-1999).  A  subter- 
ranean space  with  a  front  terrace  and  back  garden  provides  a  com- 
fortable respite  from  Madison  Avenue  mayhem.  The  rustic  charm 
and  gracious  staff  make  the  food,  which  is  very  good  indeed, 
seem  even  better.  Especially  tasty:  homemade  ravioli,  orange 
and  fennel  salad,  grilled  rib-eye  steak,  pizza  and  grilled  fish. 

*  Bar  Americain-152  West  52nd  St.  (Tel.:  212-265-9700).  This 
new  eatery  is  a  real  winner  and  is  one  of  the  most  striking  rooms 
in  town.  The  traditional  American  food  is  prepared  with  con- 


temporary style  and  the  best  of  ingredients:  trout  salad,  grilled 
skate,  rib-eye  steak.  And  absolutely  delicious  are  the  onion 
soup  and — yes — hot,  homemade  potato  chips  served  with 
blue  cheese  sauce.  Wow!  Don't  pass  on  the  blackberry  souffle. 
•  Pace- 121  Hudson  St.,  at  North  Moore  St.  (Tel.:  212-965- 
9500).  Italian  fare  at  its  very  best — every  morsel  is  mouth- 
wateringly  good.  Favorites:  sunflower  salad;  tagliatelli  with 
chili  peppers  and  anchovies;  and  marinated  pork  chops. 
Desserts:  banana  crostata  and  torta  di  cioccolata.  F 
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THE  NEW 
GLOBAL  VILLAGE. 

COURTESY: THE  WORLD'S  LARGEST,  WHOLLY-OWNED,  CONVERGED,  GLOBAL  IP  NETWORK. 


Reserve  your  place  at  the  absolute  center  of  a  new,  instantly  accessible  world  of  frictionless  commerce.  A  world 
we  pioneered.  Over  a  single  IP  connection,  all  your  business  applications  can  be  seamlessly  converged  and  totally 
secured  over  Global  Crossing  IP  VPN,  VoIP,  iVideoconferencing™  services.  Over  a  single  IP  connection,  you  are  moments 
away  from  your  offices,  your  sales  staff,  your  partners  and  anywhere  in  the  world  managed  by  engineers  and  support  staff  who 
understand  what  customers  need.  And  you  can  have  this  new,  accessible  world  without  changing  a  thing  in  the  infrastructure 
you  have  in  place  now.  Sound  too  perfect  to  be  true?  Ask  the  40%  of  the  FORTUNE  500  companies  we're  doing  business  with 
today.  The  New  Global  Village.  It's  time  you  moved  in.  For  more  detailed  information,  point  your  browser  to  globalcrossing.com. 


Global  Crossing 

One  planet.  One  network™  Infinite  possibilities. 


- 


-    ■   ■  . 


FOR  DIFFERENT  DRUMMERS,  AND  THEIR  HEDGE  FUND  MANAGERS  ne  wan  street 

Journal  proclaimed,  "It  has  the  biggest  potential  to  shake  up  .the  market."1  The  320-hp  Cadillac  STS  V8,  with  optional 
performance-tuned  AWD  and  Bose"  5.1  Studio  Surround1"  Sound  system.  Cadillac  STS  V6  starting  at  $41,220." 


BREAK  THROUGH 


A  year  of  OnStar  safety,  on  every  Cadillac.**  Details  at  cadillac.com. 

*MSRP.  STS  V8  as  shown  $62,735  MSRP.  Tax,  title,  license,  dealer  fees,  gas  guzzler  tax  and  other  optional  equipment  extra. 
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Other  Comments 


Many  of  our  troubles  arise  from  faculties  unused. 


-A.C.  BENSON 


If  I  Only  Had  a  Brain  How  could  anyone  be  opposed  in 
principle  to  private  accounts  within  Social  Security?  I  could  under- 
stand Democrats  arguing  that  "private  accounts  are  a  wonderful  idea 
but  the  country  can't  afford  the  transition  costs."  But  mosdy  I  hear 
Democrats  saying  diey're  a  lousy  idea,  and  that  President  Bush  wants 
to  wreck  Social  Security — because  he  wants  to  let  you  keep  a  great  big 
whopping  four  (percentage  points]  of  your  payroll  taxes  in  a  private 
account  instead  of  handing  over  ever)'  cent  to  the  government.  How 
could  anyone  be  opposed  in  principle  to  letting  taxpayers  manage  a 
minuscule  fraction  of  their  own  money  (their  own  money,  dammit!) 
if  they  want  to?  Because  private  accounts  violate  the  Infantile  Amer- 
ican Principle,  so  dear  to  Democratic  hearts.  Little  kids  should 
turn  over  their  cash  to  the  Big  Smart  Government  for  safekeeping. 

But  of  course  they  can't  say  that,  so  instead  they  say,  "Bush 
wants  to  privatize  Social  Security" — as  if  government  were  going 
to  wash  its  hands  of  the  whole  mess.  The  technical  term  that 
logicians  use  for  this  rhetorical  gambit — applying  a  correct  word 
for  one  part  of  a  proposal  to  the  proposal  as  a  whole — is  "lying." 

—DAVID  GELERNTER,  professor,  Yale  University, 

Los  Angeles  Times 

Historic  Opportunity  Our  domestic  debate  over  Cafta 
is  about  much  more  than  trade.  The  people  of  Central  America 
fought  and  struggled,  and  many  died,  because  they  believed  that 
democracy  would  bring  not  only  peace  but  also  a  better  life.  Now 
the  people  of  the  region  are  asking  the  U.S.  to  help  secure  the 
work  of  democracy  through  a  closer  economic  relationship  that 
could  provide  a  new  foundation  for  building  opportunity.  Yet 
never  has  the  gap  between  Central  America  and  the  U.S.  loomed 
larger.  Central  Americans  are  talking  about  freedom,  democracy 
and  hope.  Meanwhile,  our  domestic  debate  has  been  dominated 
by  topics  such  as  sugar  and  whether  Cafta  will  codify  interna- 
tional labor  conventions  that  the  U.S.  has  not  even  ratified  itself. 


"You forgo'  ■'      unch  codes.' 


Our  domestic  debate  pays  slight  attention  to  the  historic  oppor- 
tunity to  stabilize  and  support  Central  America  while  promoting 
America's  strategic  interests  and  values.  In  short,  we  must  decide 
whether  to  promote  America's  strategic  interests — or  its  special 
interests.  If  we  retreat  to  isolationism,  Daniel  Ortega,  Hugo  Chavez, 
and  others  like  them — autocrats  of  left  or  right — will  push  ahead. 

—ROBERT  B.  ZOELLICK,  Deputy  Secretary  of  State, 
remarks  at  the  Heritage  Foundation 

A  World  Apart  One  must  either  take  an  interest  in  the 
human  situation  or  else  parade  before  the  void. 

— JEAN  ROSTAND 

Sweet  Deal  The  current  sugar  program  was  established  in 
1981.  The  loan  guarantee  program  has  been  costing  around 
$200  million  a  year.  Alas,  outlays  can  go  higher:  in  2000,  the 
Agriculture  Department  spent  $465  million  to  pay  farmers  to 
destroy  their  crops.  When  Congress  reauthorized  the  program  in 
the  2002  Farm  Bill,  it  cut  penalties  on  farmers  who  forfeited  their 
sugar,  boosting  industry  winnings  by  another  half  billion  dollars. 
In  addition,  Washington  spends  an  extra  $90  million  a  year  to 
pay  for  higher-priced  sugar-laden  products  as  part  of  its  feeding 
programs.  Washington  also  maintains  import  quotas,  which  have 
been  estimated  to  cost  U.S.  consumers  about  $2  billion  annually. 

You  can  never  get  enough  from  consumers  and  taxpayers. 
That  apparently  is  the  sugar  industry's  motto.  Collect  subsidies. 
Ban  trade.  Oudaw  your  competitors.  Let  the  American  people  pay. 

—DOUG  BANDOW,  Cato  Institute,  San  Diego  Union-Tribune 

Hostile  Hypocrisy  With  the  revelation  that  a  copy  of 
the  Quran  may  have  been  desecrated  by  U.S.  military  personnel 
at  Guantanamo  Bay,  Muslims  and  their  governments — includ- 
ing that  of  Saudi  Arabia — reacted  angrily.  This  anger  would  have 
been  understandable  if  the  U.S.  government's  adopted  policy 
was  to  desecrate  our  Quran.  But  even  before  the  Newsweek 
report  was  discredited,  that  was  never  part  of  the  allegations. 

As  a  Muslim,  I  am  able  to  purchase  copies  of  the  Quran  in  any 
bookstore  in  any  American  city,  and  study  its  contents  in  countless 
American  universities.  American  museums  spend  millions  to  exhibit 
and  celebrate  Muslim  arts  and  heritage.  On  the  other  hand,  my  Chris- 
tian and  other  non-Muslim  brothers  and  sisters  in  Saudi  Arabia, 
where  I  come  from,  are  not  even  allowed  to  own  a  copy  of  their  holy 
books.  Indeed,  the  Saudi  government  desecrates  and  burns  Bibles 
that  its  security  forces  confiscate  at  immigration  points  into  the  king- 
dom or  during  raids  on  Christian  expatriates  worshiping  privately. 
— ALI AL-AHMED,  director,  Saudi  Institute,  Wall  Street  Journal 

Measure  of  a  Man  Action  is  character. 

— F.  SCOTT  FITZGERALD  F 
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TO  THE  BIGGEST  I.T.  COMPANY  YOU'VE  PROBABLY  NEVER  HEARD  OF. 


Presenting  Tata  Consultancy  Services,  TCS,  the  creator  of  the  Global  Delivery 
Model  for  software  development.  For  over  35  years  TCS  has  been  the 
provider  of  choice  for  hundreds  of  customers  around  the  globe,  including  37 
of  America's  top  500  companies,  7  of  which  are  in  the  top  10*.  TCS  serves 
its  customers  with  over  45,000  expert  associates  in  32  countries  around  the 
globe,  including  9,000  employees  located  in  50  offices  throughout  the  U.S. 

It's  time  you  got  to  know  the  biggest  I.T.  company  you've  probably  never 
heard  of.  For  a  more  complete  introduction,  email  marketing@usa-tcs.com 
or  visit  TCS  online  at  www.tcs.com. 
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PREEMPTIVE  SECURITY  IS  HERE: 


Wake  up! 

PREEMPTIVE  PROTECTION  WILL 

secure 

YOUR  FUTURE. 


Proventia  ESP  (Enterprise  Security  Platform)  from  ISS  stops  Internet  threats  before  they  impact  your  business.  With  intrusion 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  helps  assure 
regulatory  compliance  and  business  continuity.  Only  iSS  keeps  you  ahead  of  the  threat  with  preemptive  protection  for  your 
entire  enterprise.  Download  a  free  white  paper  at  www.iss.net/ESP/forbes,  or  call  1-800-776-2362. 
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Current  Events 


By  Paul  Johnson 


Thoughts  on  the  Existence  of  God 


OF  ALL  THE  FUNDAMENTALIST  GROUPS  AT  LARGE  IN  THE  WORLD 
today,  the  Darwinians  seem  to  me  the  most  objectionable.  They 
are  just  as  strident  and  closed  to  argument  as  Christian  or  Mus- 
lim fundamentalists,  but  unlike  those  two  groups  the  Darwini- 
ans enjoy  intellectual  respectability. 

Darwinians  and  their  allies  dominate  the  scientific  establish- 
ments of  the  West.  They  rule  the  campus.  Their  militant  brand 
of  atheism  makes  them  natural  allies  of  the  philosophical  athe- 
ists who  control  most  college  philosophy  faculties.  They  domi- 
nate the  leading  scientific  magazines  and  prevent  their  critics 
and  opponents  from  getting  a  hearing,  and  they  secure  the  best 
slots  on  TV.  Yet  the  Darwinian  brand  of  evolution  is  becoming 
increasingly  vulnerable  as  the  progress  of  science  reveals  its 
weaknesses.  One  day,  perhaps  soon,  it  will  collapse  in  ruins. 

Weak  Underpinnings 

Few  people  today  doubt  the  concept  of  evolution  as  such.  What 
seems  mistaken  is  Charles  Darwin's  theory  of  natural  selection, 
whereby  species  evolve  by  infinitesimally  small  stages.  Neither 
Darwin  nor  any  of  his  followers — nor  his  noisy  champions 
today — was  a  historian.  None  of  them  thought  of  time  histori- 
cally or  made  their  calculations  chronologically.  Had  they  done 
so,  they'd  have  seen  that  natural  selection  works  much  too 
slowly  to  fit  into  the  time  line  allowed  by  the  ages  of  the  universe 
and  our  own  planet.  The  process  must  somehow  have  been 
accelerated  in  jumps  or  by  catastrophes  or  outside  intervention. 

There  are  five  other  weaknesses  the  Darwinians  cannot  explain 
away  either.  The  best  summary  of  these  can  be  found  in  Richard 
J.  Bird's  Chaos  and  Life  (Columbia  University  Press),  page  53. 
Warning:  This  book  is  tough  going  but  will  reward  the  persistent. 

If  the  theory  of  natural  selection  is  incorrect,  then  the  Dar- 
winians' view  that  there  is  no  need  or  place  for  God  in  the 
universe  is  itself  weakened,  though  not  necessarily  overthrown. 
Physics,  however,  increasingly  tends  to  suggest  that  there  is  a 
God  role,  particularly  with  regard  to  the  origin  of  the  universe. 
We  now  know  this  occurred  about  13.7  billion  years  ago,  and 
our  knowledge  of  what  happened  immediately  afterward  is 
becoming  increasingly  detailed,  down  to  the  last  microsecond. 

Few  now  doubt  there  was  a  Big  Bang.  We  know  when  it 
occurred  and  what  followed.  But  we  are  just  as  far  as  ever  from 
understanding  why  it  happened  or  what — or  who — caused  it. 
Indeed,  all  calculations  about  the  Big  Bang  are  based  on  the 
assumption  that  nothing  preceded  it.  It  took  place  in  an  infinite 
vacuum.  There  was  no  process  of  ignition,  or  traces  of  it  would 


have  been  left.  Hence,  this  fundamental  happening  in  history 
seems  to  conflict  with  all  the  laws  of  physics  and  our  notions  of 
how  the  universe  operates.  It  was  an  event  without  a  cause. 

It  also  produced  something  out  of  nothing.  More:  It  pro- 
duced everything  out  of  nothing.  The  expansion  of  the  universe 
has  proceeded  ever  since,  and  all  the  creative  processes  involved 
in  it — including  Earth  and  homo  sapiens — were  written  into 
the  laws  laid  down  in  that  first  tremendous  explosion.  We  do  not 
have  to  believe  in  an  entirely  deterministic  universe  to  see  that 
the  first  microsecond  of  history  foreshadowed  everything 
that  has  followed  over  the  last  13-plus  billion  years. 

If  the  laws  of  physics  cannot  explain  how  and  why  this  event 
occurred,  we  must  invoke  metaphysics.  And  that  means  some  kind 
of  divine  force.  I've  been  rereading  what  Sir  Isaac  Newton  wrote 
about  God  in  the  second  edition  of  his  Principia  (1713).  Newton 
saw  God  not  as  a  perfect  being — or  any  kind  of  being  at  all — but  as 
a  power,  what  he  termed  a  "dominion."  "We  reverence  and  adore 
Him  on  account  of  His  dominion,"  he  wrote.  This  power  was  exer- 
cised "in  a  manner  not  at  all  human  ...  in  a  manner  utterly 
unknown  to  us."  Newton  knew  God  only  through  His  works.  "He 
is  utterly  void  of  all  body  and  bodily  figure,  and  can  therefore  nei- 
ther be  seen,  nor  heard,  nor  touched."  Our  knowledge  of  Him  is 
limited  "by  His  most  wise  and  excellent  contrivances  of  things." 

"...and  the  Word  Was  God" 

This  notion  of  God  as  an  impersonal  power  or  force,  wholly  out- 
side the  laws  of  physics,  fits  with  the  role  assigned  him  as  author 
of  the  Big  Bang.  And  since  that  primal  event  there  has  been  no 
need  of  further  intervention  by  God  in  the  affairs  of  the  universe. 

Or  has  there?  I've  also  been  reading  Guy  Deutscher's  The 
Unfolding  of  Language  (Metropolitan  Books)  and  reflecting  on  the 
nature  of  words.  Speech  is  the  greatest  of  man's  inventions  and  the 
mother  of  all  others.  Yet,  in  truth,  nobody  invented  it.  Its  emergence 
and  evolution  proceeded  in  ways  that  are  still  almost  a  total  mystery. 
It  is  as  close  to  a  miracle  as  anything  associated  with  human  beings. 

Both  the  Hebrews  and  the  Greeks,  in  different  ways,  believed 
there  was  something  divine  about  "the  word,"  or  logos.  The 
Greeks  thought  the  word  was  the  abstract  principle  of  reason 
exhibited  by  an  orderly  universe.  The  Jews  thought  it  the  image 
of  God,  the  beginning  and  origin  of  all  things.  It  is  possible, 
then,  that  the  giving  of  the  word  to  humanity  was  the  second 
intervention  of  the  metaphysical  force  or  dominion  in  the 
process  of  history.  That,  I  think,  is  the  conclusion  I  have  come  to 
in  these  difficult  matters.  What  will  be  the  third,  I  wonder?  F 


,  Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 

fOrDCS    Vale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Flexjet  Gives  YOU  the  Ultimate  in  Flexibility. 

Once  again,  Bombardier'  Flexjet'  delivers  more  flexibility  and  more  performance  than  any  other  fractional  jet 
ownership  program.  Forget  having  to  fit  into  rigid  share  sizes  of  50, 100  or  150  hours  per  year.  Now  you  can  customize 
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Digital  Rules 

By  Rich  Karlgaard,  publisher 


Why  IBM  Should  Buy  Electronic  Arts 


TWO  TECH  TITANS  ARE  AT  EACH  OTHER'S  THROATS.  LAST  MONTH 
Microsoft  unveiled  the  Xbox  360.  It  looks  as  jazzy  as  an  Apple 
iPod  music  player — a  notable  feat  since  nerdy  Microsoft  has 
never  before  shown  a  touch  for  esthetics.  Shocking  is  the  toy's 
performance:  It  will  run  10  to  20  times  faster  than  the  old  Xbox, 
thanks  to  a  three-core  3.2  gigahertz  chip  from  IBM.  Such  horse- 
power means  the  Xbox  360,  available  this  fall,  will  pump  out 
animation  so  rich  you'll  scarcely  discern  the  pixelated  version  of 
Tiger  Woods  from  the  golfer's  flesh-and-blood  form. 

The  hype  was  too  much  for  rival  gamer  Sony.  Trying  to  nip 
Xbox  buzz  while  proving  its  feistiness  under  the  leadership  of  out- 
sider Howard  Stringer,  Sony  leaked  news  about  its  PlayStation  3. 
Sony's  toy  won't  be  in  stores  until  early  2006.  But  it,  too,  will  offer 
whiplash  performance — most  say  better  than  the  Xbox  360's. 
The  PlayStation  3  will  run  on  a  seven-core  3.2  gigahertz  Cell 
processor  from  IBM  and  Toshiba  and  will  sport  a  floating  point 
performance  of  2  teraflops.  That's  supercomputer  territory. 

Pocket  Supercomputer 

I  don't  normally  write  about  computer  games.  And  I  don't 
intend  to  start  now.  My  point  in  bringing  up  the  Xbox  360  and 
the  PlayStation  3  is  that  they  hint  at  what  serious  computing — 
corporate,  government  and  academic  computing — could  look 
like  a  decade  from  now. 

If  you  think  this  is  an  outlandish  hypothesis,  you  don't  know 
your  computer  history.  IBM's  first  successful  corporate  com- 
puter was  a  mainframe  called,  coincidentally,  the  360.  It  came  to 
market  in  the  1960s  and  surpassed  the  hopes  of  IBM's  very  own 
CEO,  Thomas  Watson  Jr.  He  thought  world  demand  for  com- 
puters would  number  only  a  dozen  or  so  per  year,  yet  IBM  sold 
thousands  of  360s.  Then  in  the  1970s  came  a  smaller,  cheaper 
corporate  computer,  the  mini.  Digital  Equipment  and  Data 
General  (which  inspired  a  bestselling  book  called  The  Soul  of  a 
New  Machine)  got  rich  selling  them.  But  minis  were  eclipsed  by 
workstations  from  Apollo  and  Sun  in  the  1980s.  And  now  PC 
architecture,  based  on  Intel  chips,  rules.  Google's  search  engine 
runs  off  120,000  cheap  Intel  servers.  Enterprise  software  giants 
such  as  Oracle  are  writing  applications  around  "grid  computer" 
networks — i.e.,  gangs  of  cheap  servers. 

But  the  evolution  hasn't  stopped.  It  never  will.  Now  military- 
caliber  supercomputers  disguised  as  toys  that  cost  a  few  hundred 
dollars  have  arrived!  They  blow  the  doors  off  PCs  and  servers. 
How  weird  is  that? 

How  powerful  are  these  toys?  Apple's  top  desktop  computer, 
the  Macintosh  G5,  designed  to  edit  videos  and  magazines  like  this 
one,  suits  up  with  a  pair  of  IBM  2.7  gigahertz  processors, 
lust  as  fast  is  Dell's  new  XPS  Gen5,  which  runs  off  a  two- 


core  Intel  955X  chipset.  In  contrast  with  the  Dell  and  the  Mac, 
Microsoft's  Xbox  360  uses  an  even  quicker,  three-core  IBM  chip. 
Microsoft's  advantage  won't  last  long,  though.  Next  year's 
PlayStation  3  is  expected  (by  most  hard-core  gamers,  though  not 
by  Microsoft)  to  run  more  than  twice  as  fast  as  the  Xbox  360. 

To  be  fair,  any  comparison  between  PCs  and  toys  you'd  buy 
at  the  mall  is  not  quite  apt.  PCs  have  scads  more  internal  mem- 
ory. Their  hard  drives  are  bigger.  And,  of  course,  PCs  run  serious 
workaday  apps,  such  as  databases  and  PowerPoint.  But  that's 
about  the  extent  of  the  PC  advantage. 

Games  Are  Good  for  You 

Watch  Xbox  and  PlayStation  for  another  reason.  Simply  by  project- 
ing the  trend  toward  smaller,  faster,  cheaper  and  sexier  hardware,  I 
have  a  hunch  that  enterprise  software  will  be  enticed  into  following 
the  same  path — into  becoming  leaner,  faster,  cheaper  and  sexier. 
In  other  words,  business  apps  from  IBM,  Microsoft,  Oracle,  SAP, 
SAS  and  others  may  come  to  resemble  games.  Here's  why. 

•  Tomorrow's  workforce  will  consist  of  the  kids  who  are  now 
playing  computer  games. 

•  Games  are  a  universal  language  in  and  of  themselves.  Multi- 
national workforces  can  learn  games  more  easily  than  English. 

•  Employers  may  not  be  able  to  expect  much  in  the  way  of  read- 
ing skills  from  tomorrow's  generation.  But,  as  Steve  Johnson 
points  out  in  his  book  Everything  Bad  Is  Good  for  You,  the  sorry 
state  of  reading  doesn't  mean  that  our  youths'  IQs  are  in  decline. 
In  fact,  kids  are  smarter  than  ever.  Their  IQ  is  finding  a  different, 
more  graphic  expression. 

•  Companies  can  boost  productivity  by  simulating  tasks  on 
computers  before  deploying  capital  and  people.  The  first  era  of 
simulation  was  computer-aided  design,  such  as  Boeing's  com- 
plete design  of  the  777  jet  on  a  workstation.  The  next  era  will 
be  sims  of  processes,  such  as  supply  chains  and  selling.  Suppose 
you're  in  sales.  Why  couldn't  you  sit  in  the  parking  lot  and 
simulate  a  sales  call  with  a  tough  prospect  on  your  Xbox  360? 
The  game  might  include  such  details  as  the  prospect's  voice, 
looks  and  verbal  and  facial  tics. 

•  Can  toys  really  teach  professionals?  Ask  baseball's  top  pitcher, 
Johan  Santana  of  the  Minnesota  Twins.  His  secret?  According  to 
Sports  Illustrated,  Santana  studies  his  opponents  on  PlayStation 
Baseball.  This  evidently  works — over  30  recent  starts,  Santana 
was  23-3,  with  a  1.84  ERA. 

Memo  to  Sam  Palmisano:  You  make  chips  that  run  the 
world's  coolest  games.  Now  put  some  game  into  IBM's  Global 
Services.  Buy  Electronic  Arts.  F 
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SPECIAL  ADVERTISING  SECTION 


Leading  Companies  Find  Proven 
Expertise  the  Key  to  Managing  Change 

FACED  WITH  MANAGING  CONSTANT  CHANGE  IN  A  DEMANDING  GLOBAL  ECONOMY,  SCORES 
of  companies  —  from  global  insurance  carriers  and  financial  institutions  to  major  U.S.  retailers, 
airlines  and  manufacturers  —  are  finding  that  business  application  performance  requires  a 
dynamic  networking  foundation. 


New  technologies  and  tools  promise  productivity 
improvements,  successful  risk  mitigation,  reduced  costs 
and  ROI  improvements  —  but  only  if  they  are  supported 
by  a  dynamic  networking  foundation.  Building  and  main- 
taining this  foundation  becomes  increasingly  complex 
when  integrating  disparate  networks,  managing  the  per- 
formance of  multiple  applications  on  a  single  network,  or 
launching  new  business  applications  while  running 
existing  ones.  Careful  analysis,  design,  implementation 
and  ongoing  management  are  required. 

Expertise  is  needed  across  technologies  and  applica- 
tions to  understand  how  they  integrate  and  optimally  work 
together  in  a  secure  fashion.  The  critical  question  for  com- 
panies becomes  whether  they  have  the  in-house  ability 
to  facilitate  this  integrated  network  optimization.  For 
many,  this  is  not  a  viable  option:  the  experience  curve  is 
too  large  and  the  cost  prohibitive. 

TEAMS  POWER  SUCCESSFUL  CHANGE 

The  path  to  success  for  most  change  leaders  has  rested 
with  engaging  an  outside  team  with  proven  networking 
integration  skills,  project  implementation  capabilities  and 
performance  management  expertise.  Consider  these 
critical  challenges  and  expert-powered  solutions: 

•As  security  regulations  increase  in  complexity  and 
the  number  of  cyberattacks  grows,  leading  companies 
are  investing  in  proactive  security  strategies.  A  multina- 
tional insurance  provider  mounted  an  expert  security 
assessment  and  new  policy  implementation  that  assured 
compliance  with  Sarbanes-Oxley  and  HIPPA  regulations 
within  12  months,  while  increasing  protection  from 
hackers  and  viruses  for  the  firm's  network  and  confiden- 
tial information. 

•Mergers  and  acquisitions  can  create  significant 
change  management  issues.  When  two  major  banks 
recently  merged,  they  consolidated  their  networks  and 
migrated  over  3.400  remote  sites  to  an  IP-based  next- 
generation  network,  enabling  new  banking  applications. 
This  18-month  c.      -sion  was  completed  seamlessly, 


ensuring  24/7  access  to  critical  applications  and  result- 
ant cost  savings  with  elimination  of  redundancies. 

•Enterprises  recognize  the  pivotal  importance  of 
contact  center  automation  for  lowering  agent  and  opera- 
tional expenses.  This  human  resources  outsourcer  offered 
its  customers  multiple  interaction  channels  by  enabling 
voice  automation  and  web  self-service,  reducing  agent- 
handled  calls  by  40%.  Customer  satisfaction  increased 
with  a  75%  elimination  of  misdirected  calls. 

EXPERTISE  ON  DEMAND 

The  common  factor  among  these  success  stories  is 
AT&T's  networking  experience  in  providing: 

•  A  world-class,  global  networking  infrastructure 

•  Knowledge  to  design,  deploy  and  manage 
customer-defined,  multiple-vendor  solutions 

•  Thousands  of  network  integration  professionals 
deployed  globally 

•  Single  point  of  accountability  for  complex 
implementations 

•  Unique  "proof  of  concept"  labs 

•  Technology  migration  strategies 

•  Performance  management  tools  for  increased 
visibility  and  control 


Learn  more  about  solutions  to  manage  technology 
change  at  AT&T's  Networking  Exchange,  an  online 
community  where  you'll  gain  access  to  personalized 
and  relevant  information  to  formulate  strategies, 
apply  solutions  and  stay  on  the  leading  edge  of 
networking  technology.  Activate  your  membership 
now  at  www.att.com/networkingexchange. 


S3  AT&T 

The  world's  networking  company 


AT&T 
and 

1-800-FLOWERS.COM 


Can  your 
network 
make  flowers 
grow? 


1-800-FL0WERS.C0NP  AND  AT&T.  When  1-800-FLOWE RS.COM  wanted  to 
transform  the  nature  of  their  business,  they  cultivated  a  relationship  with 
the  world's  networking  company.  With  world-class  web  hosting  and  ultra- 
available  continuity  services,  AT&T  helped  1-800-FLOWERS.COM  become 
the  local  florist  with  global  reach.  So  now  high-traffic  e-commerce  is  as 
easy  as  a  tiptoe  through  the  tulips.  These  custom  networking  solutions 
have  even  allowed  them  to  blossom  into  new  ventures  like  Plow  & 
Hearth®  and  the  Popcorn  Factory.®  Today,  with  15  million  customers, 
1-800-FLOWERS.COM  is  the  leading  multi-channel  floral  and  gift  retailer 
in  town.  Not  to  mention  the  entire  country.  CAN  YOUR  NETWORK  DO  THIS? 


informer 

INFORMER@FORBES.COM 

Mind  Games  off  the  Field 
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I  sychological  factors  prompt 
'  pro  football  teams  to  overpay 
for  the  right  to  a  high  pick  in 
the  annual  spring  college  draft, 
says  a  new  study.  After  looking  at 
draft  results  from  1988  to  2004, 
Duke  University's  Cade  Massey 
and  the  University  of  Chicago's 
Richard  H.  Thaler  write  that  team 
executives  display  an  unwarranted 
confidence  in  their  draft-picking 
ability  and  that  lower  choices  cost  so  much  less  that  they  actually 
have  greater  value,  based  on  subsequent  on-field  performance. 
Buying  the  right  to  pick  first,  they  conclude,  "appears  to  be  a 
curse."  One  cited  example  of  this  lesson  in  behavioral  finance:  the 
New  York  Giants,  which  in  2004  gave  up  a  slew  of  high  current  - 
and  future-year  draft  choices  to  acquire  the  number  one  pick, 
quarterback  Eli  Manning,  from  the  San  Diego  Chargers.  The 
Chargers  won  their  division,  while  back  East  the  Giants  lost  10  of 
16  games.  — Janet  Novack  and  William  P.  Barrett 

A  Body  Check  by  the  Feds 

The  Internal  Revenue  Service  says  entities  owned  by  Charleston, 
S.C.  manufacturer  Jerry  Zucker  used  a  sham  tax  shelter  to  man- 
ufacture $52  million  of  losses.  In  a  Court  of  Federal  Claims  law- 
suit challenging  the  decision,  lead  entity  JZ  Buckingham  Invest- 
ments LLC  acknowledges  that  during  a  36-day  period  in  late 
1999  huge  foreign  currency  option  positions  were  taken  with 
Deutsche  Bank,  shifted  around  and  then  unwound,  helping  to 
save  $11  million  in  federal  taxes.  But  Zucker,  who  later  paid  the 
sum  and  now  seeks  a  refund,  denies  the  IRS  claim  that  the  trans- 
actions lacked  economic  substance.  He  disclosed  the  gambit  to 
the  agency  in  2001  after  learning  of  its  "concerns"  over  such 
deals,  his  lawyer  says.  Zucker  heads  and  owns  all  of  chemical 
products  maker  InterTech  Group  (estimated  sales,  $3  billion) 
and  is  a  partner  in  ice  hockey's  South  Carolina  Stingrays. — J.N. 


Getting  Clobbered  Coming  and  Going 

That  recent  $1.45  billion  Florida  jury  award  to  Ronald  O.  Perel- 
man  after  a  judge's  declaration  of  document  fraud  is  only  the 
latest  pain  caused  by  Morgan  Stanley's  internal  processes.  In  a 
2004  criminal  case  that  escaped  much  mention,  ex-employee 
Adam  Lesnick  pleaded  guilty  in  federal  court  in  Portland,  Ore. 
to  charges  concerning  the  embezzlement  from  various  Morgan 
Stanley  firm  and  client  accounts  of  $5.4  million.  Lesnick  was 
sentenced  to  21  months.  The  theft,  which  the  IRS  uncovered, 
came  to  light  now  because  Lesnick's  since-divorced  wife  just 
filed  a  U.S.  Tax  Court  lawsuit  seeking  innocent-spouse  status 
against  an  IRS  demand  for  taxes  and  penalties  on  the  loot. — J.N. 

Rename  It  Superflop? 

Superfund,  the  grandly  named  "managed  futures"  hedge  fund 
heavily  promoted  to  small  investors  in  a  striking  TV  ad  featuring 
Austrian-born,  black-shirt-clad  money  manager  Christian  Baha, 
is  falling  short  of  its  moniker.  For  the  first  quarter  its  US  Series  A 
fund  lost  2.6%  and  the  Series  B  lost  3.9%,  versus  an  average 
0.7%  gain  for  all  hedge  funds.  Baha  has  replaced  his  American 
chief.  With  rather  stiff  fees — as  much  as  10.6%  yearly  plus  25% 
of  profits — U.S.  assets  amount  to  only  $78  million,  a  fraction  of 
the  $1.9  billion  claimed  worldwide  by  parent  Superfund  Group, 
formerly  Quadriga  Asset  Management.  Baha  acknowledges  a 
"difficult  trading  environment"  in  which  the  two  classes  "have 
given  back  some  of  our  profits."  — Tatiana  Seraftn 


Don't  Tell  That  to  the  Promoters 

Since  1981  the  average  price  of  a  popular-music  concert  ticket 
has  risen  at  nearly  double  the  rate  of  inflation  and  40%  more 
than  admissions  to  movies,  theater  and  sports  events,  says  an 
academic  examination  of  "rockonomics"  by  Princeton's  Marie 
Connolly  and  Alan  B.  Krueger.  The  top  1%  of  performers  now 
generate  56%  of  such  ticket  revenue  versus  just  26%  in  1982. 
Still,  judging  by  the  continued  presence  of  scalpers,  the 
authors  write  that  "tickets  appear  to  be  underpriced  for  many 
concerts."  —J.N.  and  W.P.B. 


TheJeds  Sure  Took  Their  Sweet  Time 


The  Securities  &  Exchange  Commission  just  moved  to  suspend  or  revoke  the  public  registrations  of  eight  penny  stocks  "for 

failure  to  make  required  periodic  filings."  And  not  just  for  one  or  two  quarters. 

-W.P.B. 

COMPANY/LOCATION 

STATED  LINE  OF  BUSINESS 

LAST  FILING  . 

Affinity  Int'l  Travel  Systems/St.  Petersburg,  Fla. 

travel  package  sales 

March  2001 

BIFS  Technologies/Sarasota,  Fla. 

pollution  control  equipment  maker 

September  2002  ■ 

Brandmakers/Coconut  Grove,  Fla. 

e-mail  access,  vending  machines 

March  2003  ( 

Consolidated  General/Marietta,  Ga. 

gourmet  coffee  shops  in  Germany 

December  1996 

Ephone  Telecom/Herndon.  Va. 

Internet-based  phone  services 

June  2003 

E-Rex/Miami,  Fla. 

color  printer  maker 

September  2002 

lEMI/Holiywood,  Fla. 

recycled  scrap  metal  seller 

September  2002 

Nat'l  Institute  Cos.  of  America/Carnegie,  Pa. 

financial  services  provider 

June  2000 
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Over  two  million  Americans 

are  breast  cancer  survivors.. 


\ 


\ 


...join  them  in  the  drive  to  find  a  cure. 


The  Ultimate  Drive 

ft  for  the  Susan  G.  Komen  Breast  Cancer  Foundation  & 

It's  easy  -  all  you  have  to  do  is  get  behind  the  wheel  of  your  favorite  new  BMW  and  drive.  For  every  mile  you 
drive,  BMW  of  North  America  will  donate  $1  to  the  Susan  G.  Komen  Breast  Cancer  Foundation  to  help  fund 
research,  education,  screening,  treatment  and  outreach  programs. 

Reserve  your  spot  in  The  Ultimate  Drive®  today;  just  call  toll-free  1  -877-4-A-DRIVE 
or  log  on  to  www.bmwusa.com/theultimatedrive 


The  Susan 
( ; .  Komen 
Breast  Cancer 
Foundation 


•*  Brcaujf  to  miuli  Is  ndtnR  on  your  n 


WYNDHAM 

HOTELS  &  RESORTS* 


SIRIUSUL 

SATELLITE  RADIO 


©2005  BMW  of  North  America.  LLC.  The  BMW  name  and  logo  are  registered  trademarks.  You  must  be  at  least  21  years  old  and  a  licensed  driver. 
Michelin,  Wyndham  Hotels  &  Resorts,  SIRIUS  Satellite  Radio,  and  Gear  For  Sports  are  registered  trademarks  of  their  respective  owners. 


On  My  Mind  

By  Richard  Vedder,  professor  of  economics  at  Ohio  University  and  author  of  Going  Broke  By  Degree:  Why 

College  Costs  Too  much  (AEI  press) 


College  Is  a  Bad  Investment 

Pouring  more  taxpayer  money  into  universities  doesn't  lead  to  prosperity. 


WHEN  UNIVERSITY  PRESIDENTS  PLEAD  FOR  GOVERNMENT 
money,  they  often  make  an  argument  for  social  investment. 
Pump  funds  into  higher  education  and  the  economy  will  grow, 
they  claim.  After  all,  this  is  an  information-  and  skill-based  age 
in  which  college  graduates  are  far  more  productive  than  their 
less-educated  peers. 

True.  But  the  evidence  suggests  that  increased  public  fund- 
ing for  universities  doesn't  lead  to  greater  prosperity — and  may 
even  reduce  the  chances  of  it.  Compare  the  growth  in  real  per 
capita  income  in  states  that  spend 
a  lot  on  higher  education  with 
that  of  states  that  spend  less  and  a 
few  surprises  show  up.  Over  the 
past  50  years  low-support  New 
Hampshire  outdistanced  neigh- 
boring Vermont  on  nearly  any 
economic  measure,  though 
Vermont  spent  more  than  twice  as 
much  of  its  population's  personal 
income  on  higher  education 
(2.37%  versus  1.15%  in  New 
Hampshire).  Missouri,  with  mod- 
est state  university  appropriations 
( 1 .32%  of  personal  income),  grew 
faster  than  its  neighbor  to  the 
north,  Iowa  (at  2.41%). 

Similar  examples  abound. 
Using  data  for  all  50  states  from . 
1977  and  2002,  I  compared  the 
10  states  with  the  highest  state 
funding  for  universities  against 
the  10  states  with  the  lowest.  The 
result:  The  low-spending  states 
had  far  better  growth  in  real 

income  per  capita,  a  median  growth  of  46%  compared  with 
32%  for  the  states  with  the  highest  university  spending.  In  2000 
the  median  per  capita  income  level  for  the  low-spending  states 
was  $32,777,  27%  higher  than  the  median  for  the  10  states 
where  higher  education  got  the  most  state  money. 

The  results  were  the  same  when  controlling  for  a  state's  oil- 
fields or  other  energy  sources,  the  age  distribution  of  its  pop- 
ulation, the  prevalence  of  labor  unions,  the  tax  climate  and 
other  factors  that  could  affect  growth — even  the  proportion 
of  college  graduates.  This  despite  the  fact  that  the  states  that 
were  growing  most  quickly  tended  to  have  a  high  proportion  of 
college  graduates. 


"Colleges  have  devoted  little  new  funding  to 
instruction,  preferring  to  assist  research, 
support  athletics  and  build  luxurious  facilities." 


How  could  this  be?  Colleges  have  devoted  relatively  little 
new  funding  over  the  past  generation  to  the  core  mission  of 
instruction  (spending  only  21  cents  of  each  new  inflation- 
adjusted  dollar  per  student  on  it),  preferring  instead  to  assist 
research,  hire  more  nonacademic  staff,  give  generous  pay 
increases,  support  athletics  and  build  luxurious  facilities.  And 
while  in  the  private  sector  companies  have  learned  to  get  more 
work  out  of  fewer  employees,  the  opposite  appears  to  have  hap- 
pened in  higher  education.  In  1976  American  education 

employed  three  nonfaculty 
professional  workers  (adminis- 
trators, counselors,  librarians, 
computer  experts)  for  every  100 
students;  by  2001  that  number 
had  doubled. 

Another  piece  of  the  puzzle: 
Only  the  weakest  of  positive  cor- 
relations links  funding  level  and 
enrollment.  Even  if  students 
enroll,  they  don't  necessarily  fin- 
ish school.  Nearly  40%  fail  to 
graduate  within  five  or  even  six 
years,  suggesting  that  many  who 
attend  universities  don't  much 
benefit  from  them. 

Yet  another  explanation  is 
one  FORBES  readers  know  all  too 
well.  Taxes  reduce  private-sector 
activity.  People  who  must  pay 
high  taxes  tend  to  work  and 
invest  less  and  also  tend  to 
migrate  to  lower-tax  areas.  In  j 
other  words,  increasing  funding 
to  universities  means  transferring 
resources  from  the  relatively  productive  private  sector  to  higher 
education,  which  tends  to  be  less  productive  and  efficient. 

So  what  should  we  do?  College  is  still  a  decent  individual 
investment,  certifying  that  the  graduate  meets  minimum  stan- 
dards (often  missing  in  high  school)  for  competence,  intelli- 
gence, maturity  and  literacy.  But  we  should  rethink  the  nature 
and  magnitude  of  public  support  for  universities.  State 
governments,  facing  rising  Medicaid  bills  and  demands  for 
primary  and  secondary  education  funding,  are  already 
slashing  their  support.  I  hope  and  expect  this  trend  to 
continue.  Big  changes  are  coming  to  higher  education.  Theyj 
are  overdue.  F 
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You 

never  actually  own 
a  Patek  Philippe. 

You  merely  take 
care  of  it  for 
the  next  generation. 


Follow-Through 


APRIL  26,  2004 


Qwest  for  Success 

o 


Fogies 

.  ALSO* 

tiHM|  BASEBALLS 
*p  «  |  RICHEST 

W^jj/K  &  TEAMS 

THE  INTERNET  <t^39  WALCR^nV,r 
WILL  WIPE  OUT  DILEMMA 


THE  INTERNET  ^fl 
WILL  WIPE  OUT 
OLD  PHONE 
SERVICE. 

QWEST  SAYS  \Vjy 
BRING  IT  ON.  u^}A 

RIDING 
THE NEW 
WI-FI  WM 


,f  all  the  telecom  companies 
facing  competition  from 
new  cheap  phone  networks, 
Qwest  was  taking  the  lead,  we 
said  a  year  ago.  It  now  looks  more 
like  Qwest  is  the  industry  laggard. 
The  Denver-based  local  phone 
company  for  14  western  states 
now  faces  Verizon — which  beat 
Qwest's  efforts  to  take  over  long- 
distance titan  MCI — and  the  Go- 
liath formed  by  SBC  Communi- 
cations' January  agreement  to 
buy  AT&T. 

What  about  Qwest's  $40  mil- 
lion network  rebuild,  which  we 
said  would  make  its  local  phone 
service  Internet  Protocol  (IP)  ready?  A  company  spokeswoman  says  Voice  over 
IP  service  is  now  offered  in  225  markets.  But  VoIP  also  is  soaring  among  Qwest's 
rivals,  including  upstart  Vonage  and  cable  providers  Cablevision  and  Time 
Warner  Cable.  Through  an  alliance  with  cable  operators,  Sprint  has  increased 
its  number  of  VoIP  customers  from  zero  to  250,000  since  early  2004.  Qwest's 
stock  price  is  below  $4,  close  to  where  it  was  a  year  ago.  — Helen  Coster 

APRIL  19,  2004 
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Pay  to  Play 


Last  year  I  <  )RBES  ran  two  exposes  about  conflicts  of  interest  in  the 
pension  consulting  business.  The  experts  who  are  paid  hand- 
somely to  advise  public  pension  funds  also  pocket  undisclosed 
fees  from  the  money  managers  they  recommend.  We  noted  that 
regulators  had  been  slow  to  clean  up  the  mess. 

The  government  is  starting  to  mobilize.  In  May  the  Securities  & 
Exchange  Commission  issued  the  results  of  an  18-month  investigation. 
Conclusion:  The  1,700-member  industry  operates  a  "pay  to  play" 
system,  and  its  advice  is  tainted  by  its  own  financial  interests.  The  SEC 
is  referring  unnamed  firms  to  its  investigations  unit  for  possible  enforcement 
action.  — Susan  Adams 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  I  JUNE  12.  1920 

Health  Makes  Wealth  The  more 

satisfactory  a  workplace  is,  the  more  satisfied  its 
workers  are  likely  to  be.  Improve  your  plant  and 
you  improve  your  people.  A  bright,  clean,  well- 
ventilated,  healthful  building  has  a  better  effect 
upon  the  minds  of  workers  than  a  dingy,  dilapi- 
dated, stuffy,  ill-kept  building.  If  an  ideal  building 
can  be  surrounded  by  ideal  grounds,  with  lawns, 
flowers,  shrubs  and  trees,  then  the  combination 
is  calculated  to  appeal  strongly  to  every  worker, 
man  or  woman,  of  the  better  type. 

30  YEARS  AGO  IN  FORBES  I  JANUARY  I.  1975 

Laundering  Money  Bucking  the 

sharp  downtrend  in  consumer  goods  reasonably 
well  is  Iowa-based  Maytag,  which  charges  a  pre- 
mium price  for  what  most  people  will  concede  is  an 
exceptionally  durable  line  of  washers  and  dryers. 
Maytag  has  the  best  five-year  return  on  capital  of 
the  23  ranked  household  goods  companies.  Says 
appliance  analyst  Harry  Tsoukanelis,  "The  ques- 
tion is  how  long  companies  like  Maytag  can 
maintain  that  trend  if  real  disposable  income 
continues  to  decline.  A  buyer  can't  upgrade  when 
he  has  lost  his  job."  Sure  enough,  Maytag's  earn- 
ings were  down  in  the  second  half. 
Maytag  is  being  bought  by  a  private  investment 
group  in  a  deal  worth  $2.1  billion. 

15  YEARS  AGO  IN  FORBES  I  NOVEMBER  12. 1990 

Needless  Markup?  In  August 

Neiman  Marcus 
opened  one  of  its 
most  elegant  depart- 
ment stores  ever. 
Laden  with  French 


JUNE  21,  2004 

Good  Place  to  Eat? 

hedge  fund  that  was  blocking 
Denny's  turnaround  plans  a  year 
iJ)^mago  wound  up  giving  a  financial 
boost  to  the  struggling  restaurant 
chain.  Mellon  HVB  Alternative  Strate- 
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'  limestone  floors  and 
fine  silk  wall  cover- 
|  ings,  the  90,000- 
square-foot  store  is  in 
Luxe:  a  Neiman  Marcus  Denver's  new  Cherry 
store  in  Denver.  Creek  Shopping  Cen- 

ter, where  its  neigh- 
bors are  Gucci,  Louis  Vuitton  and  other  retail- 
ers to  well-heeled  shoppers.  With  the  economy 
already  in  a  recession  that  could  turn  nasty,  the 


already  in  a  recession  that  could  turn  nasty,  the  j- 
question  is  whether  Neiman  Marcus  is  taking 
on  too  much  debt  (now  over  $400  million, 
nearly  50%  of  equity)  and  expanding  too 
rapidly  at  precisely  the  wrong  time. 
A  private-equity  firm  is  buying  Neiman  Marcus  in 
a  deal  valued  at  $5.1  billion. 


NOW  ONLY  20  HOUR,S. 


Other  companies  insist  on  25-hour  mini- 
mums.  But  you  only  need  20  hours  to  get 
your  Vector  JetCard. 

The  all-inclusive  price  starts  at  $75,995*  - 
the  best  value  anywhere.  And  with  our 
simple  two-page  agreement  and  access  to 
the  industry's  youngest  fleet,  we  can  have 
you  flying  tomorrow. 

Call  today  for  Vector,  the  industry's  only 
20-hour  JetCard.  It's  never  been  easier 
to  fly  private.  1.877.832.8678. 


WW. 

y  Citation  Shares 


77.832.8678  x  3000  •  CitationShares.com 


jiming'20  hours  of  transportation  in  the  domestic  U.S.  (which  includes  transportation  225  miles  beyond  the  U.S. 

Ier  into.  Canada  and  Mexico),. total  price  is  $81,695,  including  Federal  Excise  Tax.  Total  price  is  $75,995  for  20  hours 
ternatronal  transportation.  Actual  total  price  is  based  on  the  actual  number  of  hours  flown  domestically  and/or 
nationally.  All  Vector  JetCard  flights  are  operated  by  CitationShares  under  its  FAR  Part  135  Air  Carrier  Certificate. 


DIVERSIFY  YOUR  PORTFOLIO 
WITH  100  OF  NASDAQ'S  LARGEST 
NONFINANCIAL  COMPANIES  > 

Microsoft  •  QUALCOMM  •  eBay  •  Intel  •  Cisco 
Systems  •  Nextel  Communications  •  Dell  •  Amgen 

•  Apple  Computer  •  Starbucks  •  Oracle  •  Comcast 

•  Yahoo!  •  Biogen  Idee  •  Maxim  Integrated 
Products  •  Symantec  •  IAC/lnterActiveCorp  • 
Electronic  Arts  •  Genzyme  •  Research  in  Motion 

•  Bed  Bath  &  Beyond  •  Linear  Technology  • 
Biomet  •  PACCAR  •  Apollo  Group  •  Gilead 
Sciences  •  Applied  Materials  •  Adobe  Systems  • 
PeopleSoft  •  Teva  Pharmaceutical  Industries  • 
Xilinx  •  Network  Appliance  •  VERITAS  Software 

•  Paychex  i  Costco  Wholesale  •  Staples  • 
KLA-Tencor«  Sirius  Satellite  Radio  •  Amazon.com 

•  Altera  •  Intuit  •  Fiserv  •  Juniper  Networks  • 
Sears  Holdings  •  Cintas  •  Marvell  Technology 
Group  •  Autodesk  '  Flextronics  International 

•  XM  Satellite  Radio  Holdings  •  Liberty  Media 
International  •  Chiron  •  VeriSign  •  Broadcom  • 
Sun  Microsystems  •  Wynn  Resorts  ■  EchoStar 
Communications  •  Medlmmune  •  MCI  • 
NTL  •  Check  Point  Software  Technologies 

•  Siebel  Systems  •  Garmin  •  Whole  Foods 
Market  •  CDW  •  LM  Ericsson  Telephone  • 
Expeditors  International  of  Washington 

•  Patterson  Companies  •  Citrix  Systems  • 
Express  Scripts  •  PETsMART  •  JDS  Uniphase 

•  Comverse  Technology  •  Pixar  •  ATI 
Technologies  •  Smurfit-Stone  Container 

•  C.H.  Robinson  Worldwide  •  Fastenal  • 
Sanmina-SCI  •  Microchip  Technology  • 
DENTSPLY  •  Lincare  Holdings  •  Sigma-Aldrich 

•  Lam  Research  •  Ross  Stores  •  Mercury 
Interactive  •  American  Power  Conversion  • 
Novellus  Systems  •  Millennium  Pharmaceuticals 

•  Career  Education  *  Lamar  Advertising  • 
SanDisk  •  QLogic  •  BEA  Systems  •  Invitrogen 

•  Dollar  Tree  Stores  •  Molex  •  Synopsys  • 
Intersil  •  Level  3  Communications  •  Tellabs 

QOQ  NASDAQ  -  IOO 

^■i  SYMBOL:  QQQQ 


An  investor  should  consider  investment 
objectives,  risks,  charges  and  expenses 
carefully  before  investing.  To  obtain  a 
prospectus,  which  contains  this  and  other 
information  about  QQQ,  a  unit  investment 
trust,  please  call  888.627.3837.  Read  the 
prospectus  carefully  before. ;  investing. 
ALPS  Distributors,  Inc.,  a  registered 
broker-dealer,  is  distributor  for  QQQ. 


Follow-Through 


gies,  a  hedge  fund  controlled  by  Mellon 
Financial  Corp.,  owned  8%  of  Denny's 
stock.  The  fund  nixed  Denny  Chief  Nel- 
son Marchioli's  ambitious  remodeling 
plans  because  the  necessary  financing 
could  only  come  by  diluting  its  stock.  In- 
stead, the  fund  helped  raise  $92  million 
for  Denny's  through  a  private  placement, 
while  upping  its  stake  in  the  company  to 
22%.  The  stronger  balance  sheet  helped 
Denny's  negotiate  better  loan  terms  and 
led  to  a  bond  refinancing  at  lower  rates. 

After  a  delisting  in  2001  Denny's  is 
back  on  the  Nasdaq  Small-Cap  Market 
index.  Shares  reached  $5  after  the  place- 
ment, prompting  the  hedge  fund  to  sell 
some  shares  and  lower  its  stake  to  10%. 
In  April  a  Denny's  restaurant  was  hit 
with  a  suit  by  customers  charging  racial 
discrimination.  The  company  is  losing 
money,  but  first-quarter  losses  narrowed 
to  $1.5  million  from  $8.7  million  the  year 
before,  on  $240  million  in  revenue. 

— Daniel  Kruger 

MAY  27,  2002 

Big  Lots  of  Trouble 


T 


Ihree  years  ago  we  saw  the  possibility 
of  a  turnaround  at  Big  Lots,  but 
since  then  the  Columbus,  Ohio 
closeout  retailer  has  stumbled.  Shares  are 
trading  at  $13,  down  from  $18  when  our 
story  ran.  The  problems  include  soaring 
gas  prices,  which  keep  discount  shoppers 
away,  and  an  excessive  focus  on  private- 


label  products  rather  than  deeply  dis- 
counted branded  goods  from  the  likes  of 
Mattel  and  Vidal  Sassoon.  Earlier  this  year 
Michael  Potter,  chief  since  2000,  stepped 
down.  The  company,  which  had  2004  rev- 
enues of  $4.4  billion,  has  yet  to  find  a  new 
leader.  — H.C. 

JUNE  21,  2004 

Betting  on  the  Boom 


Contrarian:  Ed  Wachenheim. 


A 


pocalyptic  warnings  of  a  housing 
bubble  were  gaining  steam  a  year 
ago  when  we  described  money 
manager  Edgar  Wachenheim  Ill's  con- 
trarian $1  billion  bet  on  home  builders. 
Home  prices  since  then  are  up  15%,  and 
home-builder  stocks  have  surged 
60% — but  Wachenheim  still  insists 
they're  a  bargain. 

Shares  of  Centex,  in  which 
Wachenheim's  Greenhaven  Associ- 
ates has  a  6.6%  stake,  are  up  38%- 
since  our  story,  on  strong  net 
income  growth.  Beazer,  Lennar,  KB 
Home  and  Pulte,  all  Wachenheim 
holdings,  have  posted  earnings  gains 
from  18%  to  40%.  What  if  a  Federal 
Reserve  interest  rate  boost  or  a  spike 
in  unemployment  causes  a  collapse 
in  some  coastal  markets?  Wachen- 
heim says  passion  for  homeowner- 
ship  and  more  industry  consolida- 
tion— the  top  ten  outfits  control 
only  21%  of  the  market — will 
ensure  long-term  success  fos 
builders.  — Evan  Hessei 
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When  you  invest  in  QQQ;  you're  buying  100  of  NASDAQ's  largest  nonfinancial 
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REGULATION 


Paper  Chase 

Caught  napping  in  the  mutual  fund  scandals,  the  SEC 
spews  out  costly  rules  certain  to  fill  up  garbage  cans 
with  more  unread  pages  of  legalese  By  Neil  Weinberg 


AFTER  TOE  CORPORATE  SCANDALS 
of  Enron,  WorldCom  and  the 
rest,  Congress  passed  the  Sar- 
banes-Oxley  Act,  a  well-mean- 
ing reform  that  imposes  enor- 
mous reporting  burdens  on  companies, 
costing  them  as  much  as  $65  billion,  says 
Financial  Executives  International. 

Now  mutual  funds  face  similar  pain. 
The  Securities  &  Exchange  Commission, 
stung  by  the  late-trading  scandals  in  2003, 
is  imposing  onerous  new  regulations  on 
the  industry,  mainly  to  require  more  dis- 1 
closure — useless  or  otherwise.  That  hefty, 
indecipherable  mutual  fund  prospectus 
you  get  once  a  year  and  toss  out  without 
skimming  a  page?  It  is  getting  even  bigger 
and,  most  likely,  even  less  useful.  Worse,  the 
new  rules  don't  yield  what  fund  investors 
need  the  most:  a  quick  and  clean  way  to 
learn  how  much  money  was  skimmed  off 
their  accounts  by  their  fund  companies  for 
the  pleasure  of  investing. 

"It's  a  disclosure  stampede,"  says  James 
Riepe,  vice  chairman  of  fund  company 
T.  Rowe  Price.  "Everyone  with  an  agenda 
has  gotten  their  disclosure  included, 
so  fund  companies  and  investors 
are  overwhelmed."  Investor 
advocate  Mercer  Bullard 
of  Fund  Democracy 
adds:  "The  SEC  has 
said  prospectuses 
already  are  over- 
burdened. Adding 
more  to  them  now 
won't  help  share- 
holders and  will  ac- 
tually impede  their 
understanding." 
T.  Rowe 


in 


Price  wasn't  implicated  in  any  of  the  fund 
scandals  and  has  hauled  in  billions  of  dollars 
a  month,  thanks  to  an  unsullied  reputation 
and  solid  returns.  But  it  had  to  add  5  pages 
to  its  Mid- Cap  Growth  Fund  prospectus, 
bringing  it  to  44  pages,  to  explain  policies 
regarding  rapid  trading,  selective  disclosure 
and  other  scandal-related  issues.  All  told,  the 
firm  mailed  out  an  extra  40  million  pages 
last  year  at  a  cost  of  $800,000. 

The  SEC  has  imposed  or  proposed  19 
new  fund  rules  in  two  years,  a  dozen  in  re- 
sponse to  the  misdeeds  of  market-timing 
and  late  trading.  Much  of  the  gorpy  new 
disclosure  going  out  to  small  investors  by 
the  truckload  actually  is  aimed  at  planners, 
brokers  and  the  media. 

"After  all  the  scandals  you  had  a  crisis 
of  confidence  in  the  market  in  general  and 
in  the  institutions  people  looked  to  as  up- 
right," says  Meyer  Eisenberg,  acting  direc- 
tor of  the  SEC's  Division  of  Investment 
Management.  "What  we  did  in  the  mutual 
fund  area  was  designed  to  restore  confi- 
dence, and  by  all  indications  that  has  been 
l  accomplished." 

Some  new  regs  are  sensible  if  tardy.  A 
ban  on  directed  brokerage  should  stop 
;  fund  firms  from  paying  kickbacks  to  secu- 
rities firms.  A  proposed  4  p.m.  "hard 
wclose"  would  prevent  them  from  letting 
(favored  clients  illegally  profit  off  late 
.orders.  But  many  new  rules  amount  to 
bureaucratic  overkill  that  could  under- 
mine the  SEC's  intentions.  Twice  a  year 
linvestors  will  now  receive  detailed  dis- 
cussions of  directors'  reasons  for  renew- 
ng  their  funds'  contracts  with  the  advi- 
sory firms  that  run  them.  That  alone  will 
Require  mailing  231  million  extra  pages  at 
l|i  cost  of  $6.2  million,  the  SEC  figures. 

That's  on  top  of  more  lengthy  disclo- 


timing  policies  and  fair  valuation  of  secu- 
rities. Fund  advisers  also  must  draft  new 
ethics  codes,  hire  chief  compliance  officers, 
rejigger  fund  boards  and  comply  with  Sar- 
banes-Oxley  and  the  Patriot  Act. 

"We  already  have  smaller  members  say- 
ing they  cannot  continue  in  this  business," 
says  Paul  Stevens,  president  of  the  Invest- 
ment Company  Institute  lobby.  "Our  con- 
cern is  if  you  put  a  surcharge  on  manag- 
ing money  in  mutual  funds,  advisers  may 
gravitate  to  recommending  products  that 
are  less  advantageous  to  the  customer." 

Investors  will  pay  for  this  all  the  same. 
The  SEC  expects  the  new  rules  to  cost  a  bil- 
lion dollars,  and  the  fund  industry  pegs  the 
cost  at  many  times  that.  Thornburg  In- 
vestment Management,  a  $13  billion  (as- 
sets) money  manager  with  a  dozen  mutual 
funds,  will  itself  absorb  part  of  the  cost  of 
higher  legal  and  accounting  fees  and  fatter 
prospectuses  and  pass  on  an  extra  0.03% 
in  administrative  fees  annually  to  investors. 
Spread  across  the  $8  trillion  fund  industry, 
0.03%  would  represent  a  new  compliance 
tax  of  $2.4  billion. 

"We  think  practically  all  the  new  reg- 
ulations are  unhelpful  and  burdensome," 
says  Nicholas  Gerber,  founder  of  the 
Ameristock  fund,  which  will  spend 
0.02%  to  0.03%  of  its  $1.4  billion  in 
assets  on  the  new  regs.  "They  certainly 


don't  help  investors  make  money." 

The  beneficiaries  of  the  new  regulations 
will  be  "lawyers,  accountants  and  insurance 
companies,"  says  Brian  Barish,  president  of 
Cambiar  Investors,  which  manages  $4  bil- 
lion. Another  beneficiary:  Fund  Publishing 
Co.,  whose  founder,  David  Boyd,  says  the 
volume  of  literature  he  is  printing  for  each 
of  his  mutual  fund  customers  has  doubled 
over  the  past  couple  of  years. 

At  Vanguard,  the  $830  billion  (assets) 
shop  with  low  costs  and  a  clean  record,  the 
new  regs  will  consume  a  lower  percentage 
of  assets  but  are  a  real  distraction  for  man- 
agement. They  also  will  require  staffers  to 
spend  thousands  of  hours  reeducating 
themselves  and  revamping  procedures. 

The  current  rulemaking  orgy  comes  as 
three  out  of  four  investors  can't  define  an 
"expense  ratio"  and  two-thirds  think  "no- 
load"  funds  are  free  (in  truth,  they  don't 
charge  a  fee  to  start  an  account,  but  they 
do  take  annual  charges  for  expenses). 

The  SEC  should  force  funds  to  reveal 
the  investment  cost  to  each  shareholder  in 
their  quarterly  statements,  it  was  advised 
by  the  Government  Accountability  Office 
in  2000.  The  SEC  watered  down  the  rules 
so  funds  still  can  bury  the  hypothetical  cost 
per  $1,000  invested.  William  Donaldson, 
the  SEC  chairman,  is  calling  for  yet  another 
disclosure  review.  Buy  paper  stocks.  F 


By  the  Numbers 


What  It's  Gonna  Co 

The  new  SEC  regulations  don't  come  cheap. 

$1.1  billion  First-year  cost  of  writing  new  contracts  required  to  track 
rapid-fire  traders  of  mutual  funds. 

231  million  Number  of  extra  pages  fund  firms  must  mail  to  shareholders 
annually  to  explain  directors'  reasons  for  renewing  management  contracts  with 
fund  families. 

204,674  Total  staff  hours  mutual  funds  will  devote  to  a  single  new  rule: 
quarterly  filings  of  complete  portfolio  holdings. 

Source:  Securities  &  Exchange  Commission. 
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Thriving  on  Car  Calamity 

As  General  Motors  and  Ford  Motor  get  into 
deep  trouble,  their  suppliers  face  even 
tougher  times.  Six  major  suppliers  (including 
Collins  &  Aikman  and  Tower  Automotive) 
have  filed  for  Chapter  II  bankruptcy 
protection.  More  are  on  the  brink.  In  late  May 
Ford  announced  it  will  spend  $1.1  billion  to  bail 
out  its  parts  provider  Visteon.  The  suppliers 
are  battered  by  cost  pressures  from  the 
automakers,  increases  in  imported  parts  and 
higher  commodity  prices.  Yet  a  few  companies 
are  bucking  the  trend,  buoyed  by  a  diversified 
customer  base  and  innovative  technology. 
Below,  the  standouts.  —Joann  Muller 

BORGWARNER 

52-WEEK  STOCK  PERFORMANCE:  up  30% 
ESTIMATED  EPS  GROWTH,  '05  VERSUS  04:  up  13% 
EDGE:  Leading  tech  for  emission  control,  fuel 
economy  and  diesel  engines;  many  non-Big  Three 
customers. 

JOHNSON  CONTROLS 

52-WEEK  STOCK  PERFORMANCE:  up  4% 
ESTIMATED  EPS  GROWTH,  05  VERSUS  04:  up  8% 
EDGE:  Entrenched  with  fast-growing  Japanese 
automakers;  HomeLink  remote  control  and  rear-seat 
entertainment  systems  are  hot.  Nonauto  unit  boosts 
company. 

DENSO 

52-WEEK  STOCK  PERFORMANCE:  up  13% 
ESTIMATED  EPS  GROWTH,  05  VERSUS  04:  up  7% 

EDGE  23%  owned  by  Toyota;  leading  supplier  of 
engine  components,  climate-control  systems. 

Sources.  IBES  via  FactSet  Research  Sysfsms,  companies. 


54     FORBES  -  |i 


BUYOUTS 


Bad  Chemistry 

Blackstone's  Celanese  deal  displays 
the  fine  art  of  quintupling  your  money 
in  a  year.  German  investors  aren't 
impressed.  By  Bernard  Condon 


■  N  A  QUICKIE  TURNAROUND,  LEVER- 
I  aged  buyout  firm  Blackstone  Group 
I  took  a  German  giant,  Celanese  AG, 
I  private  in  April  2004,  buying  it  on 
the  Frankfurt  stock  exchange.  Then  it 
took  the  chemicals  maker  public  in  the 
U.S.  only  nine  months  later.  Its  return 
so  far:  $3. 1  billion  after  putting  down 
just  $650  million. 

That  angers  some  German  in- 
vestors and  U.S.  hedge  fund  Paulson  & 
Co.  Paulson  contends  Blackstone  got 
Celanese  on  the  cheap  because  of  a 
cozy  relationship  with  Celanese's  ad- 
visers at  Goldman  Sachs.  It  argues 
Blackstone  should  have  paid  more 
than  double  the  price  Goldman  en- 
dorsed—€32.50  ($2  billion).  The  en- 
suing spat  comes  at  a  time  when 
Blackstone  hopes  to  expand  in  Europe 
and  just  as  the  ruling  Social  Democ- 
rats have  called  for  a  crackdown  on 
foreign  private  equity  shops  and 
hedge  funds,  likening  them  to  "lo- 
custs" and  blaming  them  for  destroy- 
ing jobs. 

The  Celanese  deal  whipped 
up  emotions  from  the  start. 
Blackstone  in  December 
2003  unveiled  its  offer — 
an  11%  premium  to 
Celanese's  price  on  the 
Frankfurt  exchange, 
where  the  shares  had 
doubled  in  the  previ- 
ous  nine  months. 
By  February  2004  the 
deal  terms  were  set 
in  a  prospectus  that 
included  Goldman's 
view  that  the  offer  was 
fair.  Two  months  later 
most  shareholders  had 
succumbed. 

Holders  of  a  16% 


stake  balked.  To  gain  full 
control,  Blackstone  won  a 
"domination  agreement," 
a  vote  by  shareholders  to 
hand  over  the  keys  to  the 
company.  This  required  a 
second  valuation — and 
Ernst  &  Young  ended  up 
citing  a  higher  price:  €42 
a  share.  Blackstone,  as  required,  of- 
fered it  to  the  holdouts. 

But  Paulson  rejected  the  sweet- 
ened bid  and  hired  a  third  adviser, 
which  pegged  the  real  value  around 
€65  a  share  (since  revised  to  €73).  So 
the  hedge  fund  filed  in  Frankfurt 
court  to  protest  the  valuation.  Other 
investors  sued  last  August  to  overturn 
the  "domination"  vote.  As  Celanese 
holders  gathered  for  an  annual  meet- 
ing last  month,  Paulson  put  out  a  blis- 
tering press  release  denouncing  the 
latest  offer  as  "grossly  inadequate"  in 
a  process  "riddled  with  conflicts."  The 
annual  meeting  in  Frankfurt  lasted  24 
hours  over  two  days.  A  Paulson  rep 
spoke  for  90  minutes,  calling  Gold- 
man "biased"  and  getting  interrupted 
half  a  dozen  times  by  German  share- 
holders yelling  at  the  di- 
rectors— "Crooks! " 
Thieves!"  One 
speechmaker 
dubbed 
Black- 
stone 


The  needle  in  the  digital  haystack. 


front 


and  Goldman  "Locusts!" 

Blackstone's  original  offer  amounted 
to  6.4  times  adjusted  earnings,  and  Gold- 
man deemed  it  on  par  with  similar  buy- 
outs and  the  values  of  four  other  chemical 
makers.  But  the  four  didn't  include  firms  in 
the  U.S.,  where  Celanese  has  60%  of  its  as- 
sets; U.S.  makers  carry  significantly  higher 
earnings  multiples. 

Paulson  &  Co.  blames  this  curious 
omission  on  coziness.  Goldman  and 
Blackstone  are  tight.  Goldman  invests  in 


two  Blackstone  funds.  Blackstone  has 
paid  Goldman  tens  of  millions  in  fees  for 
recent  deals — including  $7  million  for 
comanaging  the  Celanese  stock  offering 
and  $18  million  for  related  work.  As 
Goldman  was  advising  Celanese  on  the 
offer,  it  was  underwriting  a  public  offer- 
ing of  Blackstone-owncd  TRW  Automo- 
tive and  selling  part  of  Blackstone's  Great 
Lakes  Transportation.  Goldman  and 
Blackstone  decline  to  talk. 

Blackstone,  meantime,  reaped  a  $1.4 


billion  cash  windfall  from  Celanese:  $800 
million  for  stock  it  sold  in  the  U.S.  offer- 
ing; $500  million  in  cash  it  grabbed  after 
having  the  chemicals  company  issue  that 
much  in  junk-bond  debt;  and  $111  million 
in  fees  paid  by  Celanese  to  its  new  owners. 
And  it  still  holds  Celanese  stock  worth  $  1 .7 
billion.  All  for  putting  up  $650  million  in 
cash  and  borrowing  the  rest.  Nice.  Whether 
Celanese — whose  debt  now  has  swelled 
from  $640  million  to  $3.4  billion — is  bet- 
ter off  is  a  less  certain  proposition.  F 


ART  OF  THE  DEAL 

Return  of  The 
Barbarians 

LB0  funds  are  raising  record  amounts  again. 
Here  are  some  of  their  possible  targets. 
By  Jack  Gage  and  Michael  K.  Ozanian 

BUYOUTS  ARE  BACK,  BIG-TIME.  LEVERAGED  BUYOUT 
firms  have  closed  on  $26.4  billion  through  April, 
on  pace  to  exceed  the  record-high  $74.7  billion 
amassed  in  2000. 
In  late  March  software  maker  SunGard  Data  Systems 
agreed  to  be  acquired  by  seven  buyout  firms,  led  by  Silver 
Lake  Partners,  for  $1 1.4  billion  in  cash.  It  was  the  largest 
private  takeover  since  Kohlberg  Kravis'  $31  billion  pur- 
chase of  RJR  Nabisco  in  1989.  Thomson  Financial  says 
buyout  funds  have  spent  almost  $30  billion  this  year  on 
acquisitions,  an  annualized  amount  that  is  the  highest 
since  the  record  $97.2  billion  they  spent  in  1988. 

Low  interest  rates  and  easy  money  from  banks  and  bond 
markets  will  sustain  the  buyouts,  says  David  Toll,  managing 
editor  of  Private  Equity  Analyst.  "LBO  funds  can  borrow  70% 
of  the  enterprise  value  of  a  company  on  average — the  most 
leverage  they  have  been  able  to  use  in  ten  years,"  he  says. 

Rank-and-file  investors  could  benefit — if  they  can 
guess  right  on  who  the  next  LBO  target  will  be.  SunGard's 
stock  rose  25%  on  the  day  the  company  announced  it 
was  considering  a  sale.  For  the  accompanying  chart  we 
scanned  for  companies  trading  at  less  than  eight  times 
their  enterprise  value  (market  value  plus  debt,  minus 
cash);  nonfinancial  stocks  have  an  average  enterprise 
multiple  of  12.  Their  stock  also  must  be  selling  for  at 
least  33%  less  than  that  of  their  industry  peers.  We  omit- 
ted companies  with  enterprise  values  below  $1  billion, 
inside  ownership  stakes  above  30%  or  declining  earn- 
ings per  share  in  the  past  year.  What  emerges  is  a  cheat 
sheet  of  particularly  cheap  targets.  F 


Bargain  Bin 


These  companies  could  be  attractive  for  bargain-hunting  LBO  firms. 
They  have  enterprise  multiples  discounted  by  at  least  one-third 
relative  to  peers,  but  their  earnings  are  growing. 

ENTERPRISE 

COMPANY/  BUSINESS                                    VALUE  (SBIL)1 

ENTERPRISE 
MULTIPLE2 

AVAYA/  communications  equipment  $3.8 

7.4 

CENTURYTEL/  communications  services  6.9 

5.5 

J.B.  HUNT  TRANSPORT  SERVICES/  trucking  1.7 

3.6 

KINDRED  HEALTHCARE/  health  care  facilities  1.2 

4.6 

LOUISIANA-PACIFIC  forest  products  2.4 

2.6 

OFFICE  DEPOT/  specialty  retailing  6.1 

7.3 

RADIOSHACK/  specialty  retailing  4.3 

6.5 

SKYWEST/  airline  1.1 

4.6 

STEEL  DYNAMICS/  steel  manufacturing  1.8 

2.7 

SUPERVALU/  supermarkets  5.7 

5.3 

'Market  value  plus  net  debt.  'Enterprise  value  divided  by  operating  income  (earnings  before 

interest,  taxes,  depreciation  and  amortization). 

Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

Deep  Pockets 

Ten  of  the  largest  buyout  firms  and  the  funds  they  expect  to  raise 
in  the  next  year.  Funds  tend  to  last  three  to  four  years  before 
being  depleted. 

CURRENT  ANTICIPATED 

LEVERAGED  BUYOUT  FIRM                           FUND  ($BIL)     NEW  FUND  ($BIL) 

J.P.  MORGAN  PARTNERS  $7.7 

$4.0 

BLACKSTONE  GROUP  6.5 

10.0 

THOMAS  H.  LEE  PARTNERS  6.1 

8.3 

GOLDMAN  SACHS  CAPITAL  PARTNERS  5.3 

8.51 

WARBURG  PINCUS  5.3 

7.8 

KOHLBERG  KRAVIS  ROBERTS  5.1 

NA 

PROVIDENCE  EQUITY  PARTNERS  4.5 

NM 

BAIN  CAPITAL  4.3 

NM 

MADISON  DEARBORN  PARTNERS  4.0 

5.0 

CARLYLE  GROUP  3.9 

7.91 

'Recently  closed.  NA:  Not  available;  NM:  Not  expected  to  close  near  term. 

Source:  Dow  Jones  Private  Equity  Analyst. 
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DATA  MINING 


Hold  Everything 

Morgan  Stanley  learned  the  hard  way  in  the  Perelman  case: 
The  only  thing  worse  than  a  smoking  gun  is  an  e-mail  that  turns 
up  late  By  Daniel  Fisher 


Revlon's 

Ronald  Perefman 
has  1.45  billion 
reasons  to  smile. 


m 


■  F  ANYONE  DOUBTED  THE  VALUE  OF  A 
I  misplaced  e-mail,  Morgan  Stanley  af- 
I  firms  it:  $1.45  billion.  That's  how  much 

■  a  Florida  jury  awarded  financier  and 
Revlon  chairman  Ronald  Perelman  last 
month  after  the  judge,  enraged  by  Mor- 
gan's repeated  failure  to  produce  electronic 
evidence  on  time,  ordered  jurors  to  assume 
Morgan  had  helped  defraud  Perelman  in 
client  Sunbeam  Corp.'s  purchase  of  a  Perel- 
man-owned  company. 

Morgan  vows  to  appeal,  saying  the 
judge  overreacted  to  honest  mistakes  in 
combing  through  trillions  of  bits  of  data 
stored  on  backup  tapes  at  a  warehouse  in 
Brooklyn  and  elsewhere.  The  bank  also 
fired  its  defense  lawyers  on  the  eve  of  the 
trial,  suggesting  the  prestigious  Chicago 
law  firm  of  Kirkland  &  Ellis  may  get  some 
of  the  blame.  Kirkland  declined  to  com- 
ment on  the  reasons  for  the  firing. 

But  even  after  Eliot  Spitzer  brandished 
the  chain  of  e-mails  he  dug  up,  corporations 
seem  blithely  unaware  of  the  legal  damage 
that  can  be  wrought  in  electronic  discovery. 
More  than  half  of  companies  have  no  for- 
mal e-mail  retention  policy,  according  to 
Cohasset  Associates,  and  38%  of  all  sur- 
veyed say  they  follow  their  document-re- 
tention programs  "not  regularly"  or  "when 
time  permits."  That  can  cause  pandemo- 


nium when  a  company  is  ordered  to  come 
up  with  every  e-mail  related  to  a  disputed 
transaction  or  five  years  of  internal  com- 
munications of  a  long  list  of  executives. 

One  result:  Companies  settle  cases 
because  discovery  would  cost  more  or  be- 
cause they  can't  risk  marching  toward  trial 
without  knowing  what  damaging  e-mails 
might  lurk  in  their  files.  Each  so-called 
Super  DIT  tape  of  the  type  most  corpora- 
tions use  to  back  up  their  data  files  can 
hold  the  equivalent  of  40  million  pages. 

Deloitte  runs  a  unit,  Analytic  & 
Forensic  Technology,  devoted  to  exhaus- 
tive searches  of  such  a  data  trove.  Using  a 
corps  of  government-trained  experts — a 


top  designation  is  "Seers,"  for  Seize  Com- 
puter Evidence  Recovery  Specialists — the 
group  can  copy  the  hard  drives  on  300 
computers  in  a  day,  says  Thomas  Aleman, 
global  leader  of  the  unit.  It  then  transfers 
the  data  into  two  formats  so  they  can  be 
searched  for  specific  words  or  recipients 
and  can  be  called  up  as  an  image  on  the 
computer  screen.  Aleman's  largest  assign- 
ment involved  combing  through  9,000 
Super  DLT  tapes,  costing  tens  of  millions 
of  dollars. 

Deloitte  consultants  charge  20  cents 
per  page  to  sort  those  documents  so 
attorneys  can  quickly  determine  whether 
they  are  relevant  to  a  case.  That's  cheap 
compared  with  Morgan's  $1.45  billion 
hit.  A  number  of  upstarts  now  offer  real- 
time systems  to  let  businesses  keep  track 
of  e-mails  and  other  electronic  data, 
instead  of  hiring  consultants  to  do  the 
job  after  a  suit  has  been  filed.  But  com- 
panies seem  to  be  baiking  at  the  cost — or 
keeping  quiet  out  of  fear  they'd  only  be 
making  it  easier  for  the  other  side.  F 


Philip  Purcell 


WATCH  YOUR  BACK,  PHIL 

The  "Group  of  Eight"  seeking  to  oust  Morgan  Stanley 
Chief  Executive  Philip  Purcell  has  generated  hundreds  of 
headlines  in  two  months  but  accomplished  little.  It  holds 
only  a  1%  stake  in  Morgan,  and  Purcell's  friendly  board  is 
sticking  by  him.  Now  the  battle  may  hinge  on 
institutional  shareholders.  Purcell  has  met  with  a  few 
but  isn't  expected  to  host  a  bigger  confab  until  July. 
Morgan  stock  has  fallen  16%  in  the  ruckus.  Here's  a  look 
at  some  big  investors  that  may  play  a  pivotal  role. 

New  Jersey  Division  of  Investment  (4  million  shares):  Orin  Kramer,  chairman  of 
the  State  Investment  Council,  openly  criticizes  Purcell.  "Corporate  governance  is 
about  creating  shareholder  value,"  he  says,  "and  a  regime  presiding  over  the  slow 
vaporization  of  shareholder  value  is  the  antithesis  of  good  corporate  governance." 

North  Carolina  State  Treasury  (2  million):  State  Treasurer  Richard  Moore  has 
said  in  interviews  that  "all  is  not  well  at  Morgan  Stanley"  and  "we're  watching 
and  we  won't  go  away."  Moore  is  ambitious  and  telegenic  and  loves  publicity. 

Vanguard  Group  (24  million):  Chairman  John  Brennan  has  pledged  shareholder 

vigilance,  particularly  in  the  area  of  board  independence. 

Davis  Advisors  (8  million):  Davis  has  won  praise  from  Warren  Buffett  for  "leader- 
ship in  getting  CEOs  to  treat  their  owners  properly." 

Calpers  (5  million):  Mum  so  far  on  the  imbroglio,  the  California  pension  fund 
can  be  expected  to  step  into  its  traditional  role  of  shareholder  activist. 

—Peter  Lattman 
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Outfront 


Hit  'Em  Where  It  Hurts 

Fed  up  with  Asian  knockoffs— and  justice— some  companies 
have  decided  to  sue,  in  America.  By  Tomas  Kellner 


JAPAN'S  NICHIA  CORP.  SPENT  15 
years  and  $1.5  billion  developing 
the  white-light-emitting  diode,  a 
revolutionary  light  source 
designed  to  kill  the  lightbulb.  Since  roll- 
out in  1 996,  sales  of  the  white  LED,  used 
in  cell  phone  displays,  giant  outdoor 
screens  and  the  like,  have  grown  into  a 
$2  billion  annual  market. 

But  high-tech  pirates  in  China,  Tai- 
wan and  South  Korea  saw  the  light,  too. 


By  the  Numbers 


Chinese  piracy  shows  no  signs  of  abating. 

Annual  global  piracy  losses 
caused  by  Chinese  companies. 

Annual  losses  suffered  by 
U.S.  companies  from  Chinese  piracy. 

Percentage  of  ait  counterfeits  seized 
by  U.S.  customs  oat  were  made  in  China. 

L^^L  Increase  in  ir.feHectual-property  suits 
filed  in  China  between  !997  and  2002. 


atent  law  passed. 


Nichia  says  Asian  semi- 
conductor makers  such  as 
Epistar  and  Everlight  copied 
its  patents  and  started  cranking  out  the 
diodes  on  the  cheap.  In  two  years 
a  dozen  bootleggers  cut  Nichia's  mar- 
ket share  by  40%.  LED  prices  dropped 
from  $1  per  diode  in  2000  to  50  cents 
last  year. 

Nichia  spent  three  years  in  various 
Asian  courts  futilely  trying  to  stanch  the 
piracy.  Now  it  is  going  after 
American  companies  buying 
the  Chinese  knockoffs — and 
finally  is  scoring  some  points. 
Nichia  has  just  settled  a  patent 
infringement  suit  against 
Sharper  Image,  which  sold 
flashlights  and  headlamps  that 
contain  LEDs  (terms  weren't 
disclosed),  and  is  in  settlement 
talks  with  JM  Group,  which 
makes  flashlights  and  other 
types  of  lights. 

Companies  fed  up  with 
Asian  courts  and  the  U.S.  Inter- 
national Trade  Commission 
have  started  venting  their  rage 
in  the  U.S.  court  system.  And 
rather  than  pursue  Asian  man- 
ufacturers, they  are  targeting 
end  users — businesses  that 
bought  the  allegedly  infringing 


White  LEDs  (left)  have  become  ubiquitous  in  massive 
street  billboards,  cell  phone  displays  and  car  lighting 
fixtures. 


technology  and  put  it  in  their  products 
or  sold  it.  Patent  holders  "want  to  go 
after  the  customers  because  that's  ulti- 
mately going  to  bring  the  manufacturers 
to  the  table,"  says  John  Johnson,  a  chair- 
man at  the  American  Intellectual  Prop- 
erty Law  Association.  The  idea  is  that 
customers  facing  expensive  litigation 
will  exert  pressure  on  the  manufactur- 
ers to  get  a  license  and  pay  royalties. 

This  approach  was  used  by  the  late 
Jerome  Lemelson,  a  prolific  inventor 
who  patented  technology  later  used  in 
bar-code  scanning.  He  raked  in  $1.5  bil- 
lion suing  such  hefty  users  as  General 
Motors  and  Ford — before  his  patents 
were  found  invalid  in  2004.  The  stakes 
are  higher  these  days.  As  Asia,  especially 
China,  builds  its  tech  expertise,  patent 
infringement  is  on  the  rise,  says  Bruce 
Lehman,  former  commissioner  of  the 
U.S.  Trademark  &  Patent  Office  and 
now  with  law  firm  Akin  Gump  Strauss 
Hauer  &  Feld. 

Last  year,  in  Delaware,  Honeywell 
sued  35  American  and  foreign  compa- 
nies, including  Apple  Computer,  Kodak, 
Sony  and  Matsushita,  claiming  that  they 
use  liquid  crystal  parts  patented  byj 
Honeywell,  many  made  in  Taiwan.  The 
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Nichia,  which  derives  an  estimated  one- 
third  of  its  $2  billion  revenue  from  white 
LED  sales.  Its  legal  efforts  in  Asia  met  a 
predictable  result.  Nichia  won  an  injunc- 


manufacturers,  the  company  says.  It 
didn't  matter  that  Nichia  held  similar 
patents  in  27  other  countries.  In  China, 
where  infringement  damages  can  be  as 


case  is  pending.  Also  in  Delaware,  the 
French  government's  agency  for  nuclear 
energy,  Commissariat  a  l'Energie  Atom- 
ique,  has  sued  Dell,  Sun  Microsystems, 
Samsung  and  60  other  '  .  •  i  i  r 

companies fo,  wing li        The  lawsuits  are  targeting  the  end  users  of 

components  made  by  .  i  i  i  i 

Taiwan's  chi  Md  Opto-      knockoff  products,  rather  than  the  makers^ 

electronic  that  allegedly 


violate  CEA's  patents.  Earlier  this  year  a 
federal  appeals  court  overturned  a 
Delaware  district  court  ruling  that  had 
dismissed  the  case  for  lack  of  jurisdic- 
tion. The  case  was  remanded  to  the 
Delaware  court. 

The  knockoff  issue  is  critical  for 


lion  against  Epistar  and  Everlight  in  Tai- 
wan, but  the  companies  (which  deny  in- 
fringing) were  able  to  go  on  producing.  In 
South  Korea  a  patent  examiner  denied 
Nichia's  white  LED  patent  claim  because 
the  company  refused  to  promise  to  li- 
cense the  technology  to  South  Korean 


low  as  $20,  the  company  just  gave  up. 

So  far  Nichia's  U.S.  lawyers  have 
served  cease-and-desist  letters  to  ten 
companies  that  are  allegedly  using  rip- 
off  LEDs.  Katsuyuki  Akutagawa,  Nichia's 
head  of  intellectual  property,  vows: 
"More  suits  are  coming."  F 


ACCOUNTING  TRICKS 

Optional  End  Run 


Companies  are  pulling  a  nifty  last-minute  play  to  keep  stock  options  from  hurting  their  earnings. 

By  Elizabeth  MacDonald 


I 


T  MAY  BE  THE  MOST  CROWDED  END 
run  in  business  history.  On  June  15  a 
new  accounting  rule  kicks  in  that  will 
require  companies  to  expense  their 
employee  stock  options.  To  avoid  that 
hit  to  earnings,  companies  are  rushing 
to  vest  the  options  before  then,  acceler- 
ating executives'  potential  payoff  several 
years  earlier  than  otherwise 
allowed.  By  mid-May  211 
companies  had  pulled  the 
vesting  runaround,  avoiding 
$1.7  billion  in  total  earnings 
charges  {see  table),  says 
the  Analyst's  Accounting 
Observer,  a  newsletter  in 
Baltimore,  Md.  That  side- 
step, taken  by  Viacom,  Sun 
Microsystems,  McKesson 
and  others,  amounts  to  fully 
one-quarter  of  their  total 
earnings  last  year. 

Employees  typically 
can't  exercise  stock  options 
until  they  formally  vest,  and 
many  grants  are  spread  over 
a  five-year  period  with  the 
first  20%  vesting  in  the  first 
year  and  equal  chunks  in. 


remaining  years.  Businesses  must  set  the 
value  of  these  options  on  the  grant  date 
but  don't  have  to  show  the  cost  until  the 
options  actually  vest.  Vest  before  the  new 
rule  takes  effect  and  presto!  No  hit  to 
earnings. 

Jack  T.  Ciesielski,  who  runs  the 
newsletter,  also  cites  "insta-vesting,"  in 


Vest  Me— -Now!  

These  companies  avoided  hits  to  earnings  by  immediately  vesting 
their  options  before  an  accounting  rule  deadline. 

COMPANY 

AVOIDED 
EARNINGS 
HIT  (SMIL) 

AVOIDED  HIT 
AS  %  2004 
NET  INCOME 

VIACOM 

$277 

NM 

SUN  MICROSYSTEMS1 

260 

NM 

MCKESSON 

117 

NM 

APPLERA 

80 

46% 

FLEXTRONICS1 

79 

NM 

INTERNATIONAL  RECTIFIER1 

70 

78 

NEWS  CORP. 

65 

4 

MICRON  TECHNOLOGY1 

65 

41 

HCA 

57 

5 

JABIL  CIRCUIT1 

55 

33 

Option  expenses  can  affect  multiple  years'  worth  of  earnings.  'Figures  are  estimates.  Nf\*  Not 
meaningful  due  to  net  loss.  Sources:  The  Analysi  s  Accounting  Observer:  Reuters  Fundamentals 
via  FactSei  Researc))  Systems. 

which  companies  made  option  grants, 
then  quickly  vested  them.  Northern 
Trust,  Ivax  and  five  other  companies 
made  that  move.  Ciesielski  expects  to  see 
a  horde  of  companies  accelerating  vest- 
ing right  up  until  the  deadline,  "because 
there's  no  downside  to  it;  they  only  have 
to  disclose  they're  vesting  quickly.  If 
these  guys  have  any  shame, 
maybe  disclosing  would  be 
punishment  enough,  but 
they  have  no  shame."  He 
points  out  an  irony  that, 
though  options  were  meant 
to  retain  employees,  work- 
ers now  will  own  these 
shares  and  they  may  up 
and  quit.  "There  would  be 
no  reason  for  employees  to 
work  for  shareholder  inter- 
ests," he  says. 

Tech  companies  were 
the  most  common  end-run- 
ners— they  avoided  half  of 
the  total  $1.7  billion  in 
dodged  earnings  hits, 
though  they  number  only 
37%  of  the  companies  using 
the  nifty  maneuver.  F 
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MAN'S  BEST  FRIEND 

;   Another  reason  to  pay  bills  automatically  with  your  Visa  card,  j 

A  lot  can  happen  to  your  mail,  so  why  not  use  your  Visa  check  card  or  credit  card  to 
pay  important  bills  automatically?  Simply  schedule  payments  for  monthly  bills  like 
phone,  cable/satellite  and  gym  membership  dues.  Bills  are  securely  paid  on  time 
every  month,  while  the  need  for  writing  checks,  finding  stamps,  addressing  envelopes 
and  scolding  your  pet  is  virtually  eliminated.  To  get  started,  go  to  visa.com/billpay. 


it's  everywhere 
you  want  to  be. 


AIRLINES 


Unready  for  Takeoff 

The  proposed  merger  of  US  Airways  and  America  West  is  a  triumph  of  hope 
over  experience  By  Mark  Tatge  with  Michael  Ream 


COMBINING  THE  AILING  AMERICA 
West  with  the  dying  US  Airways  is 
a  great  deal — for  creditors.  The  in- 
jection of  $1.5  billion  in  new  cap- 
ital will  keep  this  sickly  hybrid  airborne 
for  a  while,  long  enough  for  some  debt 
holders  to  get  most  of  their  money  back. 

US  Airways  began  its  death  spiral  not 
long  after  the  usually  astute  investor  War- 
ren Buffett  sank  $358  million  into  it. 
Bankrupted  twice  in  the  last  four  years,  the 
carrier  has  dumped  half  its  employees,  cut 
$2  billion  in  expenses,  unloaded  its  pen- 
sion plans — and  still  managed  to  lose 
$61 1  million  last  year.  Its  cost  per  seat-mile 
remains  high  (10.8  cents,  ahead  of  only 
industry  laggard  Northwest),  and  its  most 
experienced  pilots  earn  $200,000,  which  is 
$62,000  more  than  those  of  America  West. 
Not  much  room  for  trimming:  Union 
seniority  rules  require  that  the  first  work- 
ers to  go  are  the  lowest-paid.  Together,  the 
carriers  face  a  debt  load  of  $6  billion 
(including  leases),  90%  of  capitalization. 

W,  Douglas  Parker,  the  43 -year-old 
boss  of  America  West,  who  would  run  the 
merged  company,  is  optimistic  to  a  fault. 
By  his  estimates  the  two  airlines  can  gener- 
ate up  to  $300  million  in  new  revenue. 
Hard  to  see  how.  The  new  US  Airways  will 
be  the  first  national  lOw-cosI  hub-and- 


spoke  network  with  simplified  pricing, 
international  service,  frequent- flier  pro- 
grams, assigned  seating  and  first-class  cab- 
ins— which  sounds  a  lot  like  the  old 
US  Airways  with  the  same  overstretched, 
grumpy  employees.  The  combined  route 


Bv  the  Numbers 


$700  million  The  combined 

2004  losses  of  US  Airways  and 
America  West. 

11.2%  The  postmerger  domestic 

market  share  of  US  Airways. 

19  years  The  length  of  service 

of  US  Airways'  most  junior  captain. 

251%  The  annual  increase  in 
mishandled  bags  at  US  Airways. 

Sources:  Forbes:  Bear  Steams:  J.P.  Morgan  Chase:  ALPA. 


system  will  keep  most  of  its  traffic  near  the 
the  East  and  the  West  coasts,  ceding  the 
midsection  to  UAL  and  AMR,  which,  for  all 
their  woes,  have  been  killing  both  US  Air- 
ways and  America  West.  Radical  shifts  in 
strategy  (as  in  changing  to  a  point-to- 
point  system)  are  not  on  the  table. 

So  who  wins?  US  Airways'  largest  cred- 
itors. GE  Commercial  Aviation  Services, 
owed  a  combined  $3.6  billion  from  the 
two  carriers,  had  agreed  to  defer  some 
debt  and  lease  payments  from  US  Airways 
last  November.  Now  it  has  the  chance  to 
recover  at  least  $1  billion  by  restarting 
lease  payments  and  repossessing  36  Boe- 
ing 737s  and  Airbus  A320s,  which  GE 
can  re-lease  overseas.  The  Air  Transporta- 
tion Stabilization  Board,  on  the  hook  for 
$1  billion,  stands  to  lose  it  all  if  the  new 
carrier  is  liquidated  but  should  see  most  of 
that  should  the  merger  go  through. 

New  investors  may  not  be  so  lucky. 
Private-equity  groups,  Airbus  Industrie, 
vendors  and  banks  whose  affinity  cards  sup- 
port frequent-flier  programs  all  have  a  stake 
in  seeing  the  deal  succeed.  Before  chipping 
in,  though,  they  might  recall  what  happened 
to  Retirement  Systems  of  Alabama.  When 
US  Airways  tumbled  into  Chapter  1 1  again 
last  September,  the  pension  fund  lost  its 
entire  $240  million  equity  investment.  F 
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Ontario 

Canada 


If  you're  looking  to  expand, 
put  yourself  in  good  company 


More  than  1,500  leading  multinationals  have 
chosen  to  locate  or  expand  in  Ontario.  Why  the 
continuing  flow? 


If  you're  looking  to  expand,  make  your  next 
move  Ontario. 

www.2ontario.  com 
1  800  819-8701 


•  One  of  the  best  educated  workforces  in  the 
western  world. 

•  A  top-rated  transportation  and  telecommunications 
infrastructure. 

•  Thanks  to  North  American  free  trade,  ready  access 
to  a  market  of  420  million  people. 

•  A  quality  of  life  ranked  among  the  best  anywhere. 

•  The  most  competitive  business  costs  among  the 
C7  nations. 


THE  BENEFITS  of 


SELLING  TO 

SHEEP 


Sheep  aren't 
demanding 


Sheep  want 
simple  things 


Sheep  don't  mind  being 
treated  like  sheep 


Sheep  are 
predictable 


Your  customers  aren't  sheep. 
They're  your  biggest  opportunity,  and  now  you  can  treat  them  accordingly. 


In  a  perfect  world,  all  your  customers  would  be  the 
same/They'd  have  similar  problems  requiring  similar 
solutions.  Unfortunately,  each  of  your  customers 
has  needs  that  are  as  unique  as  they  are.  They 
•are  also  your  biggest  opportunity  to  increase 
revenue.  As  such,  they  need  the  individual  care 


you  give  every  major  asset.  At  Siebel,  we  provide 
software  solutions  that  help  companies  create 
richer,  deeper,  more  responsive  relationships  that 
yield  tangible  results.  When  you're  ready  to  get 
serious  about  customers,  call  the  people  more 
businesses  of  every  size  rely  on  at  1-800-366-5818. 


ITS  ALL  ABOUT  THE  CUSTOMER 


For  real  world  results  featuring  world-class  customer-driven  companies,  go  to  www.siebel.com/thecustomer 


rors  kill 

100,000  Ameficans  e\m 

year.  A  new  vanguard  is 
out  to  fix  the  fatal  flaws. 


BY  ROBERT  LANGRETH. 


OSIE  KING  WAS  A  CURIOUS  AND  PRECOCIOUS  BABY 
At  18  months  old  she  loved  jumping  on  the  tram- 
poline and  had  recently  learned  to  say  "I  love 
Pg.you."  She  toddled  into  the  bathroom  one  day 
I  when  no  one  was  looking,  slipped. into  the  tub 
:      and  turned  scalding  hot  water  on  herself.  After  ten  : 
in  the  pediatric  intensive  care  unit  at  Johns  Hopkins 
r  in  Baltimore,  her  burns  were  healing  so  fast 
red  her  to  an  intermediate  care  ward  with 
her  vim,  lkuv;^%e 


r  siblings  started 


planning  a  coming-home 

Then  things  went  terribly  wrong.  Her  mother  noticed  that 
Josie  started  screaming  for  liquid  every  time  she  saw  a  drink.  At 
one  point  the  girl  desperately  sucked  water  out  of  a  washcloth. 
But  nurses  told  Josie's  mom,  Sorrel  King,  to  resist  giving  her 
daughter  any  drinks  as  she  had  been  vomiting.  That  evening 
Josie's  eyes  started  rolling  back  in  her  head,  but  when  Sorrel 
pointed  this  out  she  was  told  Josie's  vital  signs  were  fine.  The 
next  morning  Sorrel  persuaded  doctors  to  let  Josie  drink,  but 
then  one  doc  ordered  heavy-duty  narcotics  against  another's 
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instructions.  A  few  minutes  later  Josie's  heart  stopped.  She  was 
taken  off  life  support  two  days  later,  dying  of  dehydration  and 
bad  medicine  in  one  of  the  nation's  premier  hospitals. 

"It  was  such  simple  stuff  that  went  wrong;  it  wasn't  one  doc- 
tor or  one  nurse  or  one  decimal  point.  It  was  a  huge  systems 
breakdown,"  Sorrel  King  says.  Johns  Hopkins  resolutely  admit- 
ted its  mistakes  and  cooperated  with  a  Baltimore  Sun  series  on 
the  2001  incident.  The  hospital  paid  the  family  an  undisclosed 
settlement  and  agreed  to  work  with  King  to  fix  the  flaws, 
revamping  its  systems  for  a  sharper  focus  on  safe  care.  But  the 
broader  problem  remains,  King  says.  "The  general  public  still 
doesn't  get  it  that  thousands  and  thousands  and 
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61%  of  doctors 
wash  their  hands 
before  examining  a 
patient  if  they  know 
someone  is  watching. 


44%  wash  their 
hands  if  they  think  no 
one  is  watching. 


University  of  Geneva 
study;  Annals  of  Internal 
Medicine. 


thousands  of  people  are  dying  every 
year  because  of  medical  errors." 

Shoddy  quality  control  plagues 
American  medicine,  killing  at  least  a 
hundred  thousand  people  every  year 
and  running  up  an  estimated  $500  bil- 
lion a  year  in  avoidable  medical  costs,  or 
30%  of  all  health  care  spending.  The  quality 
crisis  fuels  the  litigation  crisis:  Medical 
malpractice  costs  hit  $27  billion  in  2003. 

"American  health  care  operates  with 
levels  of  unreliability,  injury,  waste  and  just 
plain  poor  service  that  long  ago  became 
absolutely  unacceptable  in  many  other 
industries,"  says  Donald  Berwick,  a  Har- 
vard pediatrician  and  a  crusader  for  fixing 
flawed  care. 

Many  of  the  needed  fixes  are  surpris- 
ingly simple,  and  new  technology  has 
arrived  to  modernize  the  antiquated  sys- 
tems that  make  the  medical  industry  one 
of  the  least  wired  businesses  in  the  U.S.  economy  (see  related 
story,  p.  78). 

After  fosie  King  died,  Hopkins  Children's  added  a  multi- 
disciplinary  team  to  each  floor — one  unit  is  named  after  her — 
and  started  holding  meetings  twice  a  month  to  raise  safety  con- 
cerns. A  new  safety  director  visits  nurses  weekly  to  unearth 
impending  problems.  Some  145  issues  have  come  up  in  two 
years,  and  more  than  100  of  them  have  been  fixed.  When  it 
emerged  recently  that  two  asthma  drugs  came  in  vials  so  similar 
as  to  risk  confusing  them,  the  staff  confiscated  current  stocks, 
and  the  hospital  got  a  new  contract  for  two  drugs  with  dissimi- 
lar packaging. 

Yet  many  hospitals  are  painfully  slow  to  embrace  a  revamp- 
ing. One  of  the  biggest  obstacles:  American  medicine's  cult  of  the 
"doctor  is  God,"  says  Harvard's  Lucian  Leape,  an  early  researcher 
in  doctor  errors.  Doctors,  who  typically  are  independent  of  a 
hospital's  direct  control  and  are  free  to  prescribe  drugs  for  uses 
that  haven't  been  approved  by  regulators,  resist  any  second- 
guessing  and  perceived  threats  to  their  autonomy.  Trying  to 
reform  the  system  sparks  turf  wars  and  staunch  resistance.  Only 
34%  of  doctors  have  participated  in  quality-improvement 
efforts,  one  study  says;  two- 1  i  i  rds  of  doctors  in  one  recent  survey 


Brent  James  has 
engineered  spectacular 
quality  improvements  at 
Utah's  Intermountain 
Health  Care. 


oppose  disclosing  their  track  records 
to  the  public. 

The  doctor-as-God  approach 
"doesn't  work  in  the  21st  century," 
says  Dr.  Leape,  a  professor  at  the  Har- 
vard School  of  Public  Health,  not 
with  the  proliferation  of  new  drugs 
and  tests  and  tools  and  surgical  pro- 
cedures. Hospital  patients  often  take 
dozens  of  drugs  simultaneously  and 
undergo  scores  of  procedures  and 
tests  every  day.  Doctors  and  nurses 
still  try  to  keep  track  of  it  all  using 
paper,  pen  and  clipboard — just  as 
they  did  50  years  ago.  New  tools  and 
better  vetting  of  doctor  decisions  are 
critical  to  fixing  this  flawed  system. 
Leape  calls  it  "a  tectonic  shift  in  the 
practice  of  medicine." 

"There  is  a  massive  gap  between 
where  we  are  and  where  we  could 
be,"  says  Dr.  Brent  James,  a  vice  pres- 
ident at  Intermountain  Health  Care 
in  Salt  Lake  City,  a  big  hospital  chain 
that  was  one  of  the  first  to  focus  on 
systemic  quality  improvements.  Bet- 
ter quality  control,  says  Dr.  Kenneth 
Kizer,  who  heads  the  National  Qual- 
ity Forum,  "has  the  potential  to  do 
more  for  health  care  than  any  fore- 
seeable technology  improvement — 
including  a  cure  for  cancer." 

The  good  news:  After  years  of  an 
industry  in  denial,  some  pioneering 
doctors  and  hospital  chains,  includ- 
ing Intermountain,  Ascension  Health 
in  St.  Louis  and  OSF  Healthcare  Sys- 
tem in  Illinois,  are  finally  taking  action.  A  reform  movement  is 
gaining  ground,  aiming  to  pull  off  a  radical  overhaul  of  Amer- 
ica's 5,764  hospitals.  Some  2,000  hospitals  have  joined  an  initia- 
tive known  as  the  "100,000  Lives"  campaign  led  by  Harvard's 
Berwick,  chief  of  the  nonprofit  Institute  for  Healthcare 
Improvement  in  Cambridge,  Mass.  He  got  religion  after  seeing; 
his  wife  hospitalized  for  an  autoimmune  condition  in  1999  and! 
learning  that  "errors  were  not  rare,  they  were  the  norm,"  as  he 
put  it  later  in  a  controversial  speech;  one  urgently  needed  drug 
took  60  hours  to  get  to  her  room.  Now  Berwick's  80  employees! 
scour  the  world  for  simple,  proven  remedies  for  medicine's  reli- 
ability woes.  They  farm  out  recommendations  to  the  collabo- 
rating hospitals  on  everything  from  better  infection  control  to 
eliminating  drug  mix-ups. 

In  this  new  focus  on  error-free  medicine,  hospitals  are  drop- 
ping age-old  assumptions  that  their  doctors  are  doing  a  goodl 
job  and  instead  are  measuring  performance  and  issuing  report) 
cards.  They  are  standardizing  basic  procedures  to  help  reduce 
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"There ^  is^Jiiassive_gap^hetween 
where  we  are  and  where  we  could  be." 


errors  and  condensing  long-winded  practice  guidelines  that 
harried  doctors  don't  read  into  simple  checklists  integrated  into 
daily  work  flow.  They  are  instituting  teamwork  training,  encour- 
aging physicians  to  swallow  their  egos  and  go  on  rounds  with 
:  nurses  and  empowering  nurses  to  challenge  doctors  when  they 
spot  potential  goofs — an  especially  heretical  act.  They  are  push- 
[  ing  for  the  digitization  of  medical  records,  at  long  last,  so  that 
crucial  test  results  and  other  vital  records  can  be  tracked  and 
communicated.  In  one  controversial  move,  reformers  are  push- 
ing hospitals  to  release  their  performance  results  to  the  public. 

Meanwhile,  high-tech  patient  simulators,  such  as  those  at 
|Brigham  and  Women's  Hospital,  are  enabling  doctors  and 
nurses  to  hone  their  technical  skills  for  difficult  emergency 
I  procedures  and  boost  teamwork  under  pressure.  "Simulation 


is  on  a  steep  explosion  curve,"  says  Ron  M.  Walls,  who  chairs 
emergency  medicine  at  Brigham. 

It  may  be  too  much  change  too  fast  for  some.  "Doctors  are 
wary  of  changes  that  reduce  their  ability  to  act  autonomously," 
says  Berwick.  Standardization  "seems  to  them  double-edged." 
Many  in  medicine,  however,  say  they  have  no  other  choice  but 
to  adopt  big  changes.  "There  are  three  parts  to  medicine:  under- 
standing disease,  identifying  effective  therapies  and  then  making 
sure  the  therapies  are  used  safely  and  consistently.  We  have 
totally  neglected  the  third  part,"  says  Dr.  Peter  Pronovost,  an 
intensive  care  specialist  and  safety  researcher  at  Johns  Hopkins 
University.  His  father  died  in  1990  in  excruciating  pain  from 
misdiagnosed  cancer.  "I  was  told  that  I  had  to  accept  it.  I 
thought  patients  deserved  more,"  he  says. 

The  reform  movement  doesn't  yet  have  definitive  clinical 
results,  but  early  results  are  promising.  Innovative  hospitals  are 
showing  they  can  drastically  cut  medication  errors  and  all  but 
eliminate  some  deadly  hospital  infections  by  consistently  apply- 
ing known  steps.  "We  don't  have  any  idea  of  how  low  we  can  go, 
because  the  benchmarks  are  all  based  on  a  broken  system.  But 
we  are  seeing  performances  that  are  unheard  of,"  says  Pronovost. 

He  works  on  one  project  aimed  at  reducing  the  death  rate 
from  sepsis,  a  leading  killer,  and  says  thousands  of  lives  could  be 
saved  each  year  if  every  hospital  implemented  the  measures 
used  in  the  study.  It  involves  a  network  of  20  intensive  care  units 
at  Johns  Hopkins  and  elsewhere;  the  overall  rate  of  sepsis  deaths 
has  fallen  from  26%  of  sepsis  patients  in  late  2003  to  20%  now. 
The  rate  fell  thanks  to  the  addition  of  systems  to  ensure  the  sim- 
ple stuff — that  every  patient  with  the  ailment  is  quickly  identi- 
fied and  immediately  gets  all  recommended  treatments. 

For  decades  doctors  figured  occasional  mishaps  were 
inevitable  and  that  the  only  solution  was  to  work  harder.  One  of 
the  first  to  investigate  the  issue  more  deeply  was  Harvard's 
Leape.  In  1991  he  was  part  of  a  group  of  researchers  seeking  to 
catalog  medical  errors;  they  reviewed  30,000  in-patient  records 
from  51  New  York  hospitals  and  found  that  roughly  4%  of 
patients  had  been  seriously  harmed 
by  their  care.  Two-thirds  of  the 
injuries  were  caused  by  errors.  This 
later  was  extrapolated  to  estimates  of 
almost  100,000  deaths  from  errors 
nationwide,  and  since  then  studies  around  the  world  have 
echoed  the  New  York  results. 

Curious,  Leape  went  to  Harvard's  vast  medical  library  to  see 
what  had  been  written  about  preventing  medical  error.  To  his 
astonishment  he  was  unable  to  find  a  single  journal  article  on 
the  subject.  No  one  had  even  considered  the  matter,  so  alien  was 
the  concept  that  bad  systems,  not  just  bad  doctors,  might  be 
responsible  for  patient  injuries.  Leape  did  turn  up  extensive 
safety  literature  from  cognitive  psychology,  aviation  and  nuclear 
power,  gleaning  lessons — reducing  reliance  on  memory,  stan- 
dardizing processes,  promoting  teamwork — that  might  apply 
well  to  medicine.  He  wrote  his  ideas  up  for  publication,  likening 
medicine's  injury  problem  to  "three  jumbo  jet  crashes  every  two 
days."  The  article,  published  in  late  1994,  didn't  go  over  well 
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with  most  of  his  colleagues.  "The  common-  response  was 
'You  are  making  us  look  bad,'"  he  says.  But  some  saw 
the  wisdom  and  the  patient  safety  movement 
began. 

A  decade  later  some  hospitals  are  achieving 
miraculous  results  from  rethinking  the  way 
they  deliver  and  monitor  care. 


5% 

Portion  of  revenue 
hospitals  spend  on  IT. 


►  Getting  Back  to  Basics 


9% 

Portion  of  revenue  the 
financial  services 
industry  spends  on  IT. 


Forrester  Research. 


IN  UTAH,  INTERMOUNTAIN'S  LDS  HOSPI- 
tal  was  an  early  innovator  in  studying 
medical  reliability.  LDS  researchers  bene- 
fited from  one  of  the  country's  first  com- 
puterized medical  record  systems,  in  place 
by  the  early  1980s,  which  provided  a  trove 
of  data  to  track  real-time  results  and  spot  problems.  One  early 
focus  was  slashing  postsurgical  infections.  In  the  mid-1980s  LDS 
infectious  disease  specialist  John  Burke  and  colleagues  found 
only  40%  of  surgery  patients  at  LDS  were  getting  antibiotics  dur- 
ing the  optimal  time  window,  zero  to  two  hours  before  an  oper- 
ation. The  remainder  had  vastly  higher  infection  rates.  Later 
other  studies  confirmed  the  problem  was  prevalent.  Today  99% 
of  surgical  patients  at  LDS  get  antibiotics  within  the  correct  win- 
dow. The  biggest  changes  were  cultural,  Burke  says.  "We  only 
made  progress  when  we  got  the  team  together  and  got  them  to 
commit  to  using  a  checklist,  like  in  a  747  before  takeoff." 

Burke  and  colleague  David  Classen  then  turned  their  atten- 
tion to  drug  reactions.  They  designed  software  that  scans  drug 
orders  and  lab  tests  in  the  hospital  database  and  flags  problems. 
It  showed  only  1  in  60  toxic  drug  reactions  were  being  reported 
through  normal  channels;  in  most  cases  doctors  hadn't  even 
noticed  the  problem.  Today  the  software  is  used  at  LDS  to  spot 
mismatches  in  real  time. 

For  years  fixes  at  LDS  and  other  Intermountain  hospitals 
were  piecemeal.  That  changed  when  a  new  executive  vice  presi- 
dent, William  Nelson,  was  appointed  in  1995  (he  became  chief 
executive  in  1999).  An  accountant,  he  realized  that  higher  relia- 
bility would  save  lives  and  money.  Nelson  corralled  quality 
director  Brent  James  and  pressed  him  to  delve  into  the  unglam- 
orous  nitty-gritty  of  changing  the  entire  hospital  chain. 

The  first  step  was  to  revamp  Intermountain's  database  to 
better  link  patient  records  at  its  hospitals  and  clinics  to  track 
how  well  each  patient  was  faring  in  various  measures  of 
care,  such  as  whether  heart  patients  were  getting 
the  right  drugs.  This  task  took  20  programmers 
and  statisticians  over  a  year. 

The  harder  step  was  persuading  physicians  to 
buy  in.  Intermountain  hired  21  respected  doc- 
tors part-time  and  an  equal  number  of  fuil-time 
nurses  to  act  as  peer  reviewers  for  doctors  at 
Intermountain's  far-flung  operations.  They  is- 
sued monthly  reports  to  the  hospitals  on  how 
various  departments  were  doing.  When  data 
showed  that  many  expectan  t  mothers  at  its  hos- 


pitals were  being  induced  two  weeks  or  more  early  simply  be- 
cause it  was  more  convenient,  even  though  national  studies  hinted 
it  is  safer  to  wait  until  39  weeks,  Intermountain  clamped  down  in 
2001.  Some  obstetricians  objected,  resenting  the  intrusion.  "They 
tried  to  sabotage  it,"  says  Dr.  Bryan  Oshiro,  who  led  the  program. 
"They  said  the  studies  are  wrong.  'Our  patients  are  different.  This 
is  just  administrators  trying  to  tell  us  what  to  do.' "  Oshiro's  team 
reanalyzed  Intermountain's  own  data  and  showed  that  deliveries 
even  a  week  early  had  higher  complication  rates.  The  critics  faded. 

Results  have  been  rolling  in.  Annual  deaths  from  congestive 
heart  failure  plummeted  22%  by  adding  (and  enforcing)  a 
checklist  to  ensure  all  patients  get  the  right  medicines  before 
they  leave  the  hospital.  A  mandate  to  test  all  newborns  for  high 
bilirubin  levels,  which  can  lead  to  brain  damage,  slashed  the 
number  of  infants  requiring  readmission  by  24%.  Various  child- 
birth measures  have  helped  reduce  Intermountain's  cost  per 
delivery  by  $350  in  four  years,  saving  $10  million  annually. 

A  new  set  of  standing  orders  helps  doctors  select  the  most 
appropriate  antibiotics  for  treating  pneumonia,  and  this  has 


A  Casualty  Count 

3%  or  more  of  hospital  patients  are  hurt  by  medical  error. 

I  in  300  patients  die  from  such  mistakes. 
In  U.S.  aviation  only  1  in  5  million  flights 
ends  in  a  deadly  accident. 


%  of  people  say  they  or  a  family  member  have 
been  harmed  by  a  medical  error. 


90,000  people  die  of  hospital-acquired 

infections  annually.  More  than  half  of  these 
deaths  may  be  preventable. 

180,000  elderly  outpatients  die  or  are  seriously 
injured  by  drug  toxicity.  Half  of  these  incidents 
may  be  preventable.  . 

7,000  patients  die  from  drug  errors  each  year. 

554  errors  in  four  months  were  found  at  one  six-bed 
intensive  care  unit;  147  were  potentially  serious 
^^^^    or  life-threatening. 


i5%  of  recommended  care  actually  gets 
administered. 


52,000  Annual  cost  to  employers  per 
insured  worker,  due  to  podr-quality  care. 


Sources:  Lucian  Leape:  New  England  Journal  of  Medicine;  CDC;  Forbes: 
Journal  of  the  American  Medical  Association;  Institute  of  Medicine;  Qual- 
ity and  Safety  in  Health  Care:  RAND:  Midwest  Business  Group  on  Health. 
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reduced  the  associated  death  rate  among  ■ 
severe  cases  from  14%  to  1 1%,  saving  nearly 
100  lives  a  year.  Doctors  went  from  prescrib- 
ing the  optimal  drugs  in  only  22%  of  cases  in 
1995  to  87%  of  cases  now.  Postsurgical  infec- 
tions occur  only  in  1  in  200  patients  at  Inter- 
mountain  versus  1  in  50  nationally,  thanks  to 
its  on-time  prophylactic  antibiotic  program. 

"What  we  are  doing  is  simple  but  had 
never  been  done  because  there  was  no 
process  and  no  accountability,"  says  Nelson, 
Intermountain's  chief  executive.  General 
Electric's  health  IT  unit  is  so  impressed  with 
Intermountain's  algorithms  that  it  is  opening 
a  center  in  Utah  to  adapt  them  for  mass  use. 

►  Touting  Teamwork 

INTENSIVE  CARE  UNITS  SPECIALIZE  IN  STOP- 
ping  gravely  ill  patients  from  slipping  over 
the  edge.  But  what  happens  to  patients  in 
other  wards  who  deteriorate?  All  too  often  a 
coordinated  response  doesn't  occur  until  the 
patient's  heart  stops — and  by  then  the 
patient  has  only  a  15%  chance  of  surviving. 
Signs  of  distress,  such  as  breathing  difficul- 
ties, usually  appear  six  to  eight  hours  before 
cardiac  arrest,  but  nurses  and  junior  residents 
may  lack  the  expertise  to  stabilize  patients  on 
their  own,  and  it  can  take  hours  to  get  an 
experienced  doctor's  help.  "You  have  a  uni- 
versal problem:  People  who  get  sicker  in  the 
hospital  don't  get  urgent  care  quickly,"  says 
Rinaldo  Bellomo,  an  intensive  care  specialist 
at  the  University  of  Melbourne  in  Australia. 

The  solution:  24-hour  emergency  response  teams  that  nurses 
can  call,  bypassing  the  chain  of  command,  when  they  perceive  a 
patient  is  in  trouble.  The  teams  bring  together 
up  to  eight  doctors  and  nurses  with  exper- 
tise in  critical  care  and  resuscitation.  Some 
1 ,200  hospitals  now  work  with  Harvard's 
Institute  for  Healthcare  Improvement  to 
implement  these  teams. 

The  University  of  Pittsburgh  Medical 
Center  adopted  the  teams  in  the  late  1990s 
and  has  seen  unexpected  deaths  drop 
30%  since  then,  says  Michael  DeVita,  a 
critical  care  specialist  at  the  hospital. 
DeVita  says  he  hears  from  nurses  at 
other  hospitals  who  say  they  tried  to  get 
emergency  attention  for  deteriorating 
patients  only  to  be  lectured  never  to  call 
the  cardiac-arrest  team  until  the  patient 
arrests.  "It  is  unbelievable,  but  it  is  true," 
he  say    1  This  should  be  mandatory  for 
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shake  up 
medical  s 


56  minute; 

Average  ER  waiting  ti 
in  California. 


56%  of  patients  can't 
always  see  a  doctor  when 
they  want  to. 


Annals  of  Emergency 
Medicine;  National 
Healthcare  Quality  Report. 


all  hospitals."  Bellomo's  Austin  Hospital  in  Melbourne  was 
among  the  first  to  study  the  impact  of  the  roving  teams.  It  started 
using  them  in  November  2000,  and  soon  cardiac-arrest  alerts 
over  the  hospital' s  public  address  system,  once  routine,  stopped 
happening  for  weeks  at  a  time.  In  the  four  months  after  imple- 
menting the  teams,  cardiac  arrests  plummeted  65%. 

Other  hospitals  are  trying  to  avert  breakdowns  in  informa- 
tion sharing.  In  medical  mistakes  "the  same  theme  comes  up 
time  and  time  again:  lack  of  communication  and  confusion 
among  team  members,"  says  Harry  C.  Sax,  chief  of  surgery  at 
Miriam  Hospital  in  Providence,  R.I.  In  one  published  case, 
CT-scan  results  revealing  possible  tuberculosis  in  a  70-year-old 
patient  somehow  didn't  reach  the  treating  doctors.  By  the  time 
the  disease  was  diagnosed  four  months  later,  it  was  too  late  and 
the  patient  died.  In  another,  a  who's-on-first  name  mix-up 
resulted  in  the  wrong  woman  getting  an  invasive  heart  proce- 
dure; at  least  five  nurses  and  three  doctors  disregarded  the 
woman's  objections  or  failed  to  verify  her  identity. 

To  fix  the  situation  researchers  hope  to  borrow  from  avia- 
tion, running  checklists  before  operations  and  doing  simulator 
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47  minutes 

Median  time  it  takes 
hospitals  to  give 
heart  attack  patients 
clot-busting  drugs. 


30  minutes 

National  standard  for 
giving  heart  attack 
patients  clot  busters. 


training  to  practice  teamwork.  Last  October  sur- 
geons at  the  Michael  E.  DeBakey  VA  Medical  Cen- 
ter in  Houston  started  doing  preoperative 
briefings  with  nurses  and  anesthesiologists  to 
verify  the  plans  for  t  he  surgery  and  make  sure 
all  necessary  preoperative  drugs  have  been 
given.  The  briefing  requires  doctors  to 
arrive  at  the  OR  ten  minutes  earlier,  and 
it  already  has  caught  mistakes,  chief  of 
surgery  David  Berger  says.  In  one  case  a 
surgery  was  canceled  when  doctors 
going  through  a  checklist  found  out 
from  a  patient  that  he  had  taken,  against 
orders,  anticlotting  drugs  that  could 
have  caused  bleeding. 


National  Healthcare 
Quality  Report. 


►  Taming  Infection 


EACH  YEAR  2  MILLION  HOSPITALIZED  AMERICANS  DEVELOP 
additional  infections  during  their  stays;  90,000  of  them  die, 
according  to  the  Centers  for  Disease  Control.  "It  is  staggeringly 
outrageous  that  this  problem  is  allowed  to  continue  and  prolif- 
erate," says  patient  advocate  Michael  Bennett  of  Baltimore.  His 
89-year-old  father,  hospitalized  for  a  respiratory  infection,  died 
last  June  after  contracting  six  bacterial  infections  in  five  hospi- 
tals over  four  months,  including  flesh-eating  bacteria  that 
claimed  a  leg  and  other  strains  that  ravaged  his  heart,  kidneys, 
throat,  liver  and  bloodstream.  Bennett  plans  to  sue  one  hospital 
(he  won't  name  it)  and  is  pushing  for  laws  requiring  hospitals  to 
make  infection  rates  public.  "I  know  that  my  dad  would  still  be 
alive  today"  if  he  hadn't  gone  to  the  hospital,  Bennett  says. 

For  years  doctors  have  assumed  that  certain  rates  of  infec- 
tions were  simply  the  cost  of  doing  business.  But  now  hospitals 


The  final  killer  is  blood  infections  from  central  IV  lines 
installed  into  veins  near  the  heart;  these  finish  off  28,000 
patients  a  year.  Installing  a  central  line  is  a  tricky  procedure  that 
is  often  done  by  inexperienced  residents.  Sterility  guidelines, 
such  as  draping  the  patient  in  a  sterile  sheet  and  wearing  a  mask 
and  gown,  are  often  forgotten.  To  make  it  easier  to  do  it  right, 
some  ICUs  now  gather  all  the  equipment  needed  on  a  single  cart 
ahead  of  time  and  give  nurses  permission  to  halt  a  central  line 
procedure  if  they  see  a  doctor  doing  it  wrong.  When  Johns  Hop- 
kins Hospital  did  this  and  took  other  steps  in  a  surgical  ICU, 
rates  of  catheter  infections  dropped  to  nearly  zero. 

►  Sidestepping  Drug  Toxicity 

PATRICIA  UNGER  HAD  WORKED  AT  ROGUE  VALLEY  MEDICAL 
Center  in  Medford,  Ore.  for  18  years  before  being  diagnosed 
with  lymphoma  and  undergoing  treatment  there.  In  a  high- 
dose  chemo  regimen,  caregivers  allowed  blood  levels  of  the  toxic 
chemo  drug  methotrexate  to  soar  to  a  thousand  times  above  the 
safe  level  when  a  doctor  misread  a  lab  test,  says  the  late  Unger's 
son,  Mark  Unger.  Soon  there  was  nothing  left  to  do  but  watch 
her  burn  to  death  from  the  inside  out. 

"Bedding  was  dripping  on  the  floor  from  all  the  fluid 
coming  out  of  her.  At  one  point  I  was  holding  her  hand  and 
her  whole  palm  came  off,"  he  recalls.  Unger  settled  a  mal- 
practice lawsuit  against  the  hospital  and  doctor  for  an  undis- 
closed amount.  "There  was  no  system  to  catch  the  error,  no 
safety  net  at  all,"  he  says.  The  hospital  says  that  it  has  added 
multiple  new  safety  systems  including  processes  to  prevent 
overmedication. 

Drug  toxicity  is  the  single  most  common  threat,  hitting 
6.5%  of  hospitalized  patients.  Information  technology  can  help 
prevent  errors  and  catch  drug  interactions  before  they  do  much 


We  don't  have  any  idea  of  how  low  we  can  go, 

because  the  benchmarks  are  based  on  a  broken  system." 


are  finding  they  can  slash  rates  of  killer  infections  by  50%  or 
more  by  changing  how  they  do  things.  One  big  source  of 
deadly  infections  is  surgical  wounds,  which  hit  2%  of  surgical 
patients.  Another  rampant  problem  is  ventilator-associated 
pneumonia,  which  afflicts  anywhere  from  10%  to  25%  of 
patients  on  the  machines.  The  longer  you  remain  on  a  ventila- 
tor, the  greater  the  odds  that  germ-laden  gunk  from  the  back  of 
the  throat  will  get  sucked  into  the  lungs.  Some  embarrassingly 
low-tech  steps  can  make  a  difference,  if  only  hospitals  would 
make  the  effort  to  do  them.  One  is  tilting  the  bed  to  30  degrees, 
so  secretions  are  less  likely  to  bubble  into  the  lungs.  Another  is 
minimizing  the  time  patients  are  on  ventilators,  removing 
sedation  once  a  day  in  order  to  assess  whether  patients  are 
ready  to  be  weaned.  When  Baptist  Memorial  Hospital- 
DeSoto  in  Southaven,  Miss,  made  these  and  other  changes  in 
its  ICU  in  2003,  its  ventilator-pneumonia  rate  plummeted;  it 
hasn't  had  a  case  in  1 2  months. 


damage.  Brigham  and  Women's  Hospital  has  been  a  pioneer 
here.  Computerized  doctor  order  systems  can  reduce  harmful 
errors  by  55%,  says  one  study  by  David  Bates  at  Brigham,  which 
introduced  such  a  system  in  1993.  But  the  order  systems  are 
expensive  to  install  and  tricky  to  get  right,  involving  a  big 
change  in  work  flow.  "The  verdict  is  still  out,"  says  Marlene 
Miller,  director  of  safety  for  Johns  Hopkins  Children's  Center, 
which  plans  to  install  a  computerized  ordering  system  this  year 
and  is  spending  months  programming  dosing  rules  for  kids, 
which  the  software  doesn't  offer. 

In  the  meantime  Dr.  Berwick  and  IHI  are  working  with 
hospitals  on  simpler  measures  that  can  slash  drug-related 
injuries.  Many  drug  mix-ups  occur  when  a  patient  is  admitted, 
discharged  or  transferred;  carefully  reconciling  a  patient's  drug 
list  every  time  he  is  moved  can  avoid  this  problem.  OSF  Health- 
care in  Peoria,  111.  has  reduced  drug-related  injuries  by  almost 
75%  since  2001  with  this  and  other  techniques.  F 


76  FORBES*! 


Engineered  for 


SCHAFFHAUSEN 
SINCE  1868 


He'll  have  to  wait. 


Ingenieur  Chronograph  AMG.  Ref.  3725:  In  1868,  watchmaker 
F.A.Jones  founded  the  International  Watch  Company  in  Schaffhausen. 
Since  then,  our  engineers  have  developed  many  of  today's  legendary  time- 
pieces -  the  Portuguese  family,  the  Pilot's  Watches,  the  Da  Vinci  and  the 
Aquatimer  series.  It's  good  to  know  that  our  watches  aren't  just  packed 
with  technical  advances.  But  also  with  the  passion  of  our  engineers. 


Mechanical  chronograph  movement  I 
Soft-iron  inner  case  for  protection 
against  magnetic  fields  (figure)  I 
IWC  bracelet  system  I  Antireflective 
sapphire  glass  I  Water-resistant  to 
400  feet  I  AMG  back-engraving  I 
42.5  mm  case  diameter 


IWC  Schaffhausen,  Switzerland,  www.iwc.ch 
For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website. 


-|m|e|d|i|c|a|l|t| 


ECHNOLOGY 


Data 

Docs 


DR.  ANGELA  TIBERIO  USED  TO  SEE  MORE  THAN  A  DOZEN 
patients  a  day  as  she  made  the  rounds  of  the  intensive 
care  unit  at  a  hospital  in  Grand  Rapids,  Mich.  But  she 
has  had  a  bigger  impact  on  patients  as  an  unabashed 
techie.  As  chief  of  medical  informatics  at  Spectrum  Health,  a 
chain  of  seven  hospitals  in  western  Michigan,  Tiberio  helps 
oversee  an  $80  million  computer  overhaul  to  bring  Spectrum 
into  the  digital  age — and  save  lives  and  cut  costs  while  doing  it. 

Tiberio  is  part  of  a  new  breed  of  tech -savvy  doctors  on  the 
forefront  of  using  technology  to  remake  hospital  practices  and 
cut  down  on  the  medical  errors  that  kill  100,000  people  every 
year.  Theirs  is  a  quixotic  crusade.  Hospitals — despite  their  pen- 
chant for  magical  MRI  scanners  and  other  fancy  technology 
that  drives  revenue — have  among  the  most  antiquated  and 


Technology  can  save  lives^ancLciilcosts^ 

if  a  new  breed  of  techie  can  prevail  1  By  Rob  Wherry 


eia  Tiberio  tends  to  Spectrum 
Health's  new  computer  system. 
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cooling  technology.  Developed  with  aviation 
simulation  techniques,  this  innovative,  new 
approach  to  thermal  management  optimizes 
processor  airflow  to  keep  PRIMERGY 
servers  running  at  peak  performance  in 
real-world  IT  environments. 


For  more  information  on  the  complete  line  of  PRIMERGY  servers 
and  how  Fujitsu  PRIMERGY  servers  can  bring  ClOs  and  CFOs  together,  visit 
us.fujitsu.com/computers/PRIMERGY  or  call  I  -800-83  I  -3  1 83. 
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easily  to  the  hospital's  backbone  software.  Another  unit  wanted 
to  run  its  own  electronic  health  record  for  its  clinics,  but  she 
nixed  it  because  those  records  wouldn't  be  accessible  to  the  hos- 
pital's ER  or  intensive  care  units.  "We  wanted  to  have  all  the 
vitally  important  information  we  needed  to  take  care  of  you  in 
one  place,"  says  Tiberio,  whose  Subaru  Outback  has  a  license 
plate  that  reads  GIGADOC.  "That  is  always  better  than  multiple 
systems  you  are  always  trying  to  keep  together  with  duct  tape." 

Doctors  resist  change  or  refuse  to  adhere  to  even  simple  stan- 
dards. Physicians  who  order  the  routine  blood  chemistry  panel 
that  measures  12  components  in  your  blood  call  it  a  "smack  12," 
"smal2,"  "cheml2"  or  dozens  of  other  nicknames.  Cerner,  a  big 
seller  of  physician  software,  has  had  to  embed  into  its  code  a  dic- 
tionary that  runs  at  times  up  to  five  synonyms  per  term.  "It's  like 
the  Tower  of  Babel.  Everyone  has  a  different  architecture,"  says 
Neal  Patterson,  chief  executive  of  Cerner.  "This  is  a  deeply  rooted 
practice  in  the  largest  sector  of  our  economy." 

At  Cedars-Sinai  in  Los  Angeles,  doctors  rebelled  against  an 
order-entry  system  they  said  inundated  them  with  things  like 
needless  pop- up  warnings  of  unlikely  drug  side  effects,  slowing 
down  the  entire  process.  The  hospital  dismantled  it  in  2003.  At 
the  University  of  Pennsylvania  the  hospital's  ordering  system, 
which  forced  doctors  to  navigate  through  as  many  as  20  screens 
to  order  one  medication,  caused  22  types  of  prescription  errors 
that  it  was  intended  to  prevent. 

Still  Tiberio  and  others  hope  an  overhaul  is  at  hand.  Medical 
IT  systems  increasingly  emphasize  companywide  standardiza- 
tion and  industrywide  portability  of  patient  information.  Ven- 
dors such  as  GE,  McKesson,  Siemens,  Cerner,  Meditech  and  IDX 


"It's  like  the  Tower  of  Babel.  Everyone  has  a 

different  architecture.  This  is  a  deeply  rooted  practice 
in  the  largest  sector  of  our  economy." 


unwired  tech  in  American  industry.  Health  care  spends  only  5% 
of  revenue  on  tech,  roughly  half  the  level  spent  by  the  financial 
services  industry.  Only  17%  of  the  nation's  hospitals  use  com- 
puterized order-entry  systems;  a  mere  13%  have  adopted  elec- 
tronic patient  health  records. 

When  hospitals  do  spend  on  information  technology,  often 
they  do  it  poorly.  Aging  systems  can't  talk  to  each  other.  Business 
software  benefited  from  the  rise  of  the  Microsoft  monopoly,  let- 
ting thousands  of  tlevelopers  design  programs  on  a  common 
platform.  Medical  software  has  few  standards,  and  wares  are  as 
fragmented,  dissimilar  and  incompatible  as  the  dozens  of  ven- 
dors competing  to  sell  them. 

That  is  why  Tiberio  spends  much  of  her  time  reining  in 
moves  that  might  add  to  the  mishmash.  Spectrum's  hospitals 
used  to  run  dozens  of  disparate  systems  that  couldn't  share  cru- 
cial patient  information.  Now  its  doctors  click  through  the  same 
applications  to  instantly  see  lab  results  and  blood  work,  order 
X  rays  and  prescribe  drugs.  But  she  still  runs  into  obstacles.  She 
recendy  put  off  an  emergency  room  physician's  plea  for  a  new 
radiology  software  system;  the  new  stuff  wouldn't  be  able  to  link 


are  creating  smart  systems  that  smoothly  combine  the  intricate 
work  flows  of  a  typical  hospital. 

Until  last  year  the  Susquehanna  Health  System  in  central 
Pennsylvania  had  a  system  so  balkanized  that  the  surgery  and 
radiology  departments  had  to  send  a  clerk  to  get  a  patient  file. 
Siemens  just  ran  a  digital  conversion  of  records  on  260,000 
patients,  each  with  an  average  of  ten  years  of  medical  history  on 
file,  for  a  total  of  40  million  entries,  into  a  format  that  can  be 
shared  by  all  wards  in  an  instant. 

In  Spokane,  Wash.  Inland  Northwest  Health  Services  has 
begun  sharing  a  secure  2.4  million-patient  database  with  30 
health  care  agencies  in  Washington  and  Idaho.  Any  doctor  in  the 
system  can  get  X  rays  downloaded  to  a  PDA  and  make  diagnoses 
from  home  or  the  office.  "The  value  of  all  this  isn't  the  technol- 
ogy," says  David  Brailer,  the  federal  government's  point  person 
on  health  care  IT.  "It's  in  how  [medical  professionals]  come  and 
do  their  work  better." 

In  many  hospitals  doctors  still  prescribe  drugs  by  filling  out 
an  order  sheet  in  a  patient's  folder — in  their  own  scratchy 
scrawl — dog-earing  a  corner  and  sliding  the  file  into  a  rack  at 
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the  nurse's  station.  A  clerk  sees  the  new  order  and  faxes  it  to  the 
pharmacy.  If  a  pharmacist  can't  tell  whether  a  doctor  asked  for 
a  drug  to  be  administered  IV  (intravenously)  or  IM  (intramus- 
cularly), he  has  to  chase  down  the  doctor  or  risk  serious  patient 
complications. 

Montefiore  Medical  Center  in  New  York  City  has  spent  ten 
years  working  to  solve  these  problems.  In  the  old  days,  depend- 
ing on  which  ward  you  were  in,  medicine  would  be  given  at  9 
a.m.  and  5  p.m.,  or  10  a.m.  and  6  p.m.  Montefiore  now  runs  an 
IDX  drug-order  entry  system  (modified  for  its  own  use)  for  its 
three  hospitals,  reducing  errors  75%  by  digitizing  choices  like 
IM  or  IV.  (It  also  made  a  low-tech  fix:  All  meds  are  now  given  at 
the  same  times — 10  a.m.  and/or  6  p.m.)  "Getting  us  to  dance 
and  sing  together  was  a  tremendous  obstacle,"  says  Dr.  Matthew 
Berger,  who  implemented  the  drug-ordering  software. 

Many  of  Hospital  Corporation  of  America's  190  hospi- 
tals are  now  implementing  a  system  to  order  meds  using  pull- 
down menus  at  PC  stations.  An  order  instantly  goes  to  the 
nurses  and  to  the  pharmacy.  When  the  pharmacist  approves 
the  order,  a  McKesson  AcuDose-Rx  drawer  back  at  the  patient 
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ward  clicks  open  and  the  nurse  pulls  out  the  appropriate  bot- 
tle of  pills.  (The  computer  in  the  drawer  tracks  inventory.) 
With  another  system,  nurses  at  bedside  use  a  scanner  to  read 
the  bar  code  on  the  pill  bottle  to  confirm  it's  the  right  drug 
and  dosage;  the  nurse  then  scans  a  wristband  on  the  patient 
to  ensure  it's  the  right  one.  Digitizing  the  old  method  has  cut 
HCA's  drug-dispensing  time  in  half  and  weeded  out  20,000 
potential  errors  in  2004. 

WellPoint,  the  nation's  largest  insurance  carrier,  is  nudg- 
ing small  private  practices  into  the  digital  age.  Ron  J.  Ponder, 
its  chief  information  officer,  who  designed  FedEx's  original 
tracking  systems  before  moving  to  similar  positions  at  Sprint 
and  AT&T,  gave  away  $40  million  worth  of  Dell  PCs  and 
broadband  access  to  doctors  last  year.  The  PC  comes  loaded 
with  a  browser  that  links  the  practice  to  WellPoint's  servers 


and  those  of  other  health  care  plans.  Instead  of  mailing 
claims,  doctors  fire  them  off  over  the  Web.  Payment  is  often 
instant.  If  one  Blue  Cross  plan  wants  to  call  its  clients  "mem- 
bers" and  another  to  call  them  "subscribers,"  WellPoint's 
translation  software  recognizes  both  as  patients. 

Hope  for  a  revamping  of  medicine  lies  in  the  all-but- 
impossible  dream  of  an  EHR,  an  electronic  health  record  con- 
forming to  a  digital  standard  that  will  store  and  display  a 
patient's  history  in  a  universally  recognizable  way  for  all  soft- 
ware systems  to  use.  Vendors  and  health  care  providers  have 
fought  for  years  over  whether  and  how  to  do  it. 

For  parent  Peggy  C.  Frank  of  Westlake  Village,  Calif,  it 
couldn't  happen  soon  enough.  Her  daughter,  Ashley,  was  born 
with  a  rare  genetic  disorder  that  stunted  her  growth  and  caused 
hearing,  heart  and  lung  problems.  Ashley,  22,  has  been  admitted 
to  hospitals  35  times,  with  a  resident  asking  her  mom  almost 
every  time  to  go  over  the  details  of  her  pregnancy  with  Ashley. 
"I'm  literally  running  interference  between  the  various  physi- 
cians and  health  care  facilities  to  ensure  that  Ashley's  medical 
records  get  from  one  place  to  the  next,"  she  says. 

An  EHR  would  solve  that  problem  by 
converting  the  old  manila  folder  your 
doctor  flips  through  at  your  bedside  into 
a  safely  transferrable  digital  file.  Presi- 
dent Bush  wants  most  Americans  to  have 
an  electronic  health  record  in  ten  years. 
An  EHR  would  be  far  more  complex  than 
the  standard  format  banks  use  to  serve 
anyone  with  an  ATM  card.  A  health 
record  could  contain  more  than  10,000 
data  fields,  depending  on  a  patient's  age 
and  health. 

Some  hospital  chains  create  their  own 
proprietary  EHRs  rather  than  wait  for  an 
overarching  standard  to  emerge.  Universal 
Health  Services  of  King  of  Prussia,  Pa., 
working  at  the  behest  of  its  chief  informa- 
tion officer,  Linda  Reino,  created  a  patient 
"face  sheet"  using  software  from  Opus 
Healthcare  Solutions  for  its  86  medical  out- 
lets. It  winnowed  220  data  fields  down  to  140,  eliminating  things 
like  alternate  next  of  kin  and  multiple  address  lines.  The  system 
tracks  admission  information  and  follow-up  consults.  Reino  sits 
on  the  Opus  board. 

By  year-end  the  U.S.  government  intends  to  put  up  for  bid 
a  contract  for  a  unique  health  record  that  would  serve  as  a 
model  for  others.  The  National  Alliance  for  Health  Information 
Technology,  an  industry  roundtable,  is  pushing  for  EHRs  that 
can  be  shared  across  the  nation.  Another  trade  group  will 
develop  an  EHR  certification  process  this  year,  and  next  year  it 
will  begin  ruling  on  EHR  formats  from  IT  vendors.  "In  the  past 
the  government  has  prescribed  a  standard,  and  it  hasn't  always 
picked  the  best  result,"  says  Michael  Leavitt,  the  new  secretary 
of  the  U.S.  Department  of  Health  &  Human  Services.  "But  we 
can  be  an  early  adopter  and  create  some  certainty."  F 
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1923 

The  first  successful 
valve  surgery 
in  the  world. 


1944 

The  first  catheterization 
of  the  heart  chambers 
and  lung. 


1984 

The  first  heart 
transplant 
in  New  England. 


1999 

First  intraoperative 
gene  therapy  of  vein 
grafts  in  the  wotTd. 


2005 

Reset  national  standards 
for  cholesterol  lowering 
In  coronary  heart  disease. 


^  tliurns  out,  we  have  a  rather  ionghist 
0t  cardiovascular  disease  ourse/ues 


For  almost  a  century,  Brigham  and  Women's  Hospital 
has  been  leading  the  way  in  cardiovascular  "firsts"  — 
delivering  the  most  innovative 
and  comprehensive  care  for 
complex  disorders  of  the  heart, 
vessels  and  circulatory  system. 

We  continue  to  be  at  the 
forefront  of  medical  discoveries  and 
research  findings  that  have  been  put 
into  practice  around  the  world. 

From  the  use  of  low-dose  aspirin  to  decrease 
cardiac  mortality,  to  findings  on  cholesterol 
and  clot-busting  drugs,  to  the  identification 
of  C-reactive  protein,  our  influence  is  both 
far-reaching  and  ongoing. 

The  Cardiovascular  Center  at 
Brigham  and  Women's  Hospital  provides 
advanced  treatment  to  thousands  of  patients  while 
maintaining  one  of  the  largest  biomedical  research 


efforts  of  its  kind  in  the  country. 

Our  discoveries  include  the  genetics 
behind  inherited  heart  disease  and 
inflammatory  markers  that  can  predict 
cardiac  events  and  we  are  pioneering  new 
therapies  including  limb  salvage  techniques 
for  patients  with  vascular  disease  and 
minimally  invasive  techniques 
for  heart  valve  repair. 

While  our  endeavors  are 
clinical  in  nature,  our  services 
are  delivered  with  the  care  and 
compassion  you  would  expect  from  a 
hospital  that  has  been  consistently 
ranked  as  one  of  America's  best  hospitals 
on  the  U.S.News  &  World  Report® 
Honor  Roll...  proof  that  you  don't  get  to 
be  the  first  name  in  cardiovascular  care 
by  being  second  to  break  new  ground. 


Take  an  online  virtual  tour  of  our  Cardiovascular  Center  at 
www.brighamandwomens.org/cvcenter  or  for  an  appointment  call  1-800-BWH-9999 


BRIGHAM  AND  WOMEN'S 

Cardiovascular 
Center 
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Wk  AB  ICHAEL  WORKMAN  KNOWS 
Im  II  when  and  how  to  pick  a  fight. 

I  VI'Tm  5  feet  t  inches,"  he  says. 

■  W  ■ '  1  learned  on  the  playground 

I  not  to  hit  someone  6  foot  2." 

That  is,  unless  you're  backed  up  by 
Oracle  founder  Lawrence  Ellison,  who  is 

I  over  6  feet  and  also  weighs  in  at  $18  bil- 
lion. With  Ellison  behind  him  Workman 

\  has  picked  quite  the  fight,  taking  on  the 

i  computer  storage  industry  with  one  little 
company,  Pillar  Data  Systems.  "Larry 

I  wants  to  screw  up  the  storage  industry," 


Workman  says.  "He  wouldn't  be  here  if 
he  wasn't  interested  in  changing  it." 

Pillar  has  spent  four  years  and  $140 
million  of  Ellison's  personal  venture  capital 
money  developing  a  storage  product  that 
uses  pedestrian  PC  hard  drives  and  clever 
software  to  slash,  by  80%  in  some  cases,  the 
cost  of  managing  and  maintaining  large 
libraries  of  corporate  data.  With  demand 
for  storage  capacity  increasing  70%  every 
year,  Workman  thinks  he  can  make  a  nice 
business  selling  hardware  with  as  little  as  a 
40%  gross  margin,  well  below  the  norm. 


And  if  this  is  a  problem  for  competi- 
tors such  as  EMC  (52%  gross  margin)  and 
Network  Appliance  (66%),  both  of  which 
are  close  partners  in  selling  Oracle  data- 
bases, well,  says  Ellison,  "I  have  invest- 
ments in  a  lot  of  areas.  EMC  and  NetApp 
will  continue  to  do  very  well.  They  are 
smart  companies,  and  they  will  respond 
to  us."  Pillar  began  selling  its  drives 
earlier  this  year. 

Ellison  explains  that  he  was  sick  of 
watching  Oracle's  own  spending  on 
storage  escalate.  "It's  too  expensive,"  he 
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says.  "There  is  no  reason  to  have  all  this 
complexity  and  variation." 

Companies  have  to  choose  between 
tape  storage  for  archiving,  cheap  disk 
storage  for  everyday  nonessential  data  like 
backups  and  video  archives,  better  gear 
and  software  for  the  more  important 
records  such  as  essential  e-mails  and  tax 
returns  and  very  pricey  faultless  storage 
(with  outages  measured  in  seconds  per 
year)  for  online  transactions  and  stock 
exchanges.  To  make  it  all  work,  they  need 
expensive  consultants,  multifarious  net- 
working schemes  and  software. 

In  May  2001  Steven  Fink,  the  head  of 
Ellison's  Lawrence  Investments,  called  up 
Workman,  a  former  IBM  storage  execu- 
tive. He  asked  Workman  to  assess  the 
chances  of  an  ailing  Ellison  hardware  out- 
fit in  Israel  called  Digital  Appliance.  "It 
was  a  nonstarter,"  Workman  says. 
"They'd  spent  $23  million  on  nothing." 

Anyway,  he  had  told  Ellison  to  stay 
out  of  storage.  At  the  time,  analysts 
counted  128  startups.  "I  said,  'Why  do 
you  need  number  129?"'  Workman  says. 
"Larry  said  I'd  have  $100  million  to  start. 
I  said,  'Why  bother?' " 

Unless  Larry  wanted  to  do  something 
really  big.  What  no  one  was  doing,  Work- 
man realized,  was  producing  a  cheap, 
flexible  and  easy-to-maintain  product 
that  can  handle  the  less  essential  tiers  of 
data  on  any  kind  of  network.  Over  time 
that  product  could  migrate  upward  to 
handle  the  most  sensitive  information 
reliably.  Customers  would  be  able  to 
upgrade  and  add  more  drives  without 
having  to  pay  any  extra  for  software.  Most 
vendors  charge  a  license  fee  for  each  new 
box  customers  buy. 

In  July  2001  Workman  entered  Elli- 
son's employ  full-time.  Over  the  next 
three  and  a  half  years  he  hired  350  people 
to  design  the  hardware's  subsystems, 
write  and  test  2.5  million  lines  of  software 
code  and  put  in  place  the  sales,  operations 
and  support  needed  for  a  company  able 
to  go  beyond  $100  million  in  revenue. 

Pillar's  innovations  are  mainly  in  soft- 
ware. The  most  important  data  need  the 
quickest  delivery,  so  they  are  stored  on  the 
outer  edges  of  the  disk,  which  spins  faster 
than  the  central  part.  Somewhat  impor- 
tant e-mails  go  in  the  slower-spinning 


middle.  Workman  came  up  with  proba- 
bility software  that  keeps  the  disk  reader 
near  the  next  likely  spot  it  will  access. 
Other  software  lets  identical  boxes  mimic 
the  features  of  either  flavor  that  most 
storage  systems  come  in:  storage  area  net- 
works or  network-attached  storage. 

"It  took  me  four  months  to  fully  lay 
out  a  $500,000  EMC  system,"  says 
Christopher  Hill,  associate  director  of 
information  at  Thacher  Proffitt  &  Wood, 
a  500-employee  law  firm  in  New  York.  "It 
will  take  about  two  days  with  Pillar."  The 
EMC  system  held  6  terabytes  (or  6  trillion 
bytes),  half  the  printed  characters  in  the 
Library  of  Congress.  Pillar's  12-terabyte 
system  costs  $  1 00,000. 

At  another  early  Pillar  customer,  Web- 
advertising  analytics  company  I/Pro  in  San 
Francisco,  chief  technologist  Christopher 
Butler  waves  away  the  racks  of  storage 
from  NetApp  and  Sun  Microsystems  he'll 
soon  lose.  "They're  all  going  away;  the  cost 
is  unbelievable,"  he  says,  completely  un- 
fazed  about  trusting  his  vital  data  to  a 
product  from  a  new  company.  "They've 
got  a  backer  who's  in  it  to  win  big,  and 
they've  got  more  money  than  God,"  he 
says.  "That  means  limited  risk." 

EMC  has  seen  companies  like  Pillar 
come  and  go.  "This  is  still  an  innovation- 
driven  business;  it's  not  being  commodi- 
tized,"  says  David  Donatelli,  who  runs 
EMC's  systems  and  related  software  busi- 
ness. EMC  has  been  keeping  up  with  falling 
prices  and  has  spent  $3  billion  acquiring 
companies  to  better  manage  unstructured 
data  like  e-mail,  plus  billions  more  in  R&D. 
"We  take  all  our  competitors  seriously,  but 
people  have  invested  billions  in  storage 
without  getting  much  traction." 

David  Hitz,  cofounder  and  head  of 
engineering  at  NetApp,  agrees  that  low- 
end  storage  technologies  will  move  up  the 
performance  ladder,  just  as  PC  technolo- 
gies did.  But  NetApp  is  in  on  the  trend, 
too.  "We  have  a  single  software  system, 
and  we  can  cut  our  prices  to  gain  market 
share,"  he  says. 

Workman  is  ready  for  a  price  war. 
"Larry  wants  a  storage  company,"  he  says. 
"We  will  be  here  in  ten  years."  He  invokes 
Silicon  Valley's  biggest  bugaboo.  "China  is 
coming  fast,  and  it  can't  afford  U.S.- 
priced  storage."  F 
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Sale-leaseback  of  the  bank's  corporate  headquarters 
Valuation  of  the  bank's  real  estate  holdings 
Management  of  the  bank's  facilities  worldwide 

The  right  business  partner 
for  all  your  real  estate  needs. 


CB  RICHARD  ELLIS 


#1  in  commercial  real  estate  worldwide 

www.cbre.com  888.707.3908 


Digital  Tools 


Hard  Drive 
In  Your  Palm 


PALMONE  touts  its  NEW  "LIFEDRIVE"  device  as  the 
first  member  of  a  brand-new  category  it  calls 
"mobile  manager."  But  Joe  Torre  on  wheels  it's  not. 
It's  basically  a  $500  Palm  organizer  with  a  4-gigabyte 
hard  drive. 

Not  that  there's  anything  wrong  with  that.  The  hard  drive 
frees  users  from  typical  memory  limitations,  encourages  them 
to  fill  the  device  with  all  manner  of  documents,  songs,  photos 
and  videos  and  comes  equipped  with  software  to  play  and 
manipulate  them.  In  theory  you  can  take  your  whole  life  with 
you  on  the  hard  drive,  hence  the  name;  in  practice  there  are  sev- 
eral significant  parts  of  your  life  this  leaves  out,  like  telephony 
and  typing. 

Still,  there's  plenty  in  the  box.  Instead  of  being  just  an  inter- 
mittent satellite  of  a  PC,  LifeDrive  can  connect  on  its  own, 
thanks  to  Bluetooth  for  hookups  via  a  compatible  phone  and 
Wi-Fi  for  hookups  without  one.  E-mail  works  fine,  but  Palm- 
One's  once-exciting  Blazer  Web  browser  is  looking  dated. 

And  PalmOne  has  figured  out  a  bunch  of  clever  ways  to  take 
advantage  of  that  hard  drive.  Stick  an  SD  card  from  your  camera 
in  the  slot  and  LifeDrive  offers  to  copy  the  photos  to  itself  and 
delete  them  from  the  card  so  you  can  keep  on  shooting.  (If 
your  camera  uses  a  different  kind  of  card,  though,  you're  out  of 
luck.)  The  screen,  big  for  a  pocket-size  device,  makes  LifeDrive  a 
serviceable  photo  viewer,  though  it's  slow  to  display  large  photo 
files  and  shows  pictures  with  a  bluish  cast. 

Cable  LifeDrive  to  your  computer  and  it  can  act  as  a  regular 
hard  drive.  With  the  included  LifeDrive  Manager  PC  software  it 
can  automatically  synch  the  latest  version  of  important  files. 
LifeDrive  also  comes  with  DataViz's  Documents  To  Go,  which 
does  a  better  job  than  Microsoft's  own  Pocket  PC  software  of  let- 
ting you  edit  Word,  Excel,  and  PowerPoint  documents  on  your 
handheld  device  while  maintaining  their  formatting.  But  Docu- 
ments To  Go  performs  its  own  file  synchronization,  which 
LifeDrive  Manager  doesn't  fully  understand.  Without  close 
reading  of  the  documentation,  neither  will  you. 

Music-playing  software  is  built  in,  but  the  audio  breaks  up 
when  you  do  something  like  surf  the  Web.  And 
that  software  can't  play  copy-protected  files,  so 


Stephen  Manes 


you're  limited  to  MP3s  until  early  summer.  That's  when 
PalmOne  promises  a  $25  add-on  program  will  support  the  Win- 
dows Media  format  for  tracks  bought  by  the  song  or  by  subscrip- 
tion through  services  like  Rhapsody,  Napster  and  Yahoo  Music. 

Clever  touches  abound:  A  button  on  the  unit's  edge  lets  you 
switch  the  display  quickly  from  vertical  to  horizontal.  A  handed- 
ness setting  lets  you  choose 
whether  the  major  buttons 
and  navigation  switch  should 
be  at  the  right  or  left  when  you 
hold  the  unit  lengthwise.  But  if 
the  unit  locks  up  and  you  have 
to  reset  it,  as  I  did  more  than 
once,  it  takes  more  than  a 
minute  and  a  half  to  start  up 
again.  Battery  life  depends  on 
what  you're  doing;  PalmOne 
claims  an  average  of  2V2  days, 
but  I  got  just  one. 

Wi-Fi  generally  works 
well,  but  I  occasionally  had 
problems  connecting  even 


PalmOne's 
LifeDrive  has  a 
4-gigabyte  hard 
drive  you  can  fill 
with  documents, 
songs,  photos  and 
videos.  You'll  wish 
it  had  a  keyboard 
and  phone. 

when  the  device  was  within  3 
feet  of  my  router.  Though  Bluetooth  is  able  to  dial  a  compatible 
phone  and  use  its  data  connection  to  surf  the  Web,  LifeDrive 
sometimes  insists  on  using  it  for  Net  connections  even  in  the 
presence  of  a  much  speedier  Wi-Fi  connection.  Overriding  that 
behavior  is  possible  but  not  obvious. 

An  included  program  called  WiFile  LT  lets  you  connect  wire- 
lessly  to  shared  files  on  a  Windows  network.  It  was  better  at 


PalmOne  Life! 
pocket  reposrto 
your  digital  bed 


JTQ|"|j£jj  I  Stephen  Manes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo,  which 

appears  weekly  on  public  television.  Visit  his  home  page  at  www.forbes.com/manes. 
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HP  Smart  Office  Solutions: 
Get  more  advice  before  you 
buy  and  more  support  after. 


invent 


A 


AST,  A  $2,599'  ALTERNATIVE  TO  THE  STANDARD  COPIER. 


SAVE  $249 
INSTANTLY 

Like  getting  free 
fax  mode  on 
select  models? 


The  new  HP  LaserJet  4345mfp  series  is  designed  to  streamline  your  schedule,  workload  and  budget. 
Powerful,  multifunctional  and  network  ready,  it  delivers  a  200,000-page  duty  cycle  per  month, 
rapid  45  ppm  monochrome  output  and  a  choice  of  finishing  options.  Best  of  all,  its  small  footprint 
and  $2,599  starting  price  fit  both  tight  corners  and  budgets.  Make  your  savings  multifunctional 
with  the  HP  LaserJet  4345mfp  series.  The  latest  innovation  from  HP  Smart  Office  Solutions. 


1 .  Product  shown  is  the  HP  LaserJet  4345xs  mfp,  priced  at  $4,450. 

All  images  simulated.  2.  $249  instant  rebate  valid  between  3/1/05  and  7/31/05  and  not  available  on  the  HP  LaserJet  4345mfp  base  model.  For  a  limited  time  only,  for  offer  terms  and 
conditions,  go  to  www.hp.com/go/mfppromotions6.  Offers  available  from  HP  Direct  and  participating  HP  resellers  only.  All  prices  are  HP  Direct  prices,  are  subject  to  change  and  do.not 
include  applicable  state  and  local  sales  taxes  or  shipping  costs;  reseller  and  retailer  prices  may  vary.  ©  2005  Hewlett-Packard  Developmi 
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NETWORK  ON 
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Join  the  nearly  8,000  senior  executives 
from  around  the  globe  who  have  restricted 
access  to  unique  and  critical  content, 
discussion  boards,  chats  and  polls. 

Membership  in  the  CEO  Network  is 
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Jarett  Medicine  Elk,  Northern  Cheyenne/ 
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doing  this  than  my  notebook  computer, 
but  only  because  I  have  some  experience 
with  this  stuff;  the  program  does  not 
come  with  so  much  as  a  single  word  of 
documentation,  online  or  off,  about  how 
it's  supposed  to  work. 

Two  crucial  omissions  make  LifeDrive 
less  useful  than  it  should  be.  The  first  is  a 
built-in  keyboard.  For  heavy  tasks  you 
can  buy  a  clever  $70  folding  infrared 
model  with  full-size  letter  keys,  but  that 
doesn't  solve  the  problem  of  quick  text 
entry  for  items  like  Web  addresses  or 
short  messages.  In  the  tiny-keyboard  era 
of  BlackBerry,  Sidekick  and  Treo  the 
LifeDrive's  Graffiti  handwriting-recogni- 
tion system,  which  some  hailed  as  a 
breakthrough  when  it  initially  appeared 
in  the  PalmPilot,  has  become  obvious  as 
the  annoyance  it  really  always  was. 

The  tiny  onscreen  keyboard  pops  up 
a  traditional  QWERTY  format  when  you 
hold  the  device  vertically  but  an  alphabet- 
ical arrangement  when  you  use  it  hori- 
zontally. That  virtual  keyboard  and  the 
Graffiti  writing  area  steal  precious  screen 
space  whenever  they're  needed  and  some- 
times when  they  aren't.  Having  to  yank 
out  the  stylus  to  get  work  done  means 
that,  despite  a  generally  well-integrated 
five-way  navigation  switch,  it's  hard  to  use 
this  device  with  just  one  hand.  These  days 
a  keyboardless  data  device  is  increasingly 
hard  to  take  seriously. 

Which  brings  us  to  the  other  item 
that  LifeDrive  cries  out  for:  a  mobile 
phone.  Now  that  we  live  our  lives  on  cell 
phones,  it's  sad  for  this  unit  to  lack  one 
Yes,  you  can  use  it  as  a  dialer  and  data 
grabber  with  Bluetooth  phones,  and,  of 
course,  you  can  read  a  number  from  the 
screen  and  punch  it  into  the  phone's  key 
pad.  But  in  real-life  situations  both 
methods  are  awkward  and  annoying  for 
anyone  with  fewer  than  three  hands. 

Besides,  since  phone  prices  reflect  sig 
nificant  subsidies  from  the  carriers,  a 
LifeDrive  phone  would  probably  cost 
consumers  not  much  more  than  this 
phoneless  version.  So  I'm  calling  for  a 
marriage:  Put  the  LifeDrive  into  a  phone 
with  a  keyboard — say  PalmOne's  own 
Treo  650.  Even  with  a  screen  no  bigger 
than  the  Treo's,  that  merger  would  clearly) 
call  for  an  acquisition.  F 


"WHAT  EXCITES  US  MOST  ABOUT  AUSTRALIA  IS 
ITS  INTERNATIONALLY  RESPECTED  RESEARCHERS. 

SCIENCE  IS  AT  THE  HEART  OF  EVERYTHING  WE  DO.  PARTNERING 
FOR  OVER  A  DECADE  WITH  ESTABLISHED  NAMES  SUCH  AS  CSIRO- 
AUSTRALIA'S  SCIENTIFIC  AND  INDUSTRIAL  RESEARCH  ORGANISATION - 
AND  A  HOST  OF  LEADING  AUSTRALIAN  UNIVERSITY  RESEARCH 
CENTERS,  HAS  CONTRIBUTED  SIGNIFICANTLY  TO  OUR  GLOBAL 
CAPABILITIES  AND  COMPETITIVE  ADVANTAGE." 


CHAD  HOLLIDAY,  CHAIRMAN  AND  CEO,  DUPONT. 


Australia  |  the  place  to  grow  your  business  in  the  world's  fastest  growing  region 


With  almost  half  of  global  trade  now  focussed  on  the  Asia-Pacific 
I -the  world's  fastest  growing  region -Australia  is  the 
contemporary  business  base  for  Asia-Pacific  investment. 


London  JCJM| 
Paris  Frankfurt 


Australia's  unique  geographic  and  time  zone  advantage,  its 
ultural  affinity  with  Asia  and  its  American/European  business 
environment  make  it  your  perfect  business  bridge  to  Asia. 

Services  account  for  almost  80%  of  economic  activity  in  Australia. 
This  fact,  coupled  with  our  strong  resources  industries,  highly  skilled 
and  multilingual  workforce,  excellent  R&D  capability  and  efficient 
governance  practices  make  Australia  an  ideal  investment  location. 

Australia,  it  is  the  ideal  location  to  grow  your  business. 


DuPont  is  a  science  company.  Founded 
in  1802,  DuPont  puts  science  to  work  by 
creating  sustainable  solutions  essential 
to  a  better,  safer,  healthier  life  for  people 
everywhere.  With  an  annual  turnover  of 
$US27  billion,  55,000  employees  and 
operating  in  more  than  70  countries, 
DuPont  has  more  than  40  research  and 
development  and  customer  service  labs 
in  the  United  States,  and  more  than 
35  labs  in  11  other  countries. 

In  Australia,  DuPont  has  active  R&D 
programs  operating  with  three  leading 
research  centers.  Such  is  its  commitment 
to  Australian  research,  DuPont  has 
launched  an  annual  awards  program 
to  recognize  innovation  that  improves 
Australia's  competitiveness  and  illustrates 
the  country's  innovative  culture. 

DuPont  has  been  in  Australia  for  more 
than  50  years.  It  offers  a  wide  range  of 
innovative  products  and  services  for 
markets  including  agriculture,  nutrition, 
electronics,  communications,  safety  and 
protection,  home  and  construction, 
transportation  and  protective  apparel. 


AUSTRALIA  |  AT  A  G 


Most  resilient  economy  in  the  world  for 
the  third  successive  year  (WCY  2004) 

One  of  the  lowest  cost  business 
destinations  in  the  developed  world 
(KPMG  2004) 

Lowest  risk  of  political  instability  in 
the  Asia-Pacific  region  (WCY  2004) 

Most  multilingual  workforce  in  the 
Asia-Pacific  region  (ABS  2004) 

Easiest  place  in  the  world  to  start 
a  business  (World  Bank  2005) 

Number  one  place  in  the  Asia-Pacific 
region  where  expatriate  staff  want  to 
live  and  work  (EIU  2004) 

Fourth  largest  investment  funds  under 
management  in  the  world  -  US$635b  (ICI) 

Strong  Government  support  for  research 
and  development  through  A$8.3  billion 
innovation  strategy 

Modern  intellectual  property  regime 
ranked  first  in  the  Asia-Pacific  (WCY  2004) 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  without  visitinq 

www.investaustralia.com 


Invest  Australia  and  the  NSW  Department  of  State  and  Regional  Development  a 
hosting  the  Forbes  Global  C 
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o  build  yourwealt 
which  is  the  same  way  we  manage  it. 


You've  done  what  it  takes  to  accomplish  financial  success.  So  while  you  enjoy  what  you've  earned,  wt 
make  sure  it  is  managed  and  protected  for  generations.  Any  financial  advisor  can  oversee  a  portfolio,  t 
at  SunTrust  we  take  a  more  comprehensive  approach  to  wealth  management.  We  always  factor  you 
your  family's  aspirations  into  every  decision.  We  evaluate  your  current  investment  strategies  and 
sure  your'retirement  and  the  transition  of  your  business  or  personal  wealth  happen  as  you  envision. 
SunTrust,  we're  always  looking  beyond  the  obvious  to  get  to  the  answers  people  deserve.  To  see 
visit  suntrust.com  or  call  us  at  800.526.1177. 


SunTrusi 

Seeing  beyond  mone 


Securities  and  Insurance  products  and  services 

Are  not  FDIC  or  any  other  government  agency  insured 

Are  not  Bank  Guaranteed 

May  Lose  Value 

SunTrust  Private  Wealth  Managemen  s  a  marketing  name  used  by  SunTrust  Banks,  Inc.,  and  the  following  affiliates  Banking  and  trust  products  and  services  are  provided  by  SunTrust  Bank,; 
member  of  the  FDIC.  Securities,  insurance  and  other  investment  products  and  services  are  offered  by  or  through  SunTrust  Securities,  Inc,  a  registered  broker/dealer  and  a  member  of  the  NA 
SIPC,  and  SunTrust  Capital  Markets,  Inc.,  a  registered  broker/dealer  and  a  member  of  the  NYSE,  NASD,  and  SIPC.  SunTrust  Robinson  Humphrey SM  is  a  service  mark  of  SunTrust  Capital  MarW 
Investment  advisory  products  and  si  >s  are  offered  by  or  through  Trusco  Capital  Management,  Inc.,  and  Asset  Management  Advisors,  Inc.,  LLC,  investment  advisors  registered  with  the  3 
©2005,  SunTrust  Banks,  Inc.  SunTrust  is  3  federally  registered  service  mark  of  SunTrust  Banks,  Inc. 


A  Zoo  of  One's  Own 

Some  bored  financiers  dream  of  quitting  their  jobs  to 
open  a  bed-and-breakfast.  George  Oldenburg's 
fantasy  wasn't  so  tame  |  By  Ira  Carnahan 


WHEN  GEORGE  OLDENBURG 
abandoned  a  21 -year 
career  in  commercial 
banking  to  run  the  Zoo  of 
Acadiana  in  Broussard, 
La.,  he  knew  life  would  be  different.  But 
he  didn't  expect  to  find  himself  before  a 
class  of  wide-eyed  third-graders  while  a 
white  tiger  named  Jolie  sank  her  teeth  into 
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his  leg.  "She  was  playing  and  bit  me,  bit 
me  hard,"  recalls  Oldenburg  of  the  inci- 
dent a  year  ago.  "I  wanted  to  cry  real 
bad — but  I  didn't." 

Oldenburg,  48,  has  had  other  reasons 
to  shed  a  few  tears  in  the  three  years  since 
he  paid  $1.2  million,  most  of  that  bor- 
rowed, for  a  42-acre  zoo  outside  of 
Lafayette.  In  addition  to  animal  bites  (he 
also  had  a  finger  chewed  by  a  3-foot-long 
baby  alligator)  there  have  been  the  wildly 
fluctuating  attendance  and  the  long  hours 
( 1 2  hours  a  day,  seven  days  a  week).  Old- 
enburg took  just  three  days  of  vacation 
last  year  and  spends  so  much  time  at  the 
zoo  that  he  maintains  a  house  in  the  back 
where  he  and  other  family  members  can 
stay  overnight.  "Other  than  a  major  ani- 
mal escape — which  I  hope  never  hap- 
pens— I  think  just  about  everything  that 
could  go  wrong  has  gone  wrong,"  he  says. 

Yet  lifelong  animal  lover  Oldenburg  is 
still  enthusiastic  about  his  career  change 
and  last  year  managed  a  7%  pretax  profit 
on  revenue  of  $950,000.  His  biggest  ex- 
penses: $350,000  in  payroll  for  the  zoo's 
25  mostly  part-time  employees,  $60,000 
for  animal  feed  and  $50,000  for  liability 
and  other  insurance.  So  far  Oldenburg 
has  plowed  all  of  his  earnings  into  im- 
proving the  zoo;  his  family  has  been  living 
off  his  savings,  rental  income  and  his 
wife's  income  as  a  registered  nurse. 

The  zoo  business  isn't  easy.  Most  of 
the  competition  is  government-  or 
foundation-owned  and  doesn't  even  have 


revenue,  with  most  of  the  rest  coming 
from  a  gift  shop  (17%),  concession  sales 
(13%),  a  train  (9%),  memberships  (5%) 
and  a  summer  day  camp  for  kids  (3%). 

To  goose  revenues,  Oldenburg  has 
launched  a  variety  of  themed  events  like  a 

Chomper  and  crowd-pleaser:  Jolie  at  eight  weeks. 


Halloween  Boo  at  the  Zoo,  an  Easter 
Eggstravaganzoo  and  a  spring  festival 
called  Zoolebrate.  And  then  there  are 
rentals  for  banquets,  weddings  and  high 
school  proms,  which  kick  in  2%  of  total 
revenue — and  an  incalculable  amount  of 
free  publicity.  He  also  offers  a  range  of  an- 
imal-related entertainment  you're  not 


"I  didn't  buy  the  zoo  to  get  rich.  I  wanted  to 
buy  something  that  I  would  enjoy  doing  and  do 

something  goodiorJhejiommunityZ_ 


to  try  to  make  ends  meet.  Just  a  few  dozen 
members  of  the  nation's  leading  zoo  as- 
sociation are  run  for  profit,  and  half  of 
those  are  aquariums.  Oldenburg's  two 
nearest  competitors,  the  Baton  Rouge 
Zoo  and  the  Alexandria  Zoo,  are  both 
government  subsidized  and  charge  ad- 
mission fees  that  are  around  half  of  the 
Zoo  <A  Acadiana's  $7.95  for  adults  and 
S4.50  for  kids. 

Despite  Oldenburg's  higher  ticket 
prices,  admission  makes  up  only  half  of 


likely  to  see  at  staid,  not-for-profit  zoos.  At 
"Kachunga  and  the  Alligator  Show"  visi- 
tors pay  $1.50  extra  to  watch  men  wade 
into  the  water  and  wrestle  10-foot  alliga- 
tors. One  group  that  saw  the  spectacle 
held  a  preshow  reception  featuring  fried 
alligator. 

Of  the  zoo's  100,000  visitors  a  year, 
two-thirds  are  schoolchildren  on  field 
trips,  a  customer  base  that  Oldenburg 
courts  assiduously.  He  travels  regularly  to 
schools,  with  animals  in  tow,  in  order  to 


entice  children  and  their  teachers.  For 
older  kids  he  promises  back-lot  tours.  Or 
he  may  arrange  for  the  zoo  veterinarian 
to  perform  nonemergency  surgery  on  an 
animal  in  the  zoo's  vet  clinic. 

He  also  runs  mobile  petting  zoos. 
Sometimes  the  animals  can  be  unpre- 
dictable. Last  fall  at  a  football  game  he 
had  a  rare  parrot  on  his  shoulder  at  the 
same  time  that  he  was  holding  a  young 
alligator.  "I'm  talking  to  someone,"  he 
recalls.  "And  the  alligator  bites  the  bird 
on  the  head.  And  the  lady  goes,  'That 
alligator  is  eating  the  bird!'  A  $1,200 
bird  and  a  50-cent  alligator." 

At  one  event  a  snake  crawled  up 
his  pants,  he  remembers.  Another 
time  there  was  a  small  breakout.  1 
was  at  the  concession  stand  with  a 
baby  goat,  just  letting  people  pet  it 
and  telling  them  about  it,"  he  recalls. 
"And  a  lady  said,  'Well,  tell  me  about 
the  monkey  behind  you.'  I  said,  'Uh, 
okay.'  But  I  had  no  idea;  I  didn't 
know  if  it  was  a  gorilla  behind  me  or 
what."  It  turned  out  to  be  a  small 
spider  monkey  named  Charlotte, 
worth  $5,500. 
The  inventory,  in  toto,  is  worth  per- 
haps $350,000.  The  most  expensive  item 
(at  $10,000)  is  the  white  tiger  that 
chomped  Oldenburg's  leg;  it  is  also  a  big 
crowd  pleaser.  Many  zoo  animals  are  sur- 
prisingly cheap;  a  run-of-the-mill  Bengal 
tiger  is  just  $500.  The  animals  are  avail- 
able for  sale  over  the  Internet,  though  you 
have  to  have  a  license  to  buy  them 
legally. 

While  the  zoo  owns  the  ani- 
mals, it  doesn't  buy  them  directly. 
For  that  there  is  a  nonprofit  orga- 
nization of  area  boosters  called 
Friends  of  the  Zoo,  which  accepts 
charitable  donations  and  can  apply  for 
grants.  It  buys  the  animals  and  donates 
them  to  the  zoo. 

Every  little  bit  helps.  "I  didn't  buy  the 
zoo  to  get  rich,"  says  Oldenburg,  a  30-year 
resident  of  Lafayette  and  onetime  vice 
president  of  that  city's  Home  Bank,  in 
charge  of  consumer  loans  and  the  bank's 
branches.  "I  wanted  to  buy  something 
that  I  would  enjoy  doing  and  be  able  to 
support  my  family.  And  do  something 
good  for  the  community."  F 
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Jure  our  new  Web  site  looks  great.  But,  in  this  case,  beauty  is  more  than  skin-deep. That's  because  the  new  usps.co 
5  filled  with  easy-to-use  tools  to  help  you  take  care  of  just  about  all  your  shipping  needs.  You  can  pay  postage,  print 
bels,  add  Insurance  and  order  a  next-day  Carrier  Pickup  at  no  charge.  Use  Priority  Mail®  service  and  you  also  get 
elivery  Confirmation'"  for  free.The  simple  yet  powerful  usps.com  -  it's  how  the  U.S.  Postal  Service®  is  working  for  you. 
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Water,  Water  Everywhere 


One  small  bottler  survives  by  cutting  costs  again  and  again  |  By  Tatiana  Serafin 


ANDREW  PEYKOFF  JR.  HAD  SPENT  FOUR  YEARS  AT  THE  BOT- 
tled  water  business  his  father  built  over  three  decades. 
When  his  dad  suffered  a  mild  stroke,  Andy  didn't  think 
twice — he  demoted  the  founder  and  took  over.  '"You're 
done,'  1  told  my  dad,"  recalls  Andy,  29,  who  has  been  chief  of  Ni- 
agara Bottling  in  Irvine,  Calif,  since  2002.  "The  decision  was  easy." 

Hard-hearted  but  necessary.  To  squeeze  even  droplet-size 
margins  from  this  business,  you  need  to  put  in  14-hour  days 
minding  every  aspect  of  bottling,  packaging  and  distributing,  as 
well  as  customer  hand-holding.  Peykoff  loses  $750  a  hour  when 
a  single  line  shuts  down,  hundreds  of  thousands  of  dollars  if  a 
power  failure  disables  the  plant.  There  is  no  way  to  make  it  up, 
either.  Before  taxes  the  company  makes  7.5  cents  on  the  dollar — 
$10.5  million  on  $140  million  in  revenue  last  year.  The  firm  is 
tiny  alongside  Poland  Spring  (Nestle),  Dasani  (Coca-Cola)  and 
Aquafina  (PepsiCo).  What  Niagara  offers  is  low  prices:  Superior 
Markets,  a  !9-store  chain  in  southern  California,  pays  only  $2.60 
for  a  case  of  24  half-liter  bottles,  compared  with  $4.30  to  $4.70  for 
Dasani  or  Aquafina.  Peywoff  survives  by  slashing  costs  continually. 

After  joining  the  company  in  1998,  Andy,  the  seventh  of 
eight  brothers  (four  of  whom  are  in  the  business),  helped  dou- 


ble private-label  sales  to  50%  of  the  total,  in  part  to  sat- 
isfy the  thirst  of  Niagara's  fourth- largest  customer,  Wal- 
Mart.  With  a  flexible  operation,  Niagara  can  do  mini- 
mum private-label  orders  of  20,000  bottles,  supplying  a 
chain  of  Costcos  or  a  single  casino.  "We  even  have  a  bot- 
tle that  was  especially  designed  to  fit  on  service  trays  so  it 
doesn't  fall  over,"  says  Andy.  "It's  a  big  hit  with  the  cock- 
tail waitresses." 

Las  Vegas  is  a  far  cry  from  the  5-gallon  jugs  of  well 
water  Andrew  Sr.  started  selling  door-to-door  in  1963  in 
Orange  County.  By  1979  he  had  his  own  well  and  later 
branched  into  production,  spending  $1  million  for  a  blow- 
molding  machine  to  make  one-gallon  polyethylene  bottles, 
which  shaved  a  penny  off  the  10  cents  he'd  been  paying 
someone  else.  As  the  bottled  water  market  soared  in  the 
1990s,  he  invested  another  $4.5  million  for  half-liter-bottle 
production,  cutting  costs  there  by  2  cents  per  bottle.  Sales 
grew  from  $3  million  in  1994  to  $10  million  in  1998.  Today 
privately  held  Niagara  has  1,000  customers  in  California, 
Nevada  and  Arizona  and  employs  245  people. 

Andrew  Sr.,  66,  is  back  on  the  payroll  these  days,  help- 
ing with  strategy  and  production.  His  ouster  was  hardly  a 
palace  coup,  though  Andy  had  worked  out  the  details 
with  his  mother  while  his  dad  was  still  in  the  hospital. 
Once  he  recovered  he  agreed  with  Andy  that  he  was  no 
longer  physically  able  to  work  the  hours  he  once  had  and 
accepted  a  lesser  role. 
The  day-to-day  sweating  is  all  Andy's.  And  there  are  myriad 
challenges.  While  private-label  expansion  has  opened  retailers' 
doors,  it  has  also  driven  up  expenses — for  packaging,  production 
and  extra  warehousing.  To  further  trim  raw  material  costs,  which 
eat  up  50%  of  revenue,  he  worked  with  engineers  to  decrease  the 
standard  half-liter  bottle  weight  from  23  grams  to  12  grams 
( nearest  competitor  Crystal  Geyser  has  one  weighing  14  grams). 
He  pushed  back  on  plastic  suppliers,  refusing  to  pay  resinmaker 
Lion  Chemical  for  alleged  overcharging;  a  suit  and  countersuit 
are  in  settlement  talks.  Andy  has  turned  trash  removal,  once  a 
$100,000-a-year  disposal  cost,  into  a  $50,000  net  revenue  gener- 
ator by  selling  scrap  plastic.  Executive  perks  are  nonexistent.  All 
executives  report  to  Andy;  no  one  has  an  assistant. 

A  20%  fall  in  wholesale  and  retail  prices  over  the  last  five  years, 
coupled  with  rising  materials  costs,  have  Andy  scrambling  for  more 
places  to  trim.  "California  is  an  expensive  place  to  do  business,"  he 
muses.  "High  electricity  costs,  high  real  estate  costs,  high  workers' 
comp  rates."  Bringing  label  production  in-house  would  save  a 
fraction — 0.001  cents  per  bottle.  The  good  news  is  that  people  are 
drinking  more  water  out  of  bottles.  Andy  is  looking  to  expand  1 
operations  and  recently  scouted  out  plants  on  the  East  Coast.  F 
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LOOSEN  OP.  THE  NEW  JEEP  LIBERTY  LIMITED  EDITION.  Turn  the  dress  code  into  o  distant 
memory.  With  a  restyled  exterior  and  refined  interior,  it's  the  official  uniform  of  the  totally  relaxed,  jeep.com 


Chrysler-Financial 


Financing  your  drive. 


a»*   Jeep  is  a  registered  trademark  of  DaimlerChrysler  Corporation. 


Are  you  working  with  old  systems? 

(Or,  should  we  say,  working  around  them?) 


HP  Compaq  Business  Desktop  dx2000 


•  Intel  Pentium  4  Processor  (2.80GHz) 

•  Memory:  256MB 

•  40GB  hard  drive 

•  10/1 00/1 000  Ethernet 

•  Windows  XP  Professional 


HP  Compaq  Business  Notebook  nc6220 


•  Intel  Centrino"  Mobile  Technology 

-  Intel  Pentium  M  Processor  740  (1 .73GHz) 

-  Integrated  Intel  PRO/Wireless  2200 
Network  Connection  (802.1 1  b/g) 

•  Memory:  512MB 

•  CD-RW/DVD-ROM  combo  drive 

•  14:1 "  active-matrix  display 


HP  iPAQ  hx4700  Pocket  PC 


•  624MHz  Intel  PXA270  processor 

•  Memory:  64MB  SDRAM 

•  Transflective  TFT  active-matrix  LCD 

•  802.1 1b  and  Bluetooth  technologies 

•  Windows  Mobile  2003  Second  Edition 
for  Pocket  PC 


tCIQ  DESKTOP 
J£.J  CDW73919; 


$1*300  NOTEBOOK 
*  I  JJZJ  CDW741364 


ADMAKERS 


The  Men  in  The 
Gray  Flannel  Suits 

These  Madison  Avenue  retreads  thrive  by  selling  old-fashioned  TV 
spots,  print  ads  and  client  hand-holding.  If  you  want  guerrilla  marketing 
or  blog  sponsorships,  go  somewhere  else  |  By  Melanie  Wells 


AT  REEBOK  INTERNATIONAL  A  FEW  EYES 
rolled  in  the  marketing  suite  when  ad 
shop  Mcgarrybowen  called  repeatedly 
last  year.  "They  kept  saying,  "We  have  a  great 
idea  for  the  brand.  Can  we  come  in  and  talk 
about  it?' "  recalls  Dennis  Baldwin,  Reebok's 
chief  marketing  officer.  "It"  turned  out  to  be 
Reebok's  largest  and  most  successful  market- 
ing initiative  in  a  decade.  The  idea  presented 
by  John  P.  McGarry  Jr.,  the  agency's  chief 
executive,  and  Gordon  Bowen,  chief  creative 
officer,  turned  into  a  campaign  that  appears 
on  TV,  billboards  and  in  magazines 
around  the  world. 

Themed  "I  am  what  I  am,"  the 
effort,   reportedly   a  $5()-million 
splurge,  features  more  than  a  dozen 
different  stars — including  NBAers 
Yao  Ming  and  Allen  Iverson, 
actress  Lucy  Liu  and  rapper 
Shawn    Carter    (Jay-Z) — 
attempting  to  make  an  emo- 
tional connection  with  con- 
sumers. In  one  spot,  for 
example,  Iverson  talks  about 
why  his  bad-guy  image  bothers 
him.  ("Yeah,  I'm  tough  on  the 
basketball  court,  but  off  the  court, 
that  ain't  who  I  want  my  kids  to  feel 
their  daddy  is.")  Reebok,  which  loved 
approach  so  much  it  overhauled  its 
2005  marketing  plans,  now  credits 
Mcgarrybowen's  work  with  helping  to 
boost  first  quarter  sales  by  1 1  %  and  earn- 
ings by  5%  over  the  same  period  last  year. 
"Remarkable,"  says  Baldwin  simply. 

So  is  the  record  of  this  two-and-a-half- 
year-old  Manhattan  shop  run  by  veterans 
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McGarry,  62,  and  Bowen,  55 — both  writ- 
ten off  as  has-beens.  It  posted  revenue  of 
$18  million  in  2004,  a  64%  jump  over  the 
year  before,  from  clients  with  media 
billings  of  $500  million.  Among  them  is 
Pfizer,  which  handed  the  agency  the  ad 
assignment  for  its  much-anticipated  sleep 
aid  Indiplon,  due  out  later  this  year.  For 
2005  the  pair  hopes  for  revenue  of  $31 
million  on  the  strength  of  assignments 
from  Disney,  J.R  Morgan  Chase  and  beer 
giant  InBev.  All  the  more  impressive  given 
the  anxiety  of  brand  marketers  and 
their  infatuation  with  weird  ads  and 


feature  kids,  like  the  recent  Marriott  Inter- 
national spots  that  show  a  young  guest 
trying  on,  and  misplacing,  her  father's 
shoes.  (A  Marriott  employee  comes  to  the 
rescue  with. a  new  pair.)  Sometimes  they 
deliver  a  dose  of  schmaltz,  using  music  to 
great  effect.  One  spot  in  a  new  campaign 
for  J. P.  Morgan  Chase  shows  a  woman 
preparing  for  her  wedding  as  her  dad 
recalls  her  childhood  to  the  tune  "Wind 
Beneath  My  Wings." 

Bowen,  in  particular,  is 
known  for  his  ability  to 
manipulate  viewers'  feelings. 


ican  Express  in  the  1980s.  But  he  flamed 
out  after  a  much-publicized  move  to  the 
top  creative  slot  at  Interpublic  Group's 
McCann-Erickson  Worldwide.  After  just 
16  months  Bowen  was  banished.  He  fled 
to  his  turreted  home  in  Salt  Lake  City  to 
lick  his  wounds.  After  some  time,  he  qui- 
etly took  work  in  New  York  from  agencies, 
including  Y&R,  and  some  big  marketers. 
Bowen  insists  he's  not  bitter.  Still,  he  says: 
"I've  always  hated  how  this  industry 
grinds  people  up  and 
spits  them  out." 

While  Mcgarry- 


new  media — blogs  and  podcasts 
among  them.  Mcgarrybowen 


a  lot  of 


comes  across  as  quaintly,  touch- 
ingly  anachronistic,  providing  ads 
from  a  bygone  age  that  still  work. 

Key  to  this  approach  is 
senior-level  hand-holding.  Bowen  has 
accompanied  Marriott  International 
execs  to  London  to  talk  with  designers 
about  the  look  of  its  hotel  rooms.  He  has 
also  sketched  ideas  for  new  credit  card 
and  bank  branch  designs  for  J.P.  Morgan 
Chase.  McGarry,  Bowen  and  Stewart 
Owen,  chief  strategic  officer,  reviewed 
casting  reeis  when  working  on  a  TV  cam- 
paign for  the  launch  of  InBev's  Brahma 
beer  this  year.  All  three 
spent  two  days  looking  at 
Crayola  displays  at  vari- 
ous retailers  for  Binney  8c 
Smith,  the  agency's  small- 
est account.  "Senior-level 
attention  to  clients  has 
been  lost  at  agencies  in 
recent  years,"  says  Owen, 
53.  "We  want  to  recap- 
ture that." 

As  well  as  the  direct 
appeal  via  old-fashioned, 
slice-of-  life  fare.  Man)-  ads 


Touching  a  chord:  Mcgarry bowen's  work  for  Brahma 
beer,  Reebok,  J.P.  Morgan  Chase  and  Verizon. 


This  little 
upstart  blew 
away  the 
biggest  and 
best  agencies 
from  around 
the  world." 


That  was  the  effect  of  a  black-and-white 
Verizon  commercial — the  agency's  first 
work — on  the  first  anniversary  of  Sept.  1 1 . 
It  featured  contemplative  adults  and  frol- 
icking kids  at  the  Statue  of  Liberty.  "Iconic 
brands  need  a  connection  with  the  heart," 
Bowen  explains. 

The  founders  have  their  own  stirring 
story.  McGarry,  a  30-year  veteran  of  Young 
8c  Rubicam  (now  part  of  WPP  Group), 
had  been  retired  for  two  years  before  he 
and  Owen,  a  former  colleague  at  Y&R, 
approached  Bowen  in  2002 
about  starting  a  new  shop. 
Bowen  was  recommended 
to  them  by  American 
Express  marketing  chief 
John  Hayes,  who  was  using 
Bowen  as  a  freelancer. 

It  was  an  intriguing 
recommendation — and  an 
unusual  one.  Bowen  was 
the  toast  of  the  ad  business 
15  years  ago  after  creating 
the  celebrity-chocked  "Por- 
traits" campaign  for  Amer- 


bowen's  partners  want  big  clients,  they 
sometimes  pursue  small  projects  that  offer 
long-term  payoffs.  When  InBev  was  look- 
ing for  a  new  name  and  logo  last  summer, 
McGarry,  who  knew  Brent  Willis,  the  com- 
pany's chief  commercial  officer,  offered  to 
handle  the  project  for  $150,000,  undercut- 
ting a  big  branding  firm  that  wanted  to 
charge  the  brewer  more  than  $1  million. 
That  later  earned  Mcgarrybowen  a  spot  in 
a  heated  competition  for  the  global  launch 
of  Brahma,  InBev's  Brazilian  beer.  The 
Brahma  ads  are  rolling  out  in  as  many  as 
20  countries.  "This  little  upstart  blew  away 
the  biggest  and  best  agencies  from  around 
the  world,"  says  Willis. 

But  as  everyone  knows  all  too  well, 
today's  darling  can  easily  become  tomor- 
row's leper.  Clients  fret  that  the  agency's 
popularity  will  mean  they  lose  some  of  the 
partners'  personal  focus.  "Their  challenge 
will  be  to  stick  to  their  original  vision  to 
have  a  boutique  agency  that  gives  a  lot  of 
individual  attention  to  a  few  big  brands," 
says  Bruce  Gordon,  a  now- retired  Verizon 
executive  who  hired  Mcgarrybowen  in 
2002.  "It  will  be  difficult  for  them  to  turn 
away  business,  but  they  have  something 
special,  and  they'd  better  not  compromise 
its  integrity."  F 
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Outsourcing.  Software  Solutions.  Consulting. 
Our  thinking  bridges  cultures,  languages,  and  A 
•   yes,  even  departments.  We  have  thought  so  much  Jr 
about  the  things  we  do  for  global  companies  that,  M 
naturally,  we've  become  better  at  doing  them.  We  are  the  M 
world's  leader  in  customer  care,  billing  and  HR  services.  Jr 


The  power  to  thi 


/  Multiplied  by  the  power  to  do 

Jr  So  is  it  any  wonder  that  more  companies  are  drawn  to  us 
Jr  for  what  we  know,  as  well  as  what  we  do?  We  offer  a 
.f  unique  way  of  consulting  born  from  actual  experience. 
/  Contact  us.  You'll  see  that  great  thinking  is  even  more 
valuable  when  you  know  what  to  do  with  it. 


1  -800-344-3000  or  visit  convergys.com 
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'OU  KNOW  THE  OLD  SAYING  ABOUT 
the  jack-of-all-trades.  Well,  Steven 
Roth  is  master  of  them  all.  His  Vor- 
nado  Realty  Trust  doesn't  accept  the 
conventional  wisdom  that  real  estate 
investment  trusts  must  focus  on  one 
kind  of  property. 
Roth  is  now  putting  the  finishing  touches  on  a  56- 
story  midtown  Manhattan  skyscraper  that  will  com- 
bine a  home  for  Bloomberg  LP  with  luxury  condos. 
Vornado  owns  Chicago's  Brobdingnagian  exhibit 
facility,  the  Merchandise  Mart.  The  REIT  has  27  mil- 
lion square  feet  of  office  space,  mainly  in  New  York 
and  Washington,  D.C.  Also  supermarkets,  shopping 
centers,  cold-storage  vaults,  even  a  hotel.  Not  to  men- 
tion stakes  in  Sears,  Roebuck  and  Toys  "R"  Us.  Vor- 
nado, with  ally  Related  Cos.,  has  the  edge  in  bidding  to 
build  an  office  structure  above  New  York's  new  Penn 
Station,  says  Peter  Slatin,  editor  of  a  real  estate 
newsletter,  the  Slatin  Report. 

In  an  era  when  the  phrases  "pure  play"  and  "core 
competency"  ring  loudly  on  Wall  Street,  Roth's  Vor- 
nado has  acquitted  itself  superbly.  This  trust's  average  REAL  ESTATE 
annual  return  since  2000  has  been  26%,  compared 
with  the  15%  returned  by  office  REITs  and  20%  by  all 


The 


Everything 


REITs 


REITs.  Starting  out  in  1980  as  a  collector  of  shopping 
centers,  Vornado  has  grown  to  $20  billion  in  assets  to 
become  the  nation's  fourth -largest  REIT. 

A  self-styled  "greedy  guy,"  the  husky,  sharply 
dressed  Roth  cuts  a  distinctive  figure  as  chief  execu- 
tive. Endlessly  energetic  and  talkative,  Roth,  63,  .||l£*cf|in0  rPtail  nfflPP 
inspires  both  fear  and  love  among  staffers  and  com-  UUggllllg  I  Bldll,  Ul  IIUC 

petitors.  At  industry  panels  he  jokingly  refers  to  fellow         and  apartment  properties  is  hard  for 

REIT  kingpin  Samuel  Zell  as  a  "bald-headed  chicken-  ITiOSt  realty  trUStS  SO  they 

f^^r^*Zt££^t        sPecialize-  Not  the  nimble  Steve  Roth. 

employees,  but  he's  just  as  quick  to  chew  a  few  out. 

By  Stephane  Fitch 

Touring  the  Bloomberg  building's  lobby,  he  dispar- 
ages the  contractors  for  subtle  flaws  in  the  floor's  her- 
ringbone stonework.  About  the  edifice's  celebrated 
architect,  Cesar  Pelli,  Roth  sa'  s.  "We  loved  each  other. 


102     FORBES-  June  20,  200 


A 


Steven  Roth  calls  himself 
a  "greedy  guy/'  But 
Vornado's  returns  to 
investors  are  generous. 
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Five  Steps 
to  Sustained 
Growth 

written  by: 

MATTHEW  COMERFORD 

Matthew  Comerford  is  Managing  Director  and 
Leader  of  Growth  Solutions  at  BearingPoint, 
a  leading  business  consulting,  systems 
integration  and  managed  services  firm. 


hen  a  leading  commercial  real  estate 
company  wanted  to  expand  beyond  its 
geographic  home  base,  it  set  out  to 
nake  sure  that  its  strategy  would  work  in  other  mar- 
:ets.  On  its  home  turf,  that  strategy  was  based  on 
lame  recognition,  speed  and  price — a  formula  that 
aptured  more  than  twice  the  market  share  of  its 
losest  competitor  in  the  mid-range,  multi-family 
lortgage  business. 

As  it  sought  new  markets,  this  company's  main 
fiallenge  was  to  first  ascertain  the  growth  opportunities 
nd  close  the  gap  between  performance  and  poten- 
al.  In  the  process,  it  faced  the  universal  business 
lilemma  of  how  to  manage  costs  while  driving  maxi- 
mum revenue  growth.  Creating  and  maintaining 
i)  competitive  advantage  in  the  face  of  an  ever-chang- 
ipg  market  boils  down  to  one  goal:  aligning  your 
rganization  to  the  needs  of  your  market. 

At  BearingPoint,  we've  developed  a  systematic 
jpproach  to  help  companies  of  all  kinds  and  sizes 
mink  innovatively  and  grow.  Every  enterprise  can  ben- 
fit  from  the  same  five-step  approach: 


•  Segmenting  your  customers 

•  Understanding  each  segment's  needs  via  an 
"outside-in"  approach 

•  Dissecting  your  organization's  capabilities 
and  limitations 

•  Charting  a  course  for  change 

•  Driving  sustainable  growth 

By  taking  this  deliberate  path,  enterprises  can 
expose  and  address  three  linchpin  challenges  to 
growth:  how  to  jump-start  stagnant  or  declining  sales, 
reduce  customer  turnover  and  contain  escalating  sales 
costs.  For  those  that  choose  not  to  follow  this  path  to 
growth  and  innovation,  lost  market  share,  an  eroding 
bottPm  line  and  decreased  customer  loyalty  are  just  a 
few  of  the  likely  unpalatable  consequences. 

Segmentation 

Customer  and  employee  needs  aren't  one-size-fits-all. 
So,  any  solution  should  incorporate  segmentation — 
that  is,  determining  how  the  needs  of  each  market 
segment  differ,  and  how  an  organization's  competen- 
cies can  best  work  to  address  them.  For  example,  the 
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leading  commercial  real  estate  company  previously 
mentioned  turned  to  BearingPoint  to  identify  segments 
within  its  market,  and  found  that  a  majority  of  the  market 
was  what  it  already  knew  to  be  its  core  customer  base: 
"value  seekers"  who  want  a  fast,  simple  offering  at  a  fair 
price.  But  three  other  groups  emerged:  "hand  holders" 
who  need  help  even  with  the  most  basic  products; 
"service  seekers"  who  want  a  broader  product  offering; 
and  "deal  engineers/'who  want  tailor-made  arrangements 
and  are  not  afraid  to 
haggle.  Understanding  these 
differences  helped  the 
company  decide  how  to 
allocate  resources  and  focus 
and  train  its  sales  force.  Such 
market-driven  realignment 
allowed  the  company 
to  expand  its  resources 
aggressively  in  pursuit  of 
identified  segments. 

Similarly,  BearingPoint 
helped  a  leading  financial 
services  company — ranked 
in  the  top  100  of  the  Forbes 
Global  2000 — tailor  products  and  services  strategies 
to  specific  segments  within  the  company's  strong 
agent  distribution  network.  Its  segmentation  analysis 
allowed  the  firm  to  scale  back  services  that  were 
unimportant  to  some  agents  and  increase  services 
for  others.  Agents  who  simply  wanted  to  nurture 
long-standing  business  benefited  from  a  self-service 
support  model,  while  those  looking  to  quickly  build 
and  grow  an  agency  could  access  customized  expertise 
from  a  pool  of  agency  consultants. 

An  "Outside-in"  Approach 

An  objective,  outside  observer  is  essential  to  getting 
this  kind  of  fact-based,  textured  understanding  of 
your  market.  After  all,  customers,  employees  and 
market  participants  are  more  likely  to  be  comfortable 
disclosing  the  real  facts  of  their  business  to  a 
third  party  that  can  maintain  confidentiality  and 
provide  a  fresh  perspective. 

For  example,  a  leading  commercial  real  estate 
company  wanted  to  revisit  its  basic  assumption  that 
customers  made  decisions  based  primarily  on  price. 


BearingPoint's  independent  analysis  revealed  tha 
customers  cared  about  other  issues  as  well — ease 
communications,  reliability  and  accuracy.  These  idea 
became  a  compelling  motivating  concept. 

"Once  we  understood  those  factors — beyond  jus 
price — that  satisfy  customer  needs,  it  led  to  th 
enterprise's  deeper  desire  to  train  its  management  anc 
leadership  on  how  to  effectively  drive  its  sales  force 
around  those  principles,"  says  Phil  Davis,  a  managinc 

director  and  strategy  leade 
at  BearingPoint.  "By  expos 
ing  and  clarifying  these 
additional  levers,  we  were 
able  to  bring  to  light  a  nev 
landscape  of  opportunities." 


Whether  you  embrace 
an  "attacker  mentality" 
or  take  a  more  methodical 
approach,  the  formula 
for  driving  sustainable 
growth  is  identical:  you 
must  maintain  focused 
energy,  cultivate  strong 
leadership,  continuously 
anticipate  customer 
dynamics  and  empower 
employees  to  achieve  a 
results-oriented  culture. 


Know  Your  Strengths 
and  Limitations 

Dissecting  your  organization' 
strengths  and  limitations — ir 
terms  of  its  technology,  struc 
ture,  processes,  competencies 
products  and  services — wi 
help  you  understand  thi 
resources  you  have  available  to  close  the  identifiec 
gaps,  so  that  you  may  grow  your  customer  base.  Ir 
addition,  this  self-evaluation  will  expose  thos« 
operational  challenges  you  must  pay  attention  to  ir 
order  to  ensure  success.  This  discipline  is  essential  a 
you  identify  which  capabilities  warrant  investmen 
or  divestment. 

As  the  previous  real-world  examples  illustrate 
scaling  your  resources  and  your  organization  will  allov 
you  to  generate  growth  in  some  areas  while  saving  or 
under-  or  unutilized  resources  elsewhere.  This  step  is . 
time  for  candor,  deliberation  and  transparency. 

Charting  Your  Course 

Knowing  your  capabilities  and  business  demands  wil 
help  you  chart  a  course  to  sustainable  growth.  Try  t< 
create  a  clear  picture  of  the  state  of  the  business  toda 
and  what  it  might  look  like  one  or  two  years  fron 
now,  as  well  as  further  down  the  road.  You  can't  ge 
to  the  future  state  all  in  one  shot,  so  it  is  important  t( 
instill  focused  energy  and  excitement  that  will  drive 
the  company  toward  your  goals.  At  the  same  time,  | 
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leaders  must  develop  strategies  to  manage  the 
inevitable  resistance  instead  of  downplaying  it  as 
a  simple  case  of  "growing  pains." 

At  the  commercial  real  estate  company,  for 
example,  our  customer  analysis  helped  direct  employ- 
ees to  focus  on  the  newly  identified  customer  needs. 
To  accomplish  this,  BearingPoint  replaced  a  step-by- 
step  sales  operating  model  with  one  that  kept  the 
customer  in  the  middle. 

"We  rolled  out  a  new  process  that  generated 
more  attention  and  discipline  internally  among  loan 
officers  and  underwriters.  Such  collaboration  would 
ensure  that  customers  were  engaged  in  and  satisfied 
with  the  service  experience,"  says  Dave  Alhadeff,  a 
senior  manager  and  sales  force  effectiveness  specialist 
at  BearingPoint.  "Focusing  the  sales  process  on  what 
matters  most  to  customers  also  set  the  stage  for  a 
new  sales  culture  and  further  stimulated  employee 
commitment  and  passion." 

Educated  and  focused  internal  surveys,  interviews 
and  analyses  can  determine  how  ready  your  organiza- 
tion is  for  change.  Can  it  grow  at  its  own  pace,  or 
does  it  need  a  push  to  drive  changes  forward?  For 
companies  and  departments  that  are  not  ready, 
change  needs  to  be  phased  in  slowly.  Others  are  raring 
to  go.  The  goal  is  to  understand  the  rhythm  of  the 
business  so  you  can  forecast  the  receptivity  to  growth 
and  reallocate  costs,  services,  expenses  and  resources 
without  overextending  yourself. 

Driving  Sustainable  Growth 

A  company  can  only  implement  growth  strategies 
successfully  if  it  has  the  right  metrics  and  processes  in 
place  to  help  it  allocate  resources  effectively  and 
efficiently.  Whether  you  embrace  an  "attacker  mental- 
ity" or  take  a  more  methodical  approach,  the  formula 
for  driving  sustainable  growth  is  identical:  you  must 
maintain  focused  energy,  cultivate  strong  leadership, 
continuously  anticipate  customer  dynamics  and  empow- 
er employees  to  achieve  a  results-oriented  culture. 

BearingPoint's  unique  skill  set,  proven  experience 
and  executive  insight  can  help  you  realize  this  end 
goal  of  maximum  sustainable  growth.  Together, 
we  can  work  to  understand  your  customers  and 
employees  and  align  your  organization  to  the  needs 
of  the  market.  ■ 


Mnneyftlnuesting  

I  challenged  him,  and  he  pushed  me." 

While  insisting  a  construction  project's  numbers  must  work, 
Roth  finds  the  creative  stuff  "is  like  a  narcotic."  He's  entranced 
by  esoteric  design  ideas  and  seeks  inspiration  in  fashion  mags. 
That  may  sound  loopy.  "With  anyone  else,  you'd  be  wdrried," 
says  analyst  James  Sullivan  of  the  Green  Street  Advisors  research 
firm,  who  generally  is  skeptical  about  REITs  doing  construction. 
But,  he  adds,  Roth's  record  earns  him  the  benefit  of  the  doubt. 

How  does  Roth  manage  to  be  so  multifaceted,  shifting  from 
warehouse  refrigeration  units  to  lobby  floor  materials?  "This  guy 
is  very  nimble,"  says  Scott  Latham,  a  New  York  real  estate  broker 
with  Cushman  &  Wakefield,  who  has  sold  two  buildings  to  Roth. 


his  prowess  at  running  the  Mart's  myriad  trade  shows. 

It's  not  easy  to  be  a  successfully  ambidextrous  REIT  like  Vor- 
nado.  These  so-called  diversified  REITs  matched  the  five-year  total 
return  of  all  REITs  (20%  annually)  yet  trailed  slightly  over  ten 
years  (12%  versus  14%).  Of  the  six  biggest  REITs  owning  large 
chunks  of  more  than  one  property  type,  three  have  done  well: 
Vornado,  Washington  REIT  and  Lexington  Corporate  Properties. 
The  other  three  have  posted  below-par  earnings  growth  or  gen- 
erated poor  returns  for  investors  or  both  since  2000  (see  table). 
Limping  Trizec  Properties,  a  large  diversified  REIT,  dropped  out 
of  retail  properties  in  2004  and  now  does  only  offices. 

Cousins  Properties  (offices,  shopping  centers)  has  returned  a 


What  helps  is  Roth's  willingness  to  use  Vornado's  big  bankroll  to 
go  outside  and  lure  experts  into  his  company.  In  1996,  desperate 
to  break  into  the  Manhattan  office  realm,  he  enlisted  Michael 
Fascitelli,  a  Goldman  Sachs  partner  who  had  engineered  the  sale 
of  Rockefeller  Center,  with  a  $50  million  pay  package  to  be  Vor- 
nado's president.  Fascitelli  promptly  scarfed  up  Mendik  Co.'s 
collection  of  Manhattan  office  towers  for  $654  million.  "I  fell  in 
love  with  the  kid,"  Roth  says. 

When  Vornado  bought  the  Kennedy  family's  vast  Merchan- 
dise Mart  in  1998  in  a  $625  million  deal,  Roth  kept  on  Christo- 
pher Kennedy,  who  is  Robert  F.  Kennedy's  son,  as  manager — 
and  not  only  for  the  name.  Young  Kennedy  is  well  respected  for 

Diversified  Performances  


A  mix  of  properties  brings  mixed  results.  Of  the  six  largest  diversified  REITs,  only  three  have  outrun 
the  industry  in  five-year  investor  returns  or  earnings  growth:  Lexington,  Vornado  and  Washington. 


price 

YIELD 

5-YEAR 
FF0  GROWTH1 

5-YEAR 
ANNUALIZED 
RETURN 

DIVIDEND 
COVERAGE2 

COLONIAL  PROPERTIES  TRUST 

$39.69 

6.8% 

1.3% 

17.6% 

138% 

COUSINS  PROPERTIES 

28.20 

5.2 

-6.1 

13.5 

96 

CRESCENT  REAL  ESTATE 

18.06 

8.3 

-16.0 

7.4 

71 

LEXINGTON  CORPORATE  PROPERTIES  TRUST 

23.58 

6.1 

0.9 

26.6 

138 

VORNADO  REALTY  TRUST 

80.15 

3.8 

6.8 

25.5 

157 

WASHINGTON  REIT 

31.05 

5.2 

2.8 

18.8 

132 

AVERAGE  FOR  REITS 

5.4% 

1.3% 

20.1% 

138% 

Notes:  Averages  shown  are  for  B!  REITs  followed  by  Green  Street.  Annualized  through  2005  projection.  2Equals  2005  FFO  projection  divided 
hv  current  dividend.  Sources:  Green  Street  Advisors;  company  filings;  Reuters  anc'  FT  interactive  Data  via  FactSet  Research  Systems. 


sub  par  14%-per-year  total  return  on  average  since  2000.  A  surfeit 
of  rival  Atlanta  developers  has  nearly  doubled  vacancies  in  Cousins' 
office  buildings  since  2000,  to  17%  now.  Cousins  points  out  that  it 
is  shifting  to  shopping  centers.  It  sold  40%  of  its  office  holdings  last 
year  for  $875  million  and  paid  a  special  $7.15-a-share  dividend. 

Crescent  Real  Estate  Equities  (offices,  hotels,  cold  storage)  is 
the  laugher  in  this  group.  It  was  beloved  in  the  mid-1990s  for  its 
famous  chairman,  Richard  Rainwater,  an  astute  investor  of  the 
Bass  family's  wealth.  But  Crescent  made  a  misstep  by  paying 
$388  million  for  mental  health  hospitals  run  by  Charter  Behav- 
ioral Healthcare  Systems,  which  then  filed  for  bankruptcy. 
So  Crescent  is  scrambling  to  boost  its  income.  Its  funds 

from  operations  (a  mea- 
sure of  REIT  earnings 
that  adds  back  deprecia- 
tion) falls  29%  short  of 
covering  its  $1.50  divi- 
dend. Crescent  notes  it  is 
making  up  the  $50  mil- 
lion shortfall  by  selling 
assets  and  reaping  prof- 
its from  residential 
developments.  Chief 
Executive  John  Goff, 
who  cofounded  this 
REIT  with  Rainwater, 
projects  Crescent's  FFO 
to  recover  to  $2  a  share 
by  2007.  r 
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technology 

Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 
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The  Pendulum  Swings 

Good  news  for  struggling  phone  equipment  makers:  Service 
providers  are  starting  to  spend  like  it's  1999  |  By  Jody  Yen 


Li 


UCENT  TECHNOLOGIES'  STOCK  HAS 
lost  95%  of  its  value  since  its  alltime 
I  high  of  $64  in  1999.  The  bears  may 
have  overdone  it.  Analyst  Arnie  K.  Berman 
at  CreditSights,  a  New  York  City  research 
company,  says  it  is  now  a  sector  buy. 

Why  is  Berman  looking  favor- 
ably on  this  fallen  angel?  One  reason 
is  the  recent  flurry  of  dealmaking  in 
the  telecom  service  sector,  as  wit- 
nessed by  the  purchase  of  AT&T,  the 
former  parent  of  Lucent,  by  SBC 
Communications.  With  consolida- 
tion behind  them,J3erman  says,  the 
big  service  providers  will  direct 
more  resources  to  capital  spending. 
They  will  be  buying  wireline 
switches  and  wireless  base  stations 
from  gearmakers  like  Lucent. 

High  time  they  did.  (Have  you 
ever  been  disappointed  by  your  cell 
phone  reception?)  Says  Berman:  "It 
is  a  return  to  the  firefight  mentality 
of  the  late  1990s."  The  legacy  service 
providers  need  to  slow  the  erosion  of 


their  installed  bases.  One  exam- 
ple: In  its  most  recent  reported 
quarter  Verizon  Communica- 
tions increased  its  capital  ex- 
penditures for  domestic 
telecommunications  equip- 
ment by  47%  to  $1.9  billion. 

More  plentiful  capital 
spending  from  the  phone 
companies  would  come  as 
welcome  news  for  Lucent 
Technologies'  struggling  wire- 
line business.  For  the  com- 
pany's most  recently  reported 
quarter,  wireline  revenues 
decreased  18%  to  $589  million 
from  the  previous  year.  But 
the  picture  looks  considerably 
better  for  wireless  products, 
where  sales  increased  24% 
from  the  previous  year  to  $1.2  billion. 
Berman  thinks  that  the  trend  will  likely 
continue  as  the  carriers  migrate  to  new 
generations  of  wireless  systems.  Lucent 
has  recently  won  big  contracts  from  Veri- 
zon Wireless  and  Sprint. 


The  worst  may  also  be  over  for 
Canada's  Nortel  Networks.  Over  the  past 
two  years  the  company  struggled  with 
multiple  earnings  restatements.  Nortel 
stock  has  recovered  to  $2.72  from  its  43- 
cent  low  in  late  2002  but  has  more  gains 
to  come  if  the  earnings  recovery  keeps 
up.  (It  is  expected  to  turn  a  1-cent  loss 
per  share  into  a  9-cent  gain  this  year.) 
Nortel  currently  sells  for  16  times  its 
Thomson  First  Call  2006  consensus 
earnings  forecast. 

Another  beneficiary  of  service 
provider  spending  is  Cisco  Systems.  Al- 
though only  25%  of  Cisco's  $22  billion 
(fiscal  year  2004)  revenue  comes  from 
telecommunications  service  providers, 
this  segment  has  seen  a  25%  uptick  in  the 
last  quarter  from  the  year-earlier  period. 
Despite  this  trend,  shares  of  Cisco  are  off 
19%  from  their  52-week  high. 

If  Berman  is  right  that  the  long 
drought  for  telecommunications  equip- 
ment companies  is  coming  to  an  end,  the 
eight  stocks  in  the  following  table  are 
worth  watching.  F 


You  Read  Right:  Nortei  Looks  Attractive 


Arnie  Berman  and  colleagues  at  CreditSights  think  all  these  telecommunications 
gear  manufacturers  are  poised  to  rebound. 


COMPANY 

RECENT 
PRICE 

P/E 

PRICE/ 
SALES 

NET 
MARGIN 

MARKET 
VALUE 
(SMIL) 

ALCATEL 

$11.58 

24 

1.0 

4% 

$15,117 

BROADCOM 

35.92 

51 

4.2 

10 

9,950 

CISCO  SYSTEMS 

19.55 

24 

5.2 

23 

126,370 

CORNING 

14.54 

NA 

5.1 

NA 

20,690 

LUCENT  TECHNOLOGIES 

2.89 

8 

1.4 

22 

12,803 

NORTEL  NETWORKS 

2.72 

NA 

1.2 

NA 

11,610 

PMC-SIERRA 

8.40 

42 

5.3 

13 

1,515 

TELLABS 

8.10 

NA 

2.6 

NA 

3,631 

Prices  as  of  May  23.  NA:  Not  applicable. 

Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data  and  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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oosing  an  expert  bank  means  opening  the  way  to  success.  Driven  by  its  professionalism,  Societe  Generale 
m  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily  stronger  in  its  three  key  fields,  offering 
customers  ever  more  means  to  increase  their  performance.  With  16  million  customers (1)  in  retail  banking, 
5  billion  euros  (1>  managed  by  global  investment  management  and  services  and  a  confirmed  worldwide 
dership  in  corporate  and  investment  banking  (euro  capital  markets,  derivatives  and  structured  finance), 
ciete  Generale  has  become  a  first  choice  partner  for  its  customers  around  the  world.  If  you  too,  have  a  taste 
;  growth,  you  will  soon  see  what  the  "Societe  Generale  red  and  black  effect"  can  do  for  you.  (l)at  31/12/04 
Kw.socgen.com 

e  United  States,  certain  securities,  underwriting,  trading,  brokerage  and  advisory  activities  are  conducted  by  Societe  Generale  Group's  wholly-owned 
lidianes  SG  Americas  Securities.  LLC.  and  SG  Cowen  &  Co.,  LLC.  both  registered  broker-dealers  and  members  of  NYSE.  NASD  and  SIPC. 
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PAYMENT  SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


GLOBAL  SECURITIES  CORPORATE* 

SERVICES  FOR  INVESTORS   INVESTMENT  BANKING  GROUP 
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Everyone  smile  and  say  "fully  vested." 


CREATE  YOUR  O 

where  you're  going.  It's  an  even  better  feeling  being  in  control  of  how 
and  when  you  get  there.  Your  MetLife  advisor  can  help  you  build  a 
custom  portfolio  of  funds  and  annuities  that  are  right  for  you,  and  help 
you  handle  all  the  details.  After  all,  whose  retirement  is  it  anyway? 
For  more  information,  call  1-800-MetLife  or  visit  metlife.com 

have  you  met 


t  Hot  Brand  Values 


Name  Recognition 


lectronic  Arts'  EA  Sports  is  a  valuable  property  in  large 
leasure  because  EA  spends  money  getting  rights  to 
ther  names,  like  John  Madden  and  Nascar. 

v  David  Whelan 


PlayStation,? 


LECTRONIC  ARTS  HAS  A  BOOK  VALUE  OF  $3.5  BILLION. 
The  stock  market  says  it's  worth  $16.1  billion.  To 
understand  the  wide  spread  between  these  two  num- 
bers, talk  to  Bryan  Schiele  of  Colorado  Springs,  Colo. 
The  16-year-old,  who  regularly  clocks  ten-hour  com- 
jer-gaming  marathons  on  weekends,  says  he  has  shelled  out 
0  in  the  past  year  for  seven  sports  videogames  from  EA. 
Loyal  fans  like  Schiele  have  made  Electronic  Arts  the  world's 
;est  maker  of  videogame  software.  EA  Sports,  the  division  that 
kes  the  games  Bryan  Schiele  owns,  is  one  of  the  world's  best- 
I  iwn  brands,  thanks  to  such  franchises  as  Madden  NFL  Foot- 
s  Named  for  Monday  Night  Football  announcer  John  Mad- 
,  the  game  has  sold  43  million  copies  since  1989,  many  to  the 
lie  buyers. 

iThe  game  is  updated  every  year  to  include  new  players  like 
tsburgh  Steelers  rookie  Ben  Roethlisberger,  and  some 
icts  have  to  own  each  new  version.  "It's  like  cocaine,"  says 
hael  Pachter,  a  Wedbush  Morgan  analyst  in  Los  Angeles.  EA 
s  demand  by  encouraging  gamers  to  take  a  "Madden  vaca- 
|k"  from  work  so  they  can  be  first  in  line  to  buy  the  latest 
late  of  its  most  popular  game  when  it  is  released  every 


August.  Thousands  of  fans  heed  the  call. 

Sales  of  EA  Sports  games  made  up  35%  ( 
Electronic  Arts'  revenue,  which  rose  6%  t 
$3.1  billion  for  the  2005  fiscal  year  ended  i 
March.  EA  netted  16  cents  on  the  sales  dolla 
easily  eclipsing  rivals  Activision  (10  cents)  an 
Take  2  (7  cents). 

Although  Electronic  Arts  founder  Williai 
(Trip)  Hawkins  first  marketed  adventure  games,  such  as  Skyfc 
and  Seven  Cities  of  Gold,  he  quickly  realized  that  sports  sinu 
lations  were  a  lucrative  niche.  EA  executes  well:  Realism  extenc 
to  the  accurate  rendition  of  players'  scars  and  tattoos.  But 
doesn't  skimp  on  brand-building.  Last  year  the  Redwood  Cit 
Calif,  company  spent  $34  million  advertising  EA  Sports  and  il 
games,  says  TNS  Media  Intelligence.  What's  more,  each  gam 
plays  EA  Sports'  signature  jingle,  "It's  in  the  Game."  Pro  atr 
letes,  broadcasters  and  fans  are  also  featured  crowing  its  taglin 
in  games. 

Lucky  EA  has  ad  revenue  coming  in  as  well  as  going  out  th 
door.  Sneakermakers  Nike  and  Reebok  are  among  the  adverts 
ers  that  pay  EA  to  put  their  logos  on  the  players  (in  one  gam< 
NBA  LIVE,  gamers  can  change  the  color  and  style  of  player 
logo-emblazoned  footwear).  This  source  of  revenue  was  goo 
for  $3.5  million  last  year. 

Besides  buying  ads,  EA  Sports  buys  brand  names,  in  the 


Please  turn  the  page  for  our  special 
Beyond  the  Balance  Sheet  f  oldout. 


Beyond  the  Balant 
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form  of  license  agreements  with  pro 
sports.  Rival  Take  2  last  year  briefly  tested 
the  power  of  EA  Sports  when  it  released  a 
line  of  $20  ESPN-branded  sports  games, 
forcing  EA  Sports  to  slash  the  price  of  its 
Madden  game  to  $30  late  in  the  season. 
But  EA  outmaneuvered  Take  2  when  in 
December  it  paid  a  reported  $200  million 
for  an  exclusive  five-year  NFL  license. 

A  month  later  EA  Sports  inked  a  $790 
million,  15-year  exclusive  deal  with  ESPN, 
eliminating  future  competition.  Annual- 
ized, the  bill  for  Electronic  Arts  to  license 
teams,  player  associations  and  individual 
athletes — from  golfers  and  Nascar  drivers 
to  rugby  players — comes  to  $100  million. 
It's  hard  for  rivals  to  get  anywhere  near 
the  ball.  EA  Sports'  second-bestselling 
property,  a  Federation  Internationale  de 
Football  Association  (FIFA)  soccer  game, 
includes  350  different  licenses  comprising 
18  club  leagues,  40  national  teams  and 
11,000  players. 

Even  with  a  62%  share  of  the  sports 
videogaming  market,  EA  Sports  is  angling 
for  more.  Its  "Street"  editions  of  basket- 
ball and  football  are  big  sellers.  In  them, 
pro  players  take  to  the  playground  with 
hyperbolized  action,  like  the  NBA's  Vince 
Carter  pulling  off  360-degree  dunks  and 
other  fancy  tricks.  Coming:  EA  Sports 
Manager  editions,  where  players  run  the 
front  office. 

EA  Sports  is  also  expected  to  score  in 
the  $200  million  sports  fantasy  world  by 
allowing  gamers  to  quarterback  their  own 
team  with  each  player's  skill  levels  deter- 
mined by  their  stats  the  night  before  and 
ESPN  announcers  calling  the  plays. 

Says  EA  Sports  marketing  chief  Jeffrey 
Karp:  "We  want  to  be  a  sports  company 
that  makes  games."  F 


;g's  brand  is  worth  $9  billion 
has  spent  over  the  last 
id  running  in  place.  As  an 
hat  half  of  all  ad 
s  and  then 
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EBAY 

KELLOGG 

$3.5 

$9.7 

14.1% 

8.4% 

56 

20 

47 

16 

$35.38 

$45.31 

company  filings. 
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MTV 

MTV  is  the  world's  most  widely 
distributed  TV  network.  Its  music 
videos  are  seen  in  419  million 
homes,  in  164  countries  and  terri- 
tories in  18  languages. 
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Oil  Stocks?  Still? 


No,  it's  not  too  late.  In  fact,  there  are  some  that  are  truly  undervalued.  Forget  price/earning 
ratios  and  book  values.  Look  at  the  value  of  their  reserves  |  By  Richard  C.  Morai 


DADGUMMIT.  MISSED  BUYING 
oil  stocks  when  West  Texas  In- 
termediate traded  at  $30  a  bar- 
rel 18  months  ago,  but  high  oil 
and  gas  prices  are  here  to  stay 
for  a  while.  Oil  is  one  of  the  few  industries 
that  is  reliably  going  to  gush  cash. 

If  that  rant  approximates  your  frus- 
trations at  having  missed  a  buying  oppor- 
tunity in  the  run-up  to  this  energy  bull 
market,  don't  despair.  There's  still  a  way 
to  get  in. 

One  rule:  Don't  be  fixated  on  the 
fluctuating  price  per  barrel,  which  hit  a 
$58  high  in  early  April,  tumbled  to  a  still- 
high  $47  in  mid-May  and  has  inched 
back  up  to  $50.  The  bullish  case  for  oil 
stems  from  a  growing  world  economy — 
you  know,  China  ;md  India — that  will 
ensure  increasing  demand  and  stock- 
propelling  earnings. 

When  picking  nerg)  companies,  their 


price/earnings  multiples  are  of  little  help. 
Energy  stocks  these  days  have  low  P/Es, 
largely  because  the  market  thinks  oil  prices 
will  crash  as  they  have  in  the  past.  Exxon- 
Mobil's P/E  is  15,  Royal  Dutch's  9  and  so 
on — all  well  below  the  S&P  500's  19. 

The  best  way  to  measure  energy 
issues:  Look  at  them  as  if  they  are  gold  or 
silver  mines.  Such  precious  metal  opera- 
tors report  the  present  value  of  the  ore 
they  know  they've  got  in  the  ground, 
allowing  the  market  to  evaluate  the  hard 
cash  behind  each  share. 

With  that  gold  standard  in  mind,  we 
asked  John  S.  Herold,  Inc.,  the  oil  analyst 
boutique,  to  similarly  come  up  with  a 
discounted  present  cash  value  of  the 
companies'  proven  oil  and  gas  reserves. 
Herold  also  totes  up  assets  like  cash  on 
hand,  gas  stations,  refineries  and  so  on. 
In  arriving  at  this  liquidating  value, 
Herold  subtracts  an  allowance  for  cor- 


porate tax  that  would  be  due  on  a  hyp 
thetical  asset  sale. 

Herold's  sometimes  surprising  resu 
are  found  in  the  table  on  page  122.  Tl 
upper  half  of  the  table  is  devoted  to  son 
of  the  big  household  names  in  the  bu: 
ness,  companies  like  ExxonMobil  an 
Chevron.  The  table's  lower  half  cove 
midsize  outfits  that  don't  often  get  a 
of  attention.  All  these  values  are  calc 
lated  based  on  oil  reserves  reported  c 
Dec.  31,2004. 

Herold's  group  of  experts  has  a  lo 
and  well-deserved  reputation  as  master! 
students  of  the  industry.  The  Herold  fir 
was  founded  in  1948  by  a  Yale-train' 
geologist  who  went  to  work  in  the  Okl 
homa  oilfields  right  after  graduatio 
Unhappy  in  that  rough-hewn  world,  Jol 
Herold  fled  back  to  Connecticut  aftei 
short  time  and  set  up  a  consultancy  trj 
drilled  for  numbers  in  a  clean  plao 
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What  tobacco  issue  is 
important  to  you? 


The  Serious  Health  Effects 
of  Smoking 
 Vs  


Youth  Smoking  Prevention 
Quitting  Smoking 


Responsible  Marketing 


ftlnvesting 


.Cheap  Energy 


Stocks  with  total  values  per  share  .(which  include  reserves)  higher  than  their  stock 
prices  are  overvalued:  Exxon,  Royal  Dutch,  Occidental.  The  rest  are  good  buys. 

TOTAL  VALUE  OF 

PRICE/  VALUE  RESERVES 

COMPANY  PRICE  VALUE         PER  SHARE1       PER  SHARE2 


CHEVRONTEXACO 

$52.57 

86% 

$60.82 

$42.18 

CONOCOPHILLIPS 

103.35 

90 

114.33 

91.09 

EXXONMOBIL 

54.75 

122 

44.82 

23.32 

ROYAL  DUTCH  PETROLEUM 

58.90 

112 

52.48 

29.10 

TOTAL 

110.69 

98 

112.95 

76.42 

'Includes  value  of  all  assets,  such  as  equity  positions  and  cash,  but  net  of  debt,  minority  interests  and  long-term 
liabilities.  'As  of  Dec.  31.  2004.  Cash  value  of  proven  reserves,  net  of  all  development/production  costs  and  discounted  at 
a  10%  annual  rate  Source:  John  S.  Herold,  Inc. 


Founder  Herold,  92,  is  now  retired  from 
the  company. 

Among  big  oil  companies,  Exxon- 
Mobil, arguably  the  world's  most  consis- 
tent and  best-run  oil  firm,  stands  out  as 
expensive.  It  is  trading  at  a  22%  premium 
to  its  putative  $45  a  share  in  liquidating 
value.  That  $45  is  almost  evenly  split 
between  energy  reserves  and  other  assets, 
like  Exxon's  $25  billion  cash  hoard,  its 
refineries  and  its  chemical  operations. 

Another  costly  one,  oddly,  is  Royal 
Dutch  Petroleum.  (This  Dutch  side  of  a 
famous  investment  pair  was  due  to  be 
consolidated  by  the  end  of  June  with  its 
British  alter  ego,  Shell  Transport  &  Trad- 
ing.) Royal  Dutch/Shell  Group  is  infamous 
for  the  scandal  of  its  overstated  reserves, 
resulting  in  a  management  ouster.  The 
chastened  company  has  since  cut  reported 
reserves  by  25%.  So  you'd  think  the  firm 
would  trade  at  a  discount.  No,  sirree.  It's 
trading  at  a  12%  premium. 

When  Shell  announced  writedowns 
for  the  reserve  scandal,  these  didn't  affect 
the  company's  cash  flow,  explains 
Nicholas  Cacchione,  Herold's  director  of 
research.  Plus,  a  lot  of  the  assets  removed 
from  the  books  will  be  added  back  in 
time,  as  they  become  more  commercially 
viable  in  the  coming  few  years.  "I  think 
the  market  recognized  they  weren't  per- 
manently impaired,"  he  says. 

You  want  bargains?  Shares  of 
ConocoPhillips  and  Chevron  trade 
respectively  at  a  10%  and  14%  discount 
to  their  liquidating  values.  Conoco- 
Phillips is  perceived  as  slightly  sleepy  and 
also  is  hurt  by  turmoil  in  Venezuela, 
where  it  has  significant  operations. 

Chevron  has  an  even  richer  reserve 
trove  than  is  reflected  by  Herold's  num- 
bers. These  don't  account  for  its  acquisi- 
tion (announced  in  April)  of  Unocal  for 
$18  billion,  25%  cash  and  the  remainder 
in  stock.  Chevron  paid  $9  a  barrel  for 
Unocal's  assets,  adding  15%  to  its  oil 
portfolio  at  a  far  better  price  than  what 
it  had  spent  replacing  its  own  reserves  in 
recent  years.  Chevron  stock  is  off  by  $10 
from  its  high  before  the  takeover  news,  a 
typical  devilment  for  an  acquirer.  Unocal 
is  down,  too,  along  with  oil  stocks  in 
general. 

The  midsize  firms  are  in  many  ways 


easier  to  evaluate.  That's  because  they 
tend  to  be  mainly  drillers  and  developers, 
with  fewer  or  no  downstream  facilities, 
namely  filling  stations  and  chemical 
plants,  to  muddy  the  picture.  On  the 
overvalued  side  of  the  ledger,  the  stock  of 
Occidental  Petroleum  has  run  ahead  of 
itself  and  trades  at  a  20%  premium. 

Meanwhile,  so-so  Marathon  Oil  is 
trading  at  a  4%  discount,  the  only  com- 
pany where  the  downstream  assets  like 
refineries  are  worth  more  than  its  oil  and 
gas  reserves.  Still,  a  case  exists  for  buving 
Marathon.  If  the  price  for  oil  and  gas 
should  suddenly  collapse,  the  margins  in 
the  business  will  shift  toward  that  end  of 
the  business. 

The  well-run  gas  specialist  Apache 
trades  at  a  9%  discount,  while  Pioneer's 
shares  trade  at  an  even  sweeter  18%  dis- 
count to  their  inherent  value.  But  Pioneer 
does  not  have  Apache's  bottom-line  track 
record.  Pioneer  was  barely  profitable  in 

At  a  15%  discount, 
gas  producer 

Burlington 
Resources  is 
Herald's  best  slocks 


2002,  although  it  has  recovered  since. 

Probably  the  best  buy  of  our  entire  uni- 
verse is  Burlington  Resources.  Trading  at  a 
1 5%  discount,  it  is  tightly  run  and  one  of 
Herold's  favorite  stocks.  Burlington  is  con- 
centrated in  the  U.S.  natural  gas  market, 
which  Cacchione  thinks  is  a  better  bet  than 
oil.  Reason:  While  most  gas  consumed  in 
this  country  is  also  produced  here  (unlike 
oil),  there's  a  gas  supply  squeeze  that 
should  benefit  U.S.  gas  outfits.  By  Herold's 
calculations,  demand  for  U.S.  natural  gas 
will  grow  between  1.5%  and  2%  a  year  for 
the  next  several  years,  while  supplies  will 
increase  1%  a  year  at  best. 

If  you  want  to  pick  from  a  larger  uni- 
verse of  stocks,  stick  to  midsize  firms 
focused  on  exploration  and  development; 
these  are  simpler  than  complex  behe- 
moths like  Exxon.  Oil  and  gas  players 
must  report  in  the  10-K  footnotes  a  "stan- 
dardized measure"  of  net  cash  flows 
(reserve  values  minus  costs),  based  on 
proven  reserves  and  discounted  at  an 
annual  10%  rate. 

Use  shares  outstanding  to  calculate 
this  cash  flow  on  a  per-share  basis.  Add  in 
values  for  other  assets,  such  as  equity 
positions  and  cash  piles,  while  netting  out 
debt  and  minority  interests.  Voila.  You've 
got  a  present  cash  value  per  share  to  com- 
pare to  the  stock  price.  Yes,  it's  not  too 
late  for  energy  stocks.  F 
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powered  bycisco. 


/ 


Ambulances  outfitted  with  smart  technology 
connected  to  hospital  admissions 
connected  to  a  squirming  bundle  of  joy  in  Milwaukee. 

And  the  countless  sonograms,  lab  tests  and  insurance  approvals 
that  make  it  all  happen — now  found  in  seconds. 
In  real  time.  On  one  secure,  converged  network. 
Learn  how  Cisco  is  helping  change  business  at 
ciscocom/poweredby. 


Cisco  Systems 


customer  satisfaction,  powered  b\ 


Medicare  Fraud 


The  government  is  about  to  spend  $720 
billion  over  the  next  decade  on  medicines 
for  old  people.  How  much  of  this  is  going 

to  be  wasted  or  stolen?  By  Nathan  Vardi 

IT  WON'T  BE  LONG  BEFORE  BAD  GUYS  START  HELPING  THEMSELVES  TO  THE 
giant  honeypot  created  by  the  new  Medicare  drug  benefit,  beginning  next 
January.  How  do  we  know?  Because  they're  already  busy  going  after  the  much 
smaller  drug  program — a  warm-up  to  the  big  act — in  place  today. 

The  2003  Medicare  law  included,  for  the  first  time  in  the  40-year-old  pro- 
gram's history,  broad  prescription  coverage.  To  start,  people  over  65  could 
apply  for  discount  cards  good  for  25%  off  and  for  some  other  subsidies.  This 
was  a  warm-up  to  the  deeper  coverage  that  kicks  in  next  year. 

No  sooner  was  the  ink  dry  on  the  25%  benefit  than  complaints  started 
coming  in  about  hucksters  and  providers  violating  the  rules.  The  first  calls 
came  from  Atlanta,  where  door-to-door  salesmen  were  pitching  phony  $30 
cards.  (Even  legitimate  issuers  of  the  cards  were  not  permitted  to  hustle  them 
door-to-door.)  Then  callers  weighed  in  from  other  states,  reporting  cases  of 
insurers  and  pharmacy  benefit  managers  (PBMs)  enrolling  Medicare  benefi- 
ciaries without  their  consent  and  billing  them  the  S30  enrollment  fee — or  try- 
ing to  lure  them  into  other  services  and  products,  like  medical  devices,  that 
Medicare  reimbursed.  One  operator  tried  to  pay  pharmacies  a  fee  for  direct- 
itients  to  its  card,  also  verboten.  Then  there  was  the  alleged  scheme  by 
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Eileen  and  Leonardo  de  Oliveira,  involv- 
ing Canadian  and  U.S.  telemarketers, 
who  bilked  103  people  in  Illinois  of 
$90,000  by  offering  them  bogus  cards, 
then  forwarded  their  checking  account 
numbers  to  the  De  Oliveiras'  Florida 
company,  which  debited  the  accounts, 
according  to  Illinois  Attorney  General 
Lisa  Madigan.  She  charged  them  civilly 
with  consumer  fraud;  the  De  Oliveiras 
deny  any  wrongdoing. 

Peanuts,  compared  with  what's  com- 
ing. In  November  an  expected  29  million 
people  65  and  older  will  start  enrolling  in 
Medicare's  fully  launched  prescription 
drug  insurance  plan,  costing  an  estimated 
$720  billion  over  the  first  decade.  "  This  is 
the  largest  new  social  benefit  program  in 
the  history  of  the  country,  and  it  is  going 
to  take  effect  not  in  pieces  but  all  at  once," 
says  James  Sheehan,  the  associate  U.S. 
Attorney  in  Philadelphia,  who  has  over- 
seen 500  health  care  fraud  cases,  includ- 
ing the  $330  million  settlement  by  the 
former  SmithKline  Beecham  for  fraudu- 
lent billings,  and  the  government's  cur- 
rent case  against  Medco  Health  Solutions, 
alleging  kickbacks  and  false  claims. 
"  There  are  vulnerabilities,  and  there  is 
going  to  be  fraud  in  the  first  year  or  two." 

Or,  more  likely,  starting 
on  Jan.  2.  Why?  Because  the 
work  of  guarding  the  hen- 
house has  been  subcon- 
tracted, in  large  measure,  to 
foxes.  This  vast  and  com- 
plex plan  will  be  run 
by  private  middlemen — 
chiefly  HMOs  and  PBMs, 
with  assists  from  pharma- 
ceutical companies — some 
of  whom  have  been  of- 
fenders in  the  past.  Uncle 
Sam  is  relying  on  their 
honest  accounting  to 
determine  how  to  dispense 
massive  subsidies  to  them. 
To  make  matters  worse,  the 
three-phase  benefit — each 
with  its  own  set  of  rules — 
creates  powerful  incentives 
for  old  people,  with  the 
connivance  or  even  the 
active  participate . 
tors  and  druggists,  to  j 


their  pill  expenses. 

Medicare  has  long  been  easy  prey.  The 
program  has  lured  such  small-time 
crooks  as  Mark  Little,  an  Orange  County, 
Calif,  podiatrist  sentenced  to  51  months 
in  April  for  billing  Medicare  $800,000  for 
phantom  procedures,  and  big  players  like 
Tenet  Healthcare,  which,  while  it  denied 
any  wrongdoing,  paid  $51  million  to  set- 
tle charges  that  one  of  its  hospitals  tried 
to  collect  on  unnecessary  cardiac  surg- 
eries. Kickbacks  are  rife.  Dialysis  provider 


Health  &  Human  Services  Department 
that  runs  the  program  estimates  that  last: 
year  $20  billion  in  improper  claims  were 
paid  out  in  fec-for-service  care,  the  bulk  of 
Medicare  payments.  How  much  of  that 
was  deliberate?  Don't  look  to  the  feds  for 
answers.  HHS,  says  the  Government 
Accountability  Office,  has  repeatedly 
"missed  opportunities  to  use  claims  data 
to  target  areas  vulnerable  to  fraud." 

Safeguarding  the  new  benefit,  which 
applies  only  to  pills,  may  be  even  tougher. 


HHS  has  repeatedly  "missed  opportunities  to  use 
claims  data  to  target  areas  vulnerable  to  fraud." 


Gambro  Healthcare  agreed  to  pay 
$350  million  in  criminal  and  civil  fines 
last  December  to  settle  charges  it  paid  for 
doctor  referrals;  psychiatrist  Lewis  Got- 
tlieb was  convicted  last  year  of  taking 
$200  from  wheelchair  sellers  for  each  of 
the  hundreds  of  fraudulent  certificates  of 
medical  necessity  he  signed  for  Medicare 
beneficiaries  (see  box,  p.  130). 

How  widespread  is  the  abuse?  In  the 
Sept.  30  fiscal  year,  ending  just  before  the 
big  drug  benefit  starts  up,  Medicare  will 
disburse  $295  billion.  The  division  of  the 
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We  have  some 
new  systems  to 
help  us  stay  on  top 
of  it":  Mark 
McClellan. 
Medicare  chief. 


As  Daniel  Levinson,  acting  HHS  inspecto 
general,  put  it  to  the  Senate  in  February 
"Prescription  drugs  are  especially  vulner- 
able to  fraud,  waste  and  abuse." 

Start  with  how  complicated  the  three- 
part  plan  is.  In  part  one  most  enrolled' 
will  pay  $450  or  so  in  annual  premiums 
and  a  $250  deductible  for  coverage  ot 
75%  of  their  prescription  drug  costs  up  tc 
$2,250 — from  Lipitor  to  Viagra.  Then 
comes  the  controversial  "doughnut  hole' 
(see  box,  p.  128),  which  leaves  participant? 
in  financial  limbo,  paying  all  drug  cost! 
out  of  their  own  pockets  until  they've 
spent  $3,600.  (Couples  are  treated  as  indi- 
viduals for  insurance  purposes.)  At  tha 
point,  phase  three,  catastrophic  coverage 
kicks  in,  with  Medicare  paying  95%  o 
expenses. 

For  its  part  the  government  is  trying 
to  identify  and  anticipate  certain  types  o 
cheating.  In  March  law  enforcement  offi- 
cials and  bureaucrats  gathered  in  Omah«l 
to  discuss  scenarios  in  which  bad  guy: 
piggybacked  on  the  new  benefit  to  com- 
mit identity  theft,  or  signed  up  withou 
being  qualified.  The  cops  worried  abou 
how  to  prevent  legitimate  beneficiarie: 
from  being  used  to  funnel  lucrative  ano 
potentially  dangerous  drugs  like  Oxy 
Contin  to  black  markets.  They  contem 
plated  how  easy  it  would  be  for  older  peo- 
ple qualifying  for  95%  coverage  to  bui 
more  drugs  than  they  intend  to  take 
passing  along  the  pills  to  relatives  whq 
aren't  covered.  Or  simply  giving,  say,  ther. 
Tamiflu  to  a  sick  neighbor  or  their  Enbre) 
to  a  59-year-old  friend  with  arthritis.  Foj 
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that  matter,  what's  to  stop  physicians 
from  bulking  up  their  prescription  pads? 
After  several  decades  of  private  insurance, 
doctors  have  come  to  rationalize  a  little 
fudging  of  diagnoses  if  that  helps  the 
patient  with  his  insurance.  No  reason  to 
expect  the  ethical  dilemma  to  come  out 
any  differently  when  the  victim  is  Uncle 
Sam  rather  than  UnitedHealthcare. 

In  April  HHS  identified  33  different 
areas  of  potential  flimflammery.  Among 
them: 

SHIFTY 
DISCOUNTING 


A  BONE  OF  CONTENTION  FOR  THE  MEDIC- 
aid  program,  which  shells  out  some  $37 
billion  a  year  for  poor  patients'  drugs,  is 
whether  the  government  is  paying  a  fair 
price.  The  drug  companies  are  forbidden  to 
charge  any  more  than  they  charge  private- 
sector  insurers.  But  sometimes  they  do. 


They  give  secret  rebates  to  the  private  sec- 
tor but  bill  Medicaid  for  the  list  price. 
"Inadequate  oversight"  and  "limited 
checks"  by  the  government  mean  complete 
rebates  often  do  not  get  reported,  leading 
to  overpaying  by  the  federal  government, 
said  the  Government  Accountability  Office 
in  February. 

Schering-Plough  settled  a  Medicaid 
case  for  $345  million  last  year  that  shows 
how  tough  it  can  be  to  track  rebates.  The 
feds  claimed  the  maker  of  Claritin,  in  a 
price  war  with  the  producer  of  the  compet- 
ing drug  Allegra,  gave  concealed  discounts 
to  Cigna  and  PacifiCare  Health  Systems  in 
the  form  of  "data  processing  fees,"  interest- 
free  loans  and  "risk  share"  rebates  tied  to 
growth  in  an  insurer's  outlays  for  antihista- 
mine-like  drugs. 

The  temptations  will  be  all  the  larger  in 
Medicare's  new  drug  program.  Suppose  a 
manufacturer  has  a  high-priced,  branded 
drug  for  asthma,  used  mostly  by  younger 
patients,  and  a  high-priced  drug  for  arthri- 
tis, used  mosdy  by  the  old.  Both  drugs  face 
competition  from  equivalent  remedies  sold 
by  other  pharma  companies.  To  win  slots 
on  the  drug  formulary  of  a  middleman 
(PBM  or  HMO),  the  pharma  outfit  has  to 
offer  some  discounts.  Would  it  be  10% 
across  the  board?  There's  little  to  stop  the 
negotiators  from  coming  up  with  a  pack- 
age deal  in  which  the  asthma  medication 
gets  a  20%  discount  but  the  arthritis  med- 
ication gets  no  discount.  In  other  words,  a 
disproportionate  share  of  the  nation's 
pharmacy  bill  gets  shifted  onto  the  tax- 
payer. "We're  going  to  have  a  whole  new 
creative  urge,  and  such  bundling  is  plausi- 
ble," says  Keith  Korenchuk,  a  Washington, 
D.C.  lawyer  who  advises  drugmakers. 


DRUG 

SWITCHING 

HHS  IS  ALREADY  ON  RECORD  THAT  THIS  IS  A 
potential  trouble  spot.  In  this  scenario  a 
doctor  prescribes  Lipitor  ($2.30  a  pill),  but 
the  pharmacy  benefit  manager  pushes  the 
physician  to  use  a  more  expensive  drug,  say, 
Zocor  ($4).  What  the  doctor  and  patient 


1 


don't  know,  in  an  improper  switch,  is  that 
the  PBM  gets  some  benefit  from  the  manu 
facturer  of  the  more  expensive  pill. 

Associate  U.S.  Attorney  Sheehan  sued 
Medco  in  2003,  accusing  the  nation's  largest 
PBM  of,  among  other  things,  improper  drug 
switching  "to  enhance  its  revenue  regard 
less  of  health  plan  costs,  or  of  any  potential 
adverse  or  life-threatening  clinical  outcome 
to  patients."  The  government  claimed 
Medco  received  "substantial  sums"  from 
Merck  and  other  pillmakers  to  advocate 
switches  to  their  drugs  even  when  the  dis 
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There  are  those  on  Capitol  Hill  who  still  remember  what  hap- 
pened 16  years  ago  to  Dan  Rostenkowski,  the  former  Demo- 
cratic head  of  the  House  Ways  &  Means  Committee.  After 
he  backed  an  $800  per  capita  surtax  to  pay  foe  Medicare's  cata- 
strophic iilness  insurance,  Medicarees  in  Chicago  jumped  on  the 
hood  of  his  car  and  chased  him  down  the  street.  The  surtax  was 
repealed  within  months. 

Nearly  7  million  people  will  end  up  in  the  doughnut  hole  next 


ivored  drugs  were  cheaper  or  more  effec- 
ve.  It  also  alleged  the  switches  "resulted  in 
lcreased  costs  to  health  plans  and  patients, 
rimarily  in  follow-up  doctor  visits  and 
;sts."  Medco  got  $440  million  in  2001  from 
lerck,  its  then-parent,  that  was  not  dis- 
losed  to  its  clients,  to  favor  Merck's  prod- 
cts,  the  suit  said.  Reaping  a  financial  ben- 
fit  in  return  for  health  care  referrals  can 
ualify  as  an  illegal  kickback  under  federal 
iw.  Medco  settled  the  drug-switching  alle- 
ations  last  year  without  admitting  wrong- 
oing,  agreeing  to  pay  $29  million  to  20 
ates.  It  also  agreed  to  disclose  financial  in- 
;ntives  for  drug  switches  and  not  substi- 
ite  more  expensive  drugs  for  cheaper  ones. 


PRESCRIPTION 


fS  Tl  IE  OLDEST  TRICK  IN  THE  MEDICINE 
jbinet  and  still  has  authorities  worried, 
pharmacy  distributes  high  doses  of 


AstraZeneca's  Nexium,  for  example, 
billing  the  Medicare  drug  plan  and  the 
beneficiary  for  $380  for  90  tablets,  but  dis- 
pensing only  88. 

In  a  recent  case  the  Eckerd  pharmacy 
chain  paid  $9  million  in  2002  to  the  feds 
and  18  states  to  settle  claims  that  it  dis- 
pensed partial  prescriptions  but  billed 
Medicaid  and  other  programs  for  full 
quantities.  Its  Eckerd  ECK  MD  affiliate  also 
paid  a  $1.7  million  fine  to  deal  with  a  re- 
lated criminal  investigation  in  2001.  In 
both  these  cases  inventories  at  drugstores 
were  low,  and  customers  did  not  return  to 
stores  to  pick  up  the  outstanding  pills 
owed  to  them.  Eckerd  blamed  the  prob- 
lem on  processing  limitations,  adding  that 
new  systems  were  installed  to  deal  with 
what  was  an  "industrywide  issue."  Indeed, 
Walgreen  Co.,  the  nation's  biggest  phar- 
macy chain,  settled  governmental  short- 
filling  claims  for  $7.6  million  in  1999. 

PALM 
GREASING 

WHY  WOULD  A  DOCTOR  PRESCRIBE  A  $6  AN- 
tibiotic  instead  of  one  that  costs  12  cents? 
The  pill  industry  is  rife  with  incentives.  "You 
can  bet  pharmaceutical  companies  do  what 
they  can  to  seduce  doctors,"  says  lerome 
Kassirer,  a  kidney  specialist  and  former  ed- 
itor-in-chief of  the  New  England  Journal  of 
Medicine.  "They  entertain  them  at  expen- 
sive restaurants,  engage  them  as  consultants 
and  put  them  on  their  speakers'  bureaus." 

Pfizer  paid  $430  million  last  year  to  set- 
tle government  charges  that  its  Warner- 
Lambert  unit  dangled  money  and  trips  to 
persuade  doctors  to  use  its  epilepsy  drug, 


Neurontin,  to  treat  other  conditions  for 
which  it  was  not  approved,  like  migraines, 
attention  deficit  disorder  and  alcohol  with- 
drawal. The  feds  claimed  Warner  paid 
physicians  consulting  fees  to  attend  dinners 
and  trips  to  Florida,  Hawaii  and  the 
Olympics,  even  though  "there  was  little  or 
no  significant  consulting  provided  by  the 
physicians." 

HHS  is  thinking  about  all  manner  of 
other  kinds  of  skullduggery  that  haven't  yet 
surfaced  but  surely  will.  Among  them:  A 
pharmacy  submits  bills  for  pills  not  pro- 
vided and  alters  prescriptions  to  secure  fat- 
ter payments,  or  bills  for  branded  drugs  but 
dispenses  generics;  an  insurer  gooses  enroll- 
ment counts  in  order  to  increase  subsidies. 

Perhaps  the  biggest  invitation  to 
shenanigans  is  the  doughnut  hole — where 
old  people  pay  for  their  own  drugs.  The  in- 
centive to  produce  fake  receipts  to  inflate  a 
patient's  out-of-pocket  spending  and  push 
him  into  95%  coverage  is  all  too  obvious. 
"If  pharmacies  or  pharmaceutical  compa- 


5ar,  says  the  Kaiser  Family  Foundation.  This  is  the  bracket  (from 
2,250  to  $3,600  in  drug  outlays)  in  which  Medicare  recipients 
re  supposed  to  cover  100%  of  their  costs.  Moreover,  7.4  million 
sople  will  spend  more  on  drugs  than  they  currently  do.  Of  those, 
xording  to  the  foundation,  2.4  million  are  retirees  who  will  see  a 
gnificant  surge  in  their  costs  because  they  will  be  shifted  from 

more  generous  employer  plans  to  the 
ray  power:  Older  ... 
hicagoans  letting  a  new  Medicare  benefit, 

jngressman  know  how  they  They  are  prey  for  the  unscrupu- 
iel  about  his  support  of  a  lous— from  those  peddling  nonexis- 
jrtax  on  Medicare  benefits.    Tent  coverage  to  pharmaceutical 


firms  that  offer  cash  or  in-kind  drug  assistance  specifically  to  lure 
old  people  to  a  particular  plan  or  help  push  them  out  of  the 
doughnut  hole  and  into  catastrophic  coverage,  so  that  Medicare 
picks  up  almost  the  whole  tab.  The  government  offers  no  guid- 
ance to  patients  or  corporations  about  how  to  fill  the  gap. 

Political  pressures  will  be  hard  to  resist.  Especially  since  the 
number  of  doughnut-hole  denizens  will  peak  right  around  elec- 
tion time  next  year.  Plugging  the  hole  could  be  "astronomically 
expensive,"  says  Edmund  F.  Haislmaier,  a  research  fellow  at  the 
Heritage  Foundation,  probably  costing  the  government  hundreds 
of  billions  of  extra  dollars.  —  N.  V. 
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Scam  On  

Wheels  

Government  spending  on  power 
wheelchairs  climbed  450% 
between  1999  and  2003,  to 
$1.2  billion.  A  report  released  last  year 
by  Health  &  Human  Services'  inspector 
general  found  that  only  13%  of  those  it 
surveyed  who  got  the  most  popular 
wheelchair  met  the  Medicare  coverage 
requirements.  This  is  what  happens 
when  someone  is  spending  other  peo- 
ple's money. 

The  four  contractors  that  process 
Medicare's  wheelchair  claims— Pal- 
metto GBA,  Cigna  HealthCare,  Admina- 
Star  Federal  and  HealthNow  New  York- 
saw  a  spurt  in  spending  as  early  as  1997 
but  the  office  that  runs  Medicare  and 
Medicaid  did  not  lead  a  coordinated 
response  until  2003,  says  the  Govern- 
ment Accountability  Office. 

In  one  egregious  case  last  year  the  U.S.  Attorney  in 
charged  two  physicians,  Charles  Skripka  Jr.  and  Jayshree 


Houston 
Patel,  for 


Allegations  of  expensive  and  unnecessary 
equipment:  motorized  wheelchairs  at  the 
Scooter  Store's  showroom  in  Houston. 

conspiring  to  defraud  Medicare  of  $40 
million  between  February  2002  and 
June  2003.  The  duo  allegedly  approved 
wheelchairs  for  up  to  50  Medicare  bene- 
ficiaries per  day,  in  return  for  kickbacks 
from  the  suppliers.  The  doctors  have 
pleaded  not  guilty;  the  owner  of  their 
clinic,  Lewis  Gottlieb,  has  put  in  a  guilty 
plea  and  is  helping  the  government. 

The  feds  in  April  sued  the  Scooter 
Store  of  New  Braunfels,  Tex.,  which 
billed  Medicare  for  $400  million  or  so 
since  1997.  In  ads,  the  Scooter  Store 
suggested  to  old  folks  that  the  govern- 
ment would  pay  for  scooters.  But,  the 
government  alleges,  when  customers 
called  the  company  to  inquire  about 
reimbursement,  the  Scooter  Store 
pushed  motorized  wheelchairs  on  them, 
with  the  result  that  Medicare  ended  up 
paying  for  expensive  and  unnecessary 
equipment.  The  government  is  sup- 
posed to  pay  for  a  motor-driven  chair 
only  if  the  patient  would  be  confined  to  bed  without  one.  The 
Scooter  Store  says  it  has  done  nothing  wrong  and  that  the  gov- 
ernment is  trying  to  get  out  of  repaying  legitimate  claims.    —N.  V. 


nies  are  working  to  milk  the  system,  they 
will  all  have  an  interest  in  getting  them 
through  the  coverage  gap  by  producing  pa- 
perwork to  show  inflated  volumes,"  says 
Malcolm  Sparrow,  a  professor  of  public 
management  at  Harvard. 

PBMs  and  HMOs  that  operate  plans 
also  have  a  financial  interest  in  steering 
discounts  they  get  from  pill  companies 
to  the  early  part  of  the  plan.  That's 
because  they  receive  a  fixed,  direct  sub- 
sidy from  Medicare  unaffected  by  dis- 
counts from  drugmakers  during  the  first 
phase  of  75%  coverage.  In  the  95% 
bracket,  by  contrast,  HMOs  receive  subsi- 
dies that  vary,  based  on  pill  costs,  and  are 
reduced  by  discounts  they  receive  from 
pharmas. 

Watchdogging  all  this  will  be  hellish. 
"We  have  some  new  electronic  systems  in 
place  to  help  us  stay  on  top  of  it,"  says  Mark 
McClellan,  M.D.,  Medicare's  chief.  Yet  the 
HHS  division  that  will  do  the  work  has  lost 


one  quarter  of  its  executives  in  the  last  three 
years,  and  46%  of  its  workforce  will  be  eli- 
gible for  retirement  in  the  next  four  years. 
Most  oversight — auditing  claims  and  re- 
viewing Medicare  payments — will  be 
farmed  out  to  private  contractors. 

Palmetto  GBA  of  Columbia,  S.C.,  a  Blue- 
Cross  BlueShield  unit  of  the  state,  was  sup- 


overpayments  on,  among  other  things,  a 
lack  of  government  funding  for  its  oversight, 
and  notes  that  it  denied  $149  million  of 
Medicare  artificial-limb  claims  in  the  last 
two  years. 

The  HHS  Office  of  Inspector  General  is 
receiving  a  one-time  $25  million  boost  to 
fight  fraud  associated  with  the  prescription 


The  biggest  invitation  to  abuse  is  the  doughnut 
hole — where  the  elderly  pay  for  their  own  drugs. 


posed  to  be  minding  the  Medicare  store  in 
Florida.  But  according  to  a  government  suit 
against  a  Miami  supplier,  Palmetto  okayed 
$144  million  worth  of  claims  for  artificial 
limbs,  many  of  which  were  not  required  by 
the  recipients.  A  federal  judge  in  Miami  was 
recently  quoted  in  the  Miami  Herald  as  say- 
ing, "It  is  unclear  why  Palmetto  GBA  is  not 
a  subject  of  the  . . .  investigation  into  crim- 
inal wrongdoing."  Palmetto  blames  the 


drug  benefit.  The  FBI  unit  overseeing  health 
care  lost  121  agents  between  2000  and 
2003.  As  for  the  $1 14  million  the  FBI  re- 
ceives each  year  to  fight  health  care  fraud, 
the  GAO  says  some  of  the  funds  may  have 
been  improperly  used  to  fight  other  crimes, 
like  terrorism.  The  government  probably 
won't  invest  heavily  in  protecting  its 
$720  billion  investment  until  a  fair  amount 
of  money  has  been  lost.  F 
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Canon's  energy-efficient 
imageRUNNER  4570  series 


Canon  Slashes  C02 
Emissions  Throughout 
The  Product  Lifecycle 

The  reduction  of  C02  emissions  is 
a  serious  challenge  facing  corpora- 
tions today. 

At  Canon,  conservation  efforts 
are  conducted  under  a  Maximi- 
zation of  Resource  Efficiency 
policy,  focusing  on  three  areas: 
energy  efficiency,  resource  conser- 
vation and  elimination  of  haz- 
ardous substances.  By  2010,  Canon 
aims  to  increase  by  a  factor  of  2.0 
the  ratio  of  net  sales  to  C02  emis-  ! 
sions  from  the  entire  product  life- 
cycle,  as  compared  with  2000  — 
an  indicator  called  Factor  2. 

Minimizing  the  amount  of  re- 
sources consumed  throughout  the 
product  lifecycle  entails  partnering 
closely  with  all  parties  involved  at 
every  stage  —  from  materials  pro- 
curement to  production,  use  and 
disposal. 

At  the  R&D  stage,  Canon  continu- 
ally makes  breakthroughs.  On- 
demand  fixing  technologies,  for 
instance,  have  slashed  the  amount 
of  energy  copying  machines  and 
laser  beam  printers  consume.  In 
fact,  the  latest  imageRUNNER  mul- 
tifunction office  systems  reduce 
energy  consumption  in  standby 
mode  by  approximately  80%. 

Can  economic  growth  coexist 
with  conservation  policies?  Hap- 
pily, we  can  report  that  at  Canon, 
the  answer  is  yes. 

www.canon.com/environment 


Can 


A  decade  ago,  the  term  "sustainable  devel- 
opment" meant  little  to  the  daily  opera 
tions  of  corporations.  Yet  with  a  series 
of  successes  achieved  since  then, 
the  phrase  has  taken  on  an  aura  of 
relevance  that  can  help  them  improve 
their  performance  and  guarantee  the 
long-term  vitality  of  the  world  in  which 
they  do  business. 

Today,  the  term  sustainable  develop- 
ment encompasses  some  of  the  most 
pressing  business,  social  and  environ- 
mental issues  on  the  planet.  These 
include  reducing  pollution;  conserving 
water,   energy  and   other  scarce 

resources;  and  even  creating  ways  to  finance  entrepreneurs  in  developing  nations.  Wh 
always  important,  these  issues  have  taken  on  added  relevance  with  the  current  hum 
population  explosion.  The  world's  population  will  increase  by  some  3  billion  people  o\ 
the  next  45  years,  with  nine  out  of  ten  people  living  in  developing  economies.  Combin 
with  this  is  a  rapid  increase  in  the  number  of  market-based  democracies  that  have  esc 
lated  worldwide  demand  for  food,  health  care,  education  and  jobs,  along  with  countle 
products  and  services. 

For  companies,  these  new  markets  present  unparalleled  opportunities,  as  well  as  en 
mous  risks.  According  to  the  World  Business  Council  for  Sustainable  Development  (s< 
page  9),  most  corporate  strategies  in  terms  of  sustainability  fail  to  anticipate  the  sun 
in  development  that  is  occurring  worldwide.  By  contrast,  companies  that  work  activn 
toward  achieving  sustainable  development  tend  to  enhance  their  prestige  among  cci 
sumers,  demonstrate  environmental  and  social  stewardship,  showcase  valuable  ne 
technologies  and  processes,  and  urge  others  to  follow  their  lead. 

In  May,  for  example,  GE  Chairman  and  Chief  Executive  Officer  Jeff  Imm 
announced  a  new  "ecomagination"  initiative  to  grow  his  company's  business  a 
help  customers  meet  pressing  environmental  challenges  through  technologies  tr 
significantly  and  measurably  improve  customers'  environmental  and  operational  p 
formance,  thus  signaling  the  power  of  sustainable  development  as  a  business  cc 
cept.  GE  will  invest  $1.5  billion  a  year  in  researching  cleaner  technologies  by  20 
doubling  its  $700  million  investment  of  2004.  In  so  doing,  GE  hopes  to  double 
revenues  from  ecomagination  products  from  $10  billion  in  2004  to  at  least  $20  I 
lion  in  2010.  Indeed,  reputation  and  brand  value  take  a  great  deal  of  time  to  achie" 
and  today,  sustainable  development  leaders  in  the  corporate  sector  are  being  r< 
ognized  in  a  number  of  ways,  from  awards  to  high  rankings  in  socially  responsil 
investment  indices. 

The  Origins  of  Sustainable  Development 

The  topic  of  sustainable  development,  as  it  relates  to  the  corporate  world,  can  I 
traced  to  the  World  Commission  on  Environment  and  Development  —  known  I 
the  Brundtland  Commission  —  which  introduced  the  term  in  its  1987  repc 
Our  Common  Future.  The  commission  defined  the  concept  simply  as  development  tl 
"meets  the  needs  of  the  present  without  compromising  the  ability  of  futu 
generations  to  meet  their  own  needs."  Since  then,  sustainable  development  has  be 
interpreted  differently  by  individuals  with  very  different  opinions  about  public  poli 
To  the  World  Business  Council  for  Sustainable  Development  (WBCSD),  sustainal 


What  do  you  get 
when  you  combine 
an  engine  and  a  motor? 


Powerful  hope. 


How  can  we  preserve  our  environment  while  bringing  driving 
pleasure  to  future  generations?  Toyota's  Hybrid  Synergy  Drive®  system 
shows  the  way.  In  1997  we  launched  the  Prius,  the  world's  first  mass- 
produced  gas/electric  hybrid  vehicle.  Today,  the  Prius  is  not  only  the  best 
selling  hybrid  sedan  worldwide,  but  our  Hybrid  Synergy  Drive  system  is 
powering  an  expanding  line  of  hybrid  vehicles.  You  can  see  the  versatility 
of  Hybrid  Synergy  Drive  in  our  new  hybrid  luxury  vehicle  and  hybrid  SUV. 
More  hybrids  are  coming.  By  combining  a  gasoline  engine  with  a  powerful 
electric  motor  that  never  needs  to  be  plugged  in,  Hybrid  Synergy  Drive 
dramatically  raises  fuel  efficiency,  while  reducing  CO2  and  noxious  emis- 
sions. And  that  means  powerful  hope  for  a  sustainable  future. 


TOYOTA 

toyota.co.jp/en 


DEUTSCHE  BANK 


Hanns  Michael  Holz, 
Global  Head  of  Sustainable  Development, 
Deutsche  Bank  AG 


Sustainability  Creates 
Win-Win  Situations 

Deutsche  Bank  is  acting  on  the 
basis  of  the  UNEP  Statement  by 
Financial  Institutions  on  the  Environ- 
ment and  Sustainable  Development, 
to  which  we  made  important  contri- 
butions when  it  was  first  passed 
in  1992  and  amended  in  1997. 
Sustainability  has  become  an  all- 
encompassing  issue  for  all  business 
procedures  and  departments.  Our 
Sustainability  Management  System 
is  certified  according  to  IS0 14001. 

Acting  in  line  with  sustainability 
principles  creates  a  win-win  situa- 
tion for  all  stakeholders: 

Shareholders:  Sustainability  as  a 
guiding  principle  is  rewarded  by 
the  international  stock  exchanges. 
For  example,  Deutsche  Bank  has 
been  listed  on  the  Dow  Jones 
Sustainability  Indexes  since  their 
establishment. 

■  Customers:  Deutsche  Bank  advises 
business  customers  on  how  to 
benefit  from  state  funding  for 
environmental  investments.  Cus- 
tomers can  invest  in  sustainability- 
oriented  funds  such  as  the 
DWS  Invest  Sustainability  Leaders. 

•  Staff:  We  aim  to  offer  employees 
work-related  training  courses 
on  sustainability  issues  and  to 
support  their  commitment  to 
environmental  and  social  issues. 

8  Society:  Deutsche  Bank  cooper- 
ates with  competent  partners 
worldwide  including  UNER  the  UN 
Global  Compact  and  the  Global 
Reporting  Initiative. 

www.deutsche-bank.com 


Deutsche  Be 
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development  involves  creating  partnerships  among  gov 
emments  and  corporations  and  other  organizations 
to  achieve  multiple  goals;  specifically,  good  eco- 
nomic, environmental  and  social  performance. 

This  marks  a  radical  shift  in  perceptions  from 
recent  history.  After  World  War  II,  for  instance, 
many  countries  turned  their  attention  to  unbri- 
dled economic  expansion.  The  shattered 
economies  of  Europe  and  Japan  were  rebuilt, 
and  the  U.S.  and  the  Soviet  Union  retooled 
their  vast  wartime  industrial  capacity  to  meet 
the  pent-up  demand  for  cars,  houses,  appli- 
ances, TVs  and  a  vast  array  of  other  consumer 
goods.  In  a  period  of  just  20  years,  more 
people  grew  richer  and  lived  longer  than  ever 
before.  By  the  late  1960s,  the  negative  envi- 
ronmental side  effects  of  all  this  human  activity  were  clear  to  everyone.  Great  rive 
became  polluted,  cities  became  blanketed  with  smog  and  soot,  and  solid  waste  gre 
faster  than  any  society  could  cope  with  it. 

An  outburst  of  public  outrage  was  followed  by  government  "command-and-contrc 
regulations  to  stanch  industrial  pollution,  often  with  little  or  no  regard  to  econorr 
considerations.  This  began  two  decades'  worth  of  confrontation  between  business 
and  environmental  activists.  While  the  public  tended  to  side  with  the  activists,  peop 
continued  to  demand  ever  more  goods  and  services,  unwilling  to  recognize  tl 
contradiction  inherent  in  their  actions. 

The  groundbreaking  Brundtland  Commission  reconciled  this  conundrum  and  made 
possible  to  view  environmental  protection  and  development  as  opposite  sides  of  t 
same  coin.  Sustainable  development,  the  commission  concluded,  would  require  mc 
economic  growth,  not  less.  It  would  require  more  business  initiative,  rather  than  gc 
ernment  regulation.  And  it  would  require  new  and  cleaner  technology,  as  well  as  ne 
social  institutions,  to  ensure  that  the  needs  of  the  poor  were  met.  The  commissic 
which  was  comprised  of  politicians,  environmentalists  and  business  leaders,  sent  c 
a  message  of  hope:  Not  only  could  socially  responsible  development  and  good  qua 
of  life  coexist;  the  two  were  mutually  dependent. 

Ten  Rules  by  Which  to  Operate 

Since  then,  corporations  seeking  to  fulfill  that  promise  have  made  great  progress 
a  range  of  activities.  Over  time,  a  number  of  truths  have  emerged,  which  the  WBCJ 
has  identified  to  guide  governments,  businesses  and  other  organizations  in  the  rea 
of  sustainable  development. 

Q  Business  is  good  for  sustainable  development,  and  sustainable  developme 
is  good  for  business.  Business  is  part  of  the  sustainable  development  solutic 
while  sustainable  development  is  an  effective  long-term  business  growth  stratec 

Q  Business  cannot  succeed  in  societies  that  fail. There  is  no  future  for  success 
business  if  the  societies  that  surround  it  are  not  working.  Governments  a 
business  must  create  partnerships  to  deliver  essential  societal  services  like  enen 
water,  health  care  and  infrastructure. 

@  Poverty  is  a  key  enemy  to  stable  societies.  Poverty  creates  political  and  econon 
instability,  a  big  threat  to  business  and  sustainable  development.  By  contrai' 
businesses  can  lift  living  standards  and  eradicate  poverty. 

Q  Access  to  markets  for  all  supports  sustainable  development.  Sustainable  de\- 


Ne  all  need  to  look  farther  nowadays. 


o  business  can  afford  to  gaze  myopically  on  the  bottom  line 
lese  days.  An  ability  to  see  three  things  at  once  has  served 
icoh  well  as  we  have  become  one  of  the  leading  providers  of 
gital  office  equipment. 

Our  focus:  planet,  people  and  profits.  We  call  them  the  "Three 
's  Balance™"  because  we  believe  corporations  must  balance  all 
iree  in  order  to  enjoy  continuous  growth  and  development. 

We  look  to  protect  the  planet's 
fragile  equilibrium— a  state 
where  the  natural  environment 
is  able  to  restore  itself— by 
setting  long-term  environmental 
goals  both  at  our  production 
sites  and  in  our  product 
development.  These  goals  embrace 
the  conservation  and  recycling  of 
resources,  the  conservation  of 


Planet 

Environmental 
Protection 


People 

Corporate  Social 
Responsibility 
(CSR) 


Sustainable  management  is 
in  the"Three  P's  Balance™." 


energy,  and  the  prevention  of  pollution. 

At  the  same  time,  we  actively  serve  people  through  a 
commitment  to  Corporate  Social  Responsibility  (CSR).  Being 
proactive  rather  than  simply  reacting  to  rules  and  regulations 
is  one  aspect  of  this  commitment;  encouraging  all  employees 
to  be  environmentally  and  socially  aware  is  another.  By 
meeting  and  exceeding  the  requirements  of  CSR,  we  aim  to 
contribute  to  a  greater  sustainable  society. 

And,  of  course,  we  never  lose  sight  of  profit.  After  all,  a 
company  that  is  thriving  financially  is  in  a  much  better  position 
to  share  its  ideas,  energy  and  dedication  to  making  the  world  a 
better  place. 


Two  respected  global  rankings 
include  Ricoh  among 
the  world's  top 
sustainabi  I  ity-driven  companies. 


FTSE4Good 


How  well  do  you  share? 
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Image  Communication 


www.ricoh.com/sustainability/ 


CORPORATION 

Toyota  Committed 
To  Environmental 
Responsibility  for 
Sustainable  Development 

To  find  ways  for  people  to  con- 
tinue to  enjoy  the  freedom  and 
lifestyles  they  have  now,  while 
reducing  the  burden  on  the 
planet,  Toyota  is  investing  in  a 
wide  range  of  environmentally 
friendly  powertrains  and  emission- 
reduction  technologies. 

After  introducing  the  world's  first 
mass-produced  gas-electric  hybrid 
vehicle  in  1997,  Toyota  has  continu- 
ously improved  the  system's  envi- 
ronmental and  driving  performance, 
and  is  applying  hybrid  technology 
to  an  expanded  range  of  models 
and  vehicle  types.  Today,  Toyota's 
Hybrid  Synergy  Drive  system  is  the 
most  widely  used  hybrid  powertrain 
in  the  world.  In  addition,  Toyota 
seeks  class-leading  environmental 
performance  for  its  vehicles  that 
employ  conventional  powertrains. 

In  all  aspects  of  its  activities, 
Toyota  is  showing  the  way  toward 
sustainable  development,  guided 
by  a  global  earth  charter  that  pro- 
motes environmental  responsibili- 
ty  throughout  the  vehicle  life 
cycle,  from  production,  distribu- 
tion and  use  to  disposal  and  recy- 
cling. Toyota  also  takes  a  compre- 
hensive approach  to  creating  a 
recycling-oriented  society  through  : 
communication  with  customers 
and  communities. 

www.toyota.co.jp/en/environment 

TOYOTA 
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opment  is  best  achieved  through  open,  transparent  and  competitive  global  markets. 

@  Good  governance  is  needed  to  make  business  a  part  of  the  solution.  Support- 
ive frameworks  and  regulations  are  needed  for  business  to  contribute  fully  tc 
sustainable  development. 

@  Business  has  to  earn  its  "license"  to  operate,  innovate  and  grow.  The  way  busi- 
ness acts  and  is  perceived  is  crucial  to  its  success.  Accountability,  ethics,  trans- 
parency, social  and  environmental  responsibility  and  trust  are  basic  prerequisite; 
for  successful  business  and  sustainable  development. 

Q  Innovation  and  technology  development  are  crucial  to  sustainable  develop 
ment.They  provide  key  solutions  to  many  of  the  problems  that  threaten  sustair 
able  development.  Business  has  always  been,  and  will  continue  to  be,  the  mai 
contributor  to  technological  development. 

©  Eco-efficiency  —  doing  more  with  less  —  is  at  the  core  of  the  business  case  fo 
sustainable  development.  Combining  environmental  and  economic  operationa 
excellence  to  deliver  goods  and  services  with  lower  external  impacts  and  highe 
quality-of-life  benefits  is  a  key  sustainable  development  strategy  for  business. 

©  Keeping  ecosystems  in  balance  must  be  a  prerequisite  for  business.  Busines: 
cannot  function  if  ecosystems  and  the  services  they  deliver,  such  as  water 
biodiversity,  food,  fiber  and  climate,  are  degraded. 

d»)  Cooperation  beats  confrontation.  Sustainable  development  challenges  are  hugt 
and  require  contributions  from  all  parties  —  governments,  business,  civil  societie 
and  international  bodies.  Confrontation  puts  the  solutions  at  risk.  Cooperation  am 
creative  partnerships  foster  sustainable  development. 

Consequences  for  Business 

The  WBCSD  took  the  bold  step  of  going  beyond  "business  as  usual"  to  produce  globs 
scenarios  that  help  decision  makers  think  about  alternative  future  worlds.  It  put  forwar 
three  possible  scenarios.  The  first  is  a  world  where  economic  growth  would  dominate  i 
the  expense  of  environmental  and  social  considerations.  The  second  is  a  world  in  whic 
neither  governments  nor  business  could  provide  leadership  on  global  sustainabl 
challenges.  And  the  third  is  a  world  in  which  sustainable  development  values  would  b 
integrated  into  market  mechanisms  and  companies  would  lead  by  responding  to  env, 
ronmental  and  social  challenges.  In  this  last  of  the  projected  futures,  alliances,  innovatio 
and  pragmatism  would  be  key  components. 

A  company's  ability  to  comprehend  and  manage  sustainable  development  challenge 
will  impact  its  competitive  position  and  ability  to  satisfy  consumer  demands.  There  ar 
also  direct  economic  consequences  for 
shareholders,  as  a  company's  ability  to 
address  and  resolve  these  issues  will  affect 
its  market  valuation. 

Today,  a  major  share  of  the  valuation  of 
many  companies  is  underpinned  not  by 
physical  assets  but  by  intangible  assets 
such  as  brand,  reputation  and  the  ability  to 
understand  and  adjust  to  changing  societal 
expectations. 

The  WBCSD  believes  that  in  the  future, 
a  company's  ability  to  grow  and  innovate  will 
depend  on  its  ability  to  contribute  to  solving 
the  sustainable  development  challenges 
facing  society.  M 
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Canon 

www.  canon,  com/environment 

Deutsche  Bank 
www.deutsche-bank.com 

Ricoh  Group 
www.  ricoh.  com/sustainability 

Toyota  Motor  Corporation 
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WBCSD 
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In  a  sustainable  society,  everybody  benefits 


Canon  teamed  with  the  Asahi  Shimbun  daily  newspaper  to  photograph  and  share  images  of  Antarctic  wildlife  with  the  world 
Above  photo  by  Tsuyoshi  Takeda.  Shot  November  6,  2004  at  Lutzow-Holm  Bay  with  a  Canon  EOS-1D 


around  the  world,  Canon  works  to  slash  CO2  emissions  at  every  stage  of  the  product  lifecycle. 


at  does  it  take  for  a  company  to  double  its  resource  efficiency?  Canon  knows. 
Dugh  our  Maximization  of  Resource  Efficiency  policy,  we  are  aiming  to 
omplish  that  goal  by  2010,  as  compared  to  2000.  We  measure  our  progress 
lencally  by  Factor  2,  an  indicator  that  calls  for  increasing  by  a  factor  of  2.0  the 
3  of  net  sales  to  CO2  emissions  from  the  entire  product  lifecycle.  Canon  focuses 
energy  efficiency,  resource  conservation  and  the  elimination  of  hazardous 
istances.  We  are  working  without  compromise  for  a  sustainable  society  so 
ryone,  on  all  seven  continents,  benefits.  www.canon.com/environment/ 


Collection/ 
Recycling 


Product  Lifecycle  Stages 


*  «  EXPO  Canon  is  an  official  partner  of  the  Global  House 
ft       9  2005aichi  at  EXPO  2005  Aichi  Japan. 
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Sustainability,  Balanced 
Goals  Underscore 
Ricoh  Group's  Global 
Commitment  to  Corporate 
Social  Responsibility 


Since  1997,  the  Ricoh  Group  has 
published  its  annual  "Sustainability 
Report,"  detailing  efforts  to  foster 
environmentally  friendly  activities 
on  a  global  scale. 

In  2004,  the  company  segment- 
ed the  report  into  three  separate 
parts,  focusing  on  the  environ- 
ment, society  and  business  prof- 
itability. These  reflect  Ricoh's  I 
"Three  P's  Balance™"  policy,  which 
represents  its  goal  of  achieving 
eguilibrium  between  the  "Planet," 
"People"  and  "Profit." 

As  a  conscientious  corporation, 
Ricoh  believes  that  its  activities 
should  reflect  "harmony  with  the 
environment,"  "respect  for  people" 
and  "harmony  with  society."  As 
such,  the  Ricoh  Group  recognizes 
its  corporate  social  responsibility 
at  every  stage,  from  product  plan- 
ning, development  and  distribution 
to  usage  and  recycling. 


To  implement  its  principles  on  a 
worldwide  basis,  Ricoh  became  a 
signatory  of  the  UN  Global 
Compact  in  April  2002,  thereby 
committing  itself  to  the  compact's 
nine  guiding  principles,  which 
range  from  the  environment  to 
labor  practices  and  human  rights. 

For  more  details  about  Ricoh's 
ongoing  activities,  please  refer  to 
www.ricoh.com/sustainability. 
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NATURE'S  WISDOM 

An  Exposition  to  Celebrate 
Peaceful  Coexistence 

The  theme  of  sustainable  development  has  become  increasingly  urgent,  ancl 
nowhere  is  this  more  evident  than  in  Aichi,  Japan,  home  of  the  2005  Worlc| 
Expo  entitled  "Nature's  Wisdom"  (the  expo  runs  through  September  25). 

While  past  expositions  have  tended  to  focus  on  how  science  and  technolog  I 
would  produce  human  happiness,  the  21  st  century's  first  international  expo  insteaj 
stresses  the  need  for  people  to  work  together  in  the 
pursuit  of  a  sustainable  and  harmonious 
coexistence  for  all  life  on  Earth.  The  uni- 
versality of  this  theme  is  underscored 
by  the  fact  that  more  than  1 00  { 
nations  and  international  organi- 
zations are  participating  in  the 
acclaimed  event  to  showcase  new 
technologies  and  solutions. 

Ecological  concern  is  evident 
everywhere,  beginning  with  the  site 
itself,  which  is  built  in  a  public  park  that 
will  ultimately  be  restored  to  its  original  use. 
Some  existing  structures  had  to  be  torn  down  to 
make  way  for  the  expo,  but  every  ounce  of  concrete  was  salvaged  and  reprocessa 
The  expo's  centerpiece  consists  of  six  Global  Commons,  representing  the  peop 
countries  and  cultures  of  Asia,  the  Americas,  Europe,  Africa,  Oceania  and  Southea 
Asia.  These  groups  of  pavilions  and  exhibitions  are  linked  by  an  elevated  walkwa 
called  the  Global  Loop,  which  soars  above  the  landscape  and  reduces  the  en\ 
ronmental  impact  of  the  habitat  for  rare  plants  and  animals  below.  The  barrier-fre 
design,  combined  with  an  electric  tram,  ensures  that  all  visitors  can  make  the  joi 
ney,  which  makes  pedestrians  feel  as  if  they  are  promenading  in  the  air. 

Those  who  travel  to  Aichi  will  find  countless  diversions.  A  mammoth  2,00 
inch  projection  screen  will  show  images  of  the  universe  as  well  as  life  on  Eart 
and  another  exhibit  will  showcase  the  satoyama  culture,  a  people  living  in  ha 
mony  with  nature  in  a  traditional  Japanese  way.  A  hundred  robots  will  offer 
dizzying  array  of  services,  including  child  care,  concierge,  cleaning,  securi 
and  wheelchair  transportation.  Visitors  will  even  be  able  to  converse  with  the 
in  English,  Japanese,  Chinese  and  Korean 

Beyond  the  novelty  of  technological  wonders,  however,  Expo  20( 
serves  to  celebrate  the  ideas  and  innovations     ^  ■  ^ 
that  will  help  all  nations  strike  a  balance   £  t  EXP( 

between  economic  qrowth  and  environmen-   %  9  2005  AICI 
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\  Decade  of  Achievement 

)ri  Its  Tenth  Anniversary,  the  World  Business  Council  for 
ustainable  Development  Renews  Its  Commitment  to  Progress 


the  span  of  a  decade,  the  World  Business  Council  for  Sustainable 
evelopment  (WBCSD)  has  emerged  as  the  leading  business  voice 
r  sustainable  development  and  the  partner  of  choice  for  govern- 
ents  and  civil  society  organizations. 


By  Bjorn  Stigson 


World  Business 
Council  for 
Sustainable 
Development 


Founded  in  1 995,  the  WBCSD  represents  a  coalition  of  more  than 
75  members  representing  some  of  the  largest  and  most  progres- 
/e  companies  from  35  countries  and  20  industrial  sectors.  We  ben- 
it  from  a  global  network  of  more  than  50  national  partner  orga- 
zations,  involving  more  than  1,000  business  leaders.  WBCSD  is  a  member-led  organization,  and  its  power  comes 
Dm  active  participation  by  the  companies  that  sell  their  goods  and  services  to  some  2  billion  customers  every  day. 

The  WBCSD  vision  is  predicated  foremost  on  the  business  case  for  sustainable  development  as  a  driver  for  increased 
)mpetitiveness,  sustainable  growth  and  new  business  opportunities.  An  underlying  vision  is  based  on  sustainable 
?velopment  as  a  key  to  addressing  the  public  policy  agenda  with  its  focus  on  development  issues,  energy  and  relat- 
i  climate  concerns,  and  ensuring  that  business  is  accountable  for  its  actions.  Furthermore,  our  members  believe  that 
•cieties  cannot  succeed  without  a  vibrant  private  sector  that  generates  jobs,  growth,  taxes,  innovation  and  new, 
saner  technology. 

WBCSD  members  began  their  journey  toward  sustainability  by  endorsing  the  concept  of  eco-efficiency  —  which 
eans  delivering  more  goods  and  services  with  fewer  resources,  less  waste  and  reduced  pollution.  This  term  links  good 
:onomic  performance  with  good  environmental  performance.  It  means  turning  over  the  capital  stock,  phasing  out 
der  polluting  factories,  and  designing  new,  cleaner  production  processes  and  new  products  that  are  environmental- 
friendly.  It  means  reducing  waste  through  recycling  and  reuse,  using  less-toxic  materials,  and  using  energy  and  water 
ore  efficiently.  But  most  important,  it  means  improved  profits.  It  is  about  "doing  well  by  doing  good."  Finally,  eco- 
ficiency  calls  for  a  process  of  continuous  improvement  in  the  way  business  conducts  all  of  its  activities. 

There  is  much  to  be  done  before  business  can  claim  success.  Many  companies,  especially  small  and  medium-size 
ms  and  those  in  developing  countries,  have  not  yet  understood  or  adopted  sustainable  development.  Even  pro- 
essive  companies  have  more  work  to  do  in  order  to  improve  their  economic,  environmental  and  social  performance. 
ie  quest  for  sustainable  development  is  a  process  and  a  continuous  challenge  to  improve  performance. 

Currently,  WBCSD  members  are  addressing  a  wide  range  of  issues  including  ethics,  accountability,  sector  projects 
id  how  markets  can  be  used  to  promote  sustainable  development.  WBCSD  provides  a  forum  where  business  lead- 
s  explore  issues  that  a  company  cannot  influence  on  its  own,  thereby  creating  value  for  all  its  members.  Most  of 
I,  WBCSD  urges  all  businesses  to  adopt  sustainable  development. 


I  encourage  you  to  visit  www.wbcsd.org  and  learn  more  about  the 
eeminent  business  voice  on  sustainable  development  and  the  part- 
?r  of  choice  for  important  international  government  and  civil  soci- 
y  organizations  regarding  vital  public  policy  issues.  # 


World  Business  Council  for 
Sustainable  Development 


Conflicts 


Flabby  Math 

Why  the  good  news  about  obesity  was  bad  news 
to  the  CDC— an  agency  that  has  a  vested  interest 

By  Dan  Seligman 


in  health  scares 


GOVERNMENT  OFFICIALS  FOUND 
to  have  conflicts  of  interest  are 
guaranteed  to  be  in  terrible 
trouble.  But  what  about  gov- 
ernment agencies  with  conflicts 
of  interest?  Like,  say,  the  Centers  for  Dis- 
ease Control  &  Prevention,  a.k.a.  CDC.  A 
huge  bureaucracy  inside  one  that's  even 
huger  (the  Department  of  Health  & 
Human  Services),  the  CDC  has  a  staff  of 
15,000,  a  budget  of  $7  billion  and  a  repu- 
tation for  supporting  superior  medical 
research.  But  it  also  has  a  built-in  conflict 
of  interest.  And  this  can  affect  the 
research. 

In  a  report  published  in  March  2004, 
four  of  CDC's  scholars  stated  that  400,000 
people  a  year  in  the  U.S.  were  dying  early 
as  a  result  of  obesity  and  that  obesity 
might  soon  pass  smoking  as  the  coun- 
try's leading  cause  of  preventable  death. 
One  of  the  four  scholars  was  CDC  boss 
Julie  Cerberding,  who  had  earlier  com- 
pared the  obesity  epidemic  in  America 
with  the  plagues  of  the  Middle  Ages. 
Announcing  the  new  findings,  she  said, 
"Our  worst  fears  were  confirmed."  The 
media  swallowed  the  "worse  than  smok- 
ing" story  line  whole.  For  the  month  the 
results  were  announced,  there  were  1,400 
articles  on  the  mortality  competition 
between  smoking  and  obesity. 

Come  April  2005  a  research  report 
offered  a  quite  different  perspective  on 
obesity.  This  time  the  researchers  were  led 
by  a  CDC  epidemiologist  named  Kather- 
ine  M.  Flegal.  Their  report  estimated 
obesity-driven  deaths  at  112,000,  and 
added  that  moderately  overweight  people 
gain  some  protection  from  the  extra 
poundage,  so  that  net  deaths  from  over- 
weight were  in  the  neighborhood  of 
26,000.  The  new  finding  transformed  obe- 
sity from  fearsome  killer  to  pitiable  also- 
ran,  ranking  in  seventh  place  on  the  CDC's 


Fat  scare:  CDC's  Julie  Gerberding. 


list  of  preventable  death  causes.  It  came  in 
just  behind  gun-related  incidents. 

As  if  this  were  not  bad  enough,  the 
new  report  also  convincingly  demon- 
strated that  the  original  CDC  report  had 
major  statistical  errors — and  all  the 
errors  cited  had  the  effect  of  boosting 
obesity  deaths.  The  most  egregious  error 
had  to  do  with  the  population  sample 
chosen  for  analysis.  A  standard  approach 
in  epidemiological  studies  is  to  first  gar- 
ner health  data  on  a  cross  section  of  the 
population  in  some  past  period,  then 
over  time  observe  the  death  rates  of  dif- 
ferent groups  in  the  sample.  Health 
researchers  recurrently  work  with  three 
large,  elegantly  designed  population 
samples  created  in  1971-73, 1976-80  and 
1988-94. 


The  flawed  CDC  paper  used  only  the 
first  sample  for  its  follow-up  study,  i.e.,  it 
was  examining  mortality  rates  for  the 
obese  and  the  nonobese  in  a  population 
sample  put  together  in  the  early  1970s. 
But  this  distorted  reality.  Obesity  causes 
deaths  primarily  because  it  is  associated 
with  much  higher  levels  of  cardiovascular 
disease.  And  treatment  of  heart  attacks 
and  strokes  has  improved  steadily  and 
enormously  over  the  past  30  years.  Obvi- 
ous implication:  Obesity  was  far  more 
life-threatening  to  the  obese  population  of 
1971  than  it  was  to  the  obese  in  the  latei 
samples,  and  generalizations  drawn  from 
the  1971  group  are  simply  not  transferable 
to  those  who  are  obese  today,  or  ever 
those  who  were  obese  in  the  years  coverec 
by  the  two  later  samples.  When  Katherint 
Flegal  used  the  results  of  all  three  popula 
tions,  instead  of  relying  only  on  the  first 
she  found  that  obesity-caused  death.' 
declined  by  63%. 

How  can  such  mistakes  take  place  in  < 
high-IQ  organization  like  the  CDC?  Th< 
only  answer  that  makes  sense  is  th< 
agency's  built-in  ax  in  need  of  grinding 
As  hinted  by  its  unabridged  monike 
(note  the  term  "Disease  Prevention"),  it  i 
expected  to  do  more  than  research.  Tb 
mission  also  includes  selling  the  people  oi 
healthy  lifestyles.  And  over  the  years,  witl 
plenty  of  encouragement  from  the  CD< 
itself,  obesity  has  become  an  all-too 
visible  symbol  of  unhealthy  if  no 
immoral  living,  linked  in  public  thinkin 
to  inactivity  and  overeating.  (The  CDC  ha 
tactfully  declined  to  call  them  sloth  an. 
gluttony.)  So  obesity  became  a  certifie' 
good-guy  cause  to  be  promoted,  and  yo 
are  in  trouble  when  serious  scholars  ar 
also  expected  to  be  promoters. 

Especially  when  you  are  in  the  publi 
sector.  In  the  private  sector,  as  we  kee 
getting  reminded,  insurance-  an 
energy-company  executives  sometime 
go  overboard  in  pursuit  of  earning 
growth.  The  comparable  sin  in  the  publ: 
sector  is  to  go  overboard  in  pursuit  c 
more  funding.  The  standard  way  to  pui 
sue  it  is  by  overstating  the  menace  yoi 
agency  is  combating — comparing  it,  sa 
with  the  Black  Death. 

Where  are  the  ethics  police  when  \m 
need  them?  I 
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The  #1  Equity  Income  Fund 


T.  Rowe  Price  Equity  Income  Fund  (PRFDX)  was  ranked  #1  by  Lipper— from  among 
the  entire  category  of  eight  equity  income  funds  for  the  since-inception 
(10/31/85)  period  through  3/31/05,  based  on  total  return.* 

The  fund  has  been  committed  to  rewarding  investors  with  above-average 
dividend  income  and  capital  growth  — at  a  low  level  of  risk  relative  to  other 
stock  funds.  It  attempts  to  cushion  against  the  impact  of  market  volatility  by 
investing  in  companies  that  offer  strong  dividends  in  addition  to  capital 
appreciation  potential. This  strategy  has  proven  highly  effective. The  fund  has 
outperformed  its  peer  group  average  overtime  and  received  an  Overall 
Morningstar  Rating™  of  four  stars  for  its  risk-adjusted  performance. **The 
Overall  Morningstar  Rating™  is  derived  from  a  weighted  average  of  the 
performance  figures  associated  with  a  fund's  3-,  5-,  and  10-year  (if  applicable) 
Morningstar  Rating™  metrics. 

Investors  should  note:  Current  performance  may  be  lower  or  higher  than  the 
quoted  past  performance,  which  cannot  guarantee  future  results.  Share  price, 
principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when  you 
sell  your  shares.  Request  a  prospectus  or  a  briefer  profile;  each  includes 
investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you 
should  read  and  consider  carefully  before  investing.  7 "he  fund  is  subject  to  stock 
market  volatility. 

To  open  an  account  or  obtain  the  most  recent  month-end  performance,  call  our 
Investment  Guidance  Specialists  or  visit  our  Web  site. 


Overall 

Morningstar 

Rating™ 

★  *  *  * 

The  fund  was  rated 
among  796,  796,  562, 
and  252  large  value 
funds  for  the  overall 
and  the  3-,  5-,  and  10- 
year  periods  ended 
4/30/05,  respectively.* 

Performance 

Versus 

Competitors 

Average  annual  total 
returns  as  of  3/31/05 

■  Equity  Income  fund 

■  Lipper  Equity  Income 
Funds  Average 
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Average  annual  tolal  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  "Lipper  also  ranked  the  fund  05 1  out  ol  223,  1 5  out  of  1 29,  and  ft9  out  of  67 
equity  income  funds  for  the  I-,  5-,  and  1 0-year  periods  ended  3/3 1  /05,  respectively.  *  *For  funds  with  at  least  a  3-year  history,  a  Morningstar  Rating™  is  based  on  a  risk-adjusted  return  measure  (including 
the  effects  of  sales  charges,  loads,  and  redemption  lees)  with  emphasis  on  downward  variations  and  consistent  performance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  4  stars, 
the  next  35%  3  stars,  the  next  22.5%  2  stars,  and  the  bottom  10%  I  star.  Each  share  class  is  counted  as  a  fraction  ol  one  fund  within  this  scale  and  rated  separately.  Morningstar  Rating™ is  for  the  retail 
share  class  only,  other  classes  may  have  dillerent  performance  characteristics.  Ihe  fund  received  4  stars  for  the  3-,  5-,  and  10-year  periods  ended  3/31/05.  "2005  Morningstar,  Inc.  All  Rights  Reserved. 
The  information  contained  herein:  (I)  is  proprietary  to  Morningstar  and/or  its  content  providers,  (2)  may  not  be  copied  or  distributed;  and  (3)  is  not  warranted  to  be  accurate,  complete,  or  limely.  Neither 
Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  ol  this  information.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  EIF07 1753 
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TRICKLE-UP  ECONOMICS 

How  low-tech,  low-cost  designs  are  helping  the  poorest  farmers  on  Earth 
grow  their  way  out  of  poverty  |  By  David  Armstrong  with  Naazneen  Karmali 


THE  FAMED  ECONOMIST  JEFFREY 
Sachs  prescribes  classic  foreign 
aid  in  his  recent  book,  The  End 
of  Poverty:  hundreds  of  billions 
of  dollars,  overseen  by  the  United 
Nations  and  the  World  Bank,  for  health 
clinics,  schools,  bridges,  roads  and  water 
supplies. 

Then  there's  Paul  Polak,  the  71 -year- 
old  founder  of  a  nonprofit  group  that  takes 
a  minimalist  approach.  His  Denver  orga- 
nization, International  Development  En- 
terprises, develops  and  markets  low-cost, 
low-tech  irrigation  devices — essentially  a 
mdimentary  collection  of  foot  pumps,  bar- 
rels and  tubes.  "The  idea  here  is  the  ruthless 
pursuit  of  affordability,"  says  James  Patell, 
a  Stanford  business  school  professor  who 
has  worked  with  Polak  on  designing  inex- 
pensive tools. 

The  litmus  test  for  IDE  products:  The 


farmer  can  recover  the  cost  of  the  device 
within  one  season.  "We  are  firm  believers 
in  markets,"  Polak  says. 

Underlying  the  program  is  his  belief 
that  the  basic  problem  of  rural  poverty  in 
the  developing  world  boils  down  to  what 
happens  on  quarter-acre  plots.  Of  the 
1.1  billion  people  in  the  world  who  exist 
on  $  1  a  day  or  less,  he  says,  75%  live  in  rural 
areas  and  half  eke  out  fragile  livings  culti- 
vating small  plots  of  land.  Marginally  boost 
their  income,  and  power  plants,  clinics  and 
schools  will  follow. 

Sachs,  too,  thinks  these  small  projects 
are  worthwhile.  Yet,  notes  Polak,  "So  much 
development  work  is  focused  on  macro- 
economics and  increasing  GDP  per  capita." 
These  large-scale  government  aid  programs 
are  doomed  to  failure  because  of  corrup- 
tion, bureaucratic  sloth  and,  ultimately,  the 
dependency  they  breed  among  recipients, 
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More  crop  per  drop:  Farmers  in 
India  and  Africa  use  affordable, 
low-tech  drip  irrigation  kits  to  mak 
better  use  of  scarce  water,  helping 
raise  profits  from  small  plots. 

says  Polak:  "Until  the  develop 
ment  community  realizes  th 
the  solution  to  poverty  lies  in  ir 
creasing  the  wealth  of  small-plc 
farmers,  it  will  continue  to  fail." 

Manek  Raut  owns  a  3.5-acre  farm 
the  dusty,  semi-arid  region  of  Solapur  i 
western  India.  Until  recently  Raut's  fiel 
lay  barren  from  lack  of  water,  forcing  h 
brother  to  leave  home  and  Raut  to  labc 
for  a  pittance  on  a  nearby  farm  to  suppo 
his  seven-member  family.  His  employer 
farm  flourished  using  a  sophisticated  dri 
irrigation  system:  a  motorized  pump  cor 
nected  to  long  rows  of  tubes  that  snal 
through  the  crops  and  drip  just  enoug 
water  onto  the  roots.  Widely  used  ft 
decades,  these  commercial  systems  are  fi 
too  expensive  for  poor  farmers  like  Raut 
His  fortunes  changed  when  he  saw 
simpler,  low-tech  version  promoted  by  II 
in  India.  It  markets  a  variety,  from  $2  ga 
den  kits  to  $200  systems  covering  one  acr 
Many  use  a  barrel  of  water  and  gravity  (u 
stead  of  a  motorized  pump)  to  pull  tl 


ilips  Electronics  North  America  Corporation. 


gs  start  uncomplicated.  Why  change  them? 

implicated  enough.  Technology  shouldn't  add  to  the  problem.  So  Philips  is 
ted  to  making  technology  that  makes  sense.  Technology  that's  as  simple  as  the 
Dmes  in.  Technology  that's  easy  to  use.  Technology  designed  around  the  way 
and  work.  In  other  words,  technology  that's  pure  simplicity 

on  our  journey  at  www.philips.com/simplicity 


PHILIPS 


sense  and  simplicity 
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water  into  tubes  made  of  thinner,  cheaper 
plastic  than  what  conventional  systems  use. 
Raut  paid  $125,  borrowed  from  friends,  for 
his.  He  is  now  growing  a  healthy  bounty  of 
okra  and  beans  and  expects  to  earn  $300 
this  season  from  a  cotton  crop.  He  says  he 
can  recover  his  $125  investment  from  egg- 
plants his  mother  sells  door-to-door. 

"Without  this  drip,  this  would  have 
remained  barren  land,"  says  Raut. 

Polak's  IDE  operates  on  a  $10  million 


never  to  take  a  job  only  for  money,  cashed 
out  and  started  IDE.  He  spent  the  first  sev- 
eral years  living  on  investment  income, 
traveling  to  remote  corners  of  the  world 
and  talking  to  everyone  he  could.  He  had 
been  studying  the  links  between  mental 
health  and  poverty.  Now  he  was  connecting 
technology  and  the  flight  from  poverty. 

His  first  big  success  was  bringing  the 
treadle  pump  to  Bangladesh.  Costing  $25, 
it  works  like  a  StairMaster:  Farmers  pump 


Paul  Polak  of  International  Development  Enterprises  brings  a  market-savvy  approach  to  helping  the 


annual  budget,  raised  through  individual 
donations  and  grants  from  the  likes  of 
USA1D  and  the  Swiss  Agency  for  Develop- 
ment &  Cooperation.  He  primarily  hires 
natives  of  the  countries  (ten  throughout 
Asia  and  Africa)  he's  in,  who  recruit  man- 
ufacturers to  build  the  irrigation  devices, 
drum  up  demand  via  grass-roots  market- 
ing and  advise  small-plot  farmers  on  the 
most  profitable  crops  to  grow. 

This  kind  of  market-based  "sustain- 
able" philanthropy  is  now  fashionable,  but 
it  wasn't  when  Polak  began  IDE  in  1981. 
"We  were  seen  as  capitalists,  and  capitalism 
was  a  dirty  word,"  he  says.  A  psychiatrist 
with  a  knack  for  investing,  he  put  together, 
over  the  years,  a  $3  million  portfolio  in  real 
estate  and  oil  and  gas.  In  1981  he  vowed 


shallow  groundwater  directly  onto  crops 
using  the  energy  of  their  legs.  Develop- 
ment experts  were  skeptical.  "Human  en- 
ergy is  the  most  expensive  energy  on 
Earth,"  says  David  Seckler,  at  the  time  the 
head  of  the  International  Water  Manage- 
ment Institute,  funded  in  part  by  the 
World  Bank.  "We  always  thought  small 
diesel  pumps  would  be  the  future." 

The  poor  farmers  IDE  targets  had  en- 
ergy to  burn  but  not  the  $500  it  cost  back 
then  to  buy  a  diesel  pump.  (The  price  has 
since  fallen  to  around  $200.)  IDE  drummed 
up  demand  for  the  treadle  pump  by  hiring 
troubadours  to  travel  to  rural  villages 
singing  the  pump's  praises  and  by  produc- 
ing a  Bollywood- style  movie  where  a  fam- 
ily's fortunes  are  turned  around  by  the 


pump.  Made  by  a  network  of  metalwork 
ers,  1.5  million  treadle  pumps  have  beei 
sold  in  Bangladesh  and  another  1  million  ii 
other  developing  countries  with  help  fron 
IDE.  Farmers  using  the  pump  net  on  aver 
age  an  additional  $100  a  year  from  thei 
crops,  says  Polak,  some  as  much  as  $500. 

Treadle  pumps  are  less  effective  for  ari» 
or  semi-arid  regions.  Amitabha  Sadangi,  th 
head  of  IDE  (India),  where  60%  of  the  agri 
cultural  lands  are  in  semi-arid  regions,  kne\ 
that  poor  cotton  farmers  in  centra 
India  had  devised  makeshift  drip  ir 
rigation  systems  from  rolls  of  plasti 
tubes  used  to  package  pepsee,  a 
Indian  frozen  treat  The  systems  usi 
ally  lasted  for  the  six-week  cotton 
growing  season  but  fell  apart  easil 
Polak  put  Sadangi  in  touch  with  Jac 
Keller,  an  irrigation  expert  and  eng 
neer  from  Utah  State  Universit 
who,  along  with  a  group  of  India 
engineers,  refined  the  idea  for  a  masi 
marketable  system.  "Many  of  the; 
ideas  come  from  the  farmers  then 
selves,"  Sadangi  says. 

The  challenge  then  was  to  fij 
ure  out  how  to  make  the  devia 
affordable  while  exploiting  tr 
profit  motive.  IDE  (India)  recruite 
machine  shops  to  manufacture  tl 
drips  with  a  simple  plastic  extrude 
IDE  (India),  which  in  2001  becan 
a  separate  nonprofit  under  Indk 
laws,  helped  those  manufacture 
sell  its  KB-Drip  system  (for  Krisht 
Bandhu,  Bengali  for  "farmer 
)  through  a  network  of  village  dec 
ers  like  Ajit  Bhonsle,  who  owns  a  sm; 
hardware  store  in  Mohol,  not  far  fro 
Raut's  farm.  He  had  50  customers  the  fii 
year.  He  sells  tubes  for  the  kits  for  $1.3C 
pound,  of  which  36  cents  is  his  marku 
Now,  with  500  names  on  a  customer  list, 
earns  a  profit  of  $2,300  a  year.  He  plans  c 
broadening  his  customer  base  by  rentii 
a  van  and  demonstrating  the  system  in  v 
lages  farther  afield.  "Farmers  need  to  see 
to  believe  that  KB  works,"  Bhonsle  says. 

So  far  IDE  (India)  has  sold  sor 
200,000  drip  kits  in  India,  largely  in  t 
drier  states.  Farmers'  return  on  their  i 
vestment  ranged  from  40%  to  64%,  2 
cording  to  a  study  of  the  program  by  An 
Management  Consultants,  which  sa 
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hip  that  evolves  like  the  rest  of  us. 

s  Nexperia  Chips.  People  are  always  growing  and  reaching  for  more.  What  they 
from  technology  evolves  too.  So  wouldn't  it  make  sense  if  a  chip  could  grow  up 
lem?  Philips  creates  Nexperia  Chips  that  can  evolve  by  simply  changing  the  software, 
he  world  asks  for  more,  the  chips  can  do  more  without  having  to  start  from  the 
ing.  Chips  that  grow  up  but  never  grow  old. 

s  on  our  journey  at  www.philips.com/simplicity 
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Creative  Giving 


DESIGNS  ON  POVERTY 

Village  Internet  kiosks,  rural  wireless  networks  and  solar-powered  electricity 
generation  all  have  been  touted  as  high-tech  salvation  for  those  living  in  poverty. 
But  for  the  poorest  of  the  poor,  getting  online  market  quotes  or  wireless  access 
takes  a  backseat  to  simply  increasing  income  from  daily  labor.  A  growing  cadre  of 
designers  is  creating  smart,  cheap,  low-tech  devices  that  can  often  provide  a  more 
immediate  boost  out  of  the  poverty  trap. 

XACCESS  BICYCLES 

Many  bicycles  in  the  developing  world  are  used  for 
transporting  goods.  Yet  most  of  the  available  bikes  are 
the  recreational  type. 

Solution:  Ross  Evans,  a  30-year-old  Stanford 
engineering  grad  and  bicycle  entrepreneur,  designed  the 
Extrabike,  made  of  easily  assembled  steel  rods  that  bolt 
onto  the  frame  of  a  conventional  bike,  extending  the  rear  tire  back  about  15  inches; 
it  creates  a  platform  that  can  carry  200  pounds  of  cargo,  like  containers  of  water 
or  bags  of  grain,  without  sacrificing  stability  or  ease  of  use.  Evans  figures  that  the 
extensions,  now  in  testing,  will  cost  around  $30. 

HIPPO  WATER  ROLLER 

In  many  African  villages  women  and  children  walk  long 
distances  to  fetch  water  with  5-gallon  buckets. 

Solution:  Two  South  African  engineers  came  up  with  a 
20-gallon  low-density  polyethylene  barrel-shaped  container 
that  rides  on  its  side  and  can  be  pushed  by  a  handle.  At 
$60  to  $70  per  barrel,  it  requires  donor  support,  but  some 
17,000  barrels  have  been  distributed  to  villages  in  South  Africa,  Angola  and 
Mozambique. 


RAT  CATCHERS 

Among  the  3  million  members  of  India's  Irula  tribe,  many 
make  their  living  as  freelance  rat  catchers,  using  a 
fumigation  pot— a  clay  pot  in  which  they  burn  straw  and 
then  blow  the  smoke  into  a  rat  hole.  The  device  is  estimated 
to  work  only  40%  of  the  time  and  is  unhealthy. 

Solution:  The  Centre  for  Development  of  Disadvantaged 
People  engineered  a  $35  metal  fumigation  device  that  uses 
a  tube  and  a  hand-cranked  fan  to  blow  the  smoke  into  the 
hole.  It's  95%  efficient  and  typically  increases  a  rat  catcher's  income  to  $45  a 
month  from  $15. 

NEPALI  WIRE  BRIDGES 

In  Nepal  some  12  million  people  live  in  the  foothills  of  the 
'=af^y===^  Himalayas  above  rivers  that  swell  unpredictably  during  the 

•^■^aSp-2---    monsoon  season,  cutting  them  off  from  the  villages, 

; .  n  J%     1   markets  and  schools  below. 

Solution:  EcoSystems,  a  for-profit  company  in  Nepal, 
I^^^BB  helps  villagers  build  wire  bridges  that  function  like  ski  lifts, 
are  operated  from  either  side  of  a  river  and  can  safely  carry  550  pounds.  The  group 
has  built  29  bridges  so  far,  and  there  have  been  an  estimated  1.6  million  trips  and 
no  accidents,  a  far  better  safety  record  than  that  of  traditional  rope  bridges. 
Cost:  $15  C  —D.A. 


"there  is  clear  evidence  of  their  economic 
benefit."  IDE  (India)  is  working  with  ven- 
ture philanthropy  Acumen  Fund  in  New 
York  to  establish  a  network  of  dealers  and 
is  toying  with  the  idea  of  setting  up  a  for 
profit  entity  to  help  the  program  scale  up 
more  rapidly,  says  Acumen's  Yasmina  Zaid 
man.  "It's  the  intervention  of  a  solid  busi- 
ness model  that  works  for  the  poor." 

To  help  farmers  grow  crops  during  the 
dry  season,  Polak  is  working  on  low-cost 
rainwater  harvesting  and  water  storage  sys- 
tems. Why  not  build  a  $40, 10,000-liter  plas- 
tic cylinder  supported  by  an  earthen  trench 
to  collect  water  during  the  monsoon  sea 
son,  then  pump  it  out  when  water  is  scarce 
It's  a  plausible  alternative  to  a  $2,000  well 

The  key  is  affordable  design,  Polak  says 
"Ninety  percent  of  the  people  who  desigr 
things  work  on  the  problems  of  the  world': 
richest  5%,"  he  says.  "There  is  a  huge  neec 
to  design  things  that  will  create  a  marke 
for  the  poorest  4  billion  people." 

Polak  has  found  an  ally  in  David  Kelley 
founder  of  the  IDEO  design  shop  in  Pak 
Alto  (famed  for  designing  the  compute 
mouse  for  Apple)  and  now  head  of  Stan 
ford  University's  new  design  institute.  PolaJ 
worked  with  graduate  business  and  engi 
neering  students  enrolled  in  the  school' 
Design  for  Extreme  Affordability  class  t< 
come  up  with  ideas  that  may  eventuall 
find  their  way  into  IDE  projects.  A  $3.5t 
hand  pump  to  transfer  water  from  a  storag 
bag  to  a  drip-system  gravity  tank  look 
promising,  and  a  $4.50,  200-liter  poly 
urethane  bag  might  be  an  improvement  oi 
the  $10  cost  of  the  larger  drip  system's  plas 
tic  barrel,  particularly  since  IDE  is  shippin 
the  drip  systems  out  of  India  to  its  irrigal 
tion  programs  in  Zambia  and  Zimbabwe  I 

"These  customers  have  a  high  discour^ 
rate,"  says  Stanford  professor  Patell,  wh 
teaches  the  design  class.  "Something  chea 
that  will  last  a  year  is  better  than  somethin 
twice  as  expensive  that  will  last  four  years 

A  water-storage  system  could  help  Ir 
dian  farmers  like  Suresh  Adhetrao,  in  th 
state  of  Maharashtra.  He  started  with  a  $5 
drip  system  and  has  since  expanded.  Wit 
a  net  income  of  $4,600  last  year,  he's  now  i 
the  middle  class,  and  has  a  new  house, 
21 -inch  color  television  and  a  VCR.  "But 
there  was  more  water,"  he  says.  "I  woul 
have  earned  even  more." 
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at  if  the  hardest  day  of  your  life 
the  first? 

j  Neonatal  Monitor.  A  premature  baby  enters  this  world  small  and  fragile  - 
nes  a  mother's  wedding  ring  can  fit  around  its  wrist.  Anything  less  than  a  monitor 
itures  created  uniquely  for  that  baby  doesn't  make  sense.  So  Philips  Neonatal 
rs  are  designed  specifically  around  the  needs  of  neonatal  care  teams  and  those 
iical  days  of  a  premature  baby 

;  on  our  journey  at  www.phiiips.com/simplicity 
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Everyone  wants  natural  gas,  but  no  one  wants  an 
LNG  terminal  nearby.  Here's  how  one  player  solved 
that  riddle  |  By  Christopher  Helman 


FOR  SOMEONE  WHO  HAD  MADE  A 
career  out  of  raising  money,  Charif 
Souki  was  having  a  tough  time  getting 
investors  excited  about  building  three  liq- 
uefied natural  gas"  terminals  on  the  Texas 
and  Louisiana  coasts.  It  was  2002  and 
Souki,  along  with  a  handful  of  employees 
at  Cheniere  Energy,  had  spent  three  years 
and  $7  million  investigating  dozens  of  sites 
nationwide.  They'd  made  deals  with 
landowners,  addressed  citizen  concerns 
and  drawn  up  plans  to  grapple  with  myr- 
iad federal  and  state  agencies.  But  cash  was 
so  tight  that  Souki,  C!  .  .  e's  cofounder 
and  chairman,  had  to  hit        s  chief  exec- 


utive for  $30,000  just  to  meet  payroll. 

No  takers.  Not  even  at  $30  million  for 
a  50%  stake  in  Cheniere's  three  proposed 
terminals.  It  had  been  25  years  since  anyone 
had  thought  about  constructing  a  new  one 
in  the  U.S.  There  were  already  four  termi- 
nals nationwide,  built  back  in  the  1970s 
when  for  a  brief  period  LNG  imports  from 
Algeria  were  economically  attractive.  Two 
of  them  had  spent  20  years  in  mothballs; 
the  other  two  were  underutilized.  While 
demand  for  methane  (23  trillion  cubic  feet 
a  year)  was  growing,  it  was  being  met  by 
North  American  wells.  So  why  invest  in  one 
terminal,  let  alone  three,  when  each  costs 


Getting  around  the  Nimby  problem:  Charif 
Souki  aims  to  bring  the  world's  gas  stateside. 

$400  million  or  more?  Souki  kept  his  cool. 
"Skepticism  serves  as  a  catalyst  to  see  if  you 
have  all  your  facts  right,"  he  says. 

Now  52,  Souki  left  his  home  in 
Lebanon  in  1971  before  the  onset  of  its  | 
long  civil  war.  After  getting  a  B.A.  in 
economics  from  Colgate  University  and  an 
M.B.A.  from  Columbia,  he  became  an  in- 
vestment banker,  working  in  New  York  and 
Paris  and  using  his  fluency  in  Arabic  and 
French  to  raise  money  for  real  estate  in 
Paris,  hotels  in  Hawaii  and  a  refinery  in 
California.  In  1996  he  launched  Cheniere  as 
an  oil-and-gas  exploration  company.  Three 
years  later  it  was  pumping  a  small  amount 
of  oil  and  gas  from  a  half-dozen  wells  in 
the  Gulf  of  Mexico.  At  the  time,  the  market 
price  of  gas  was  $2.50  per  million  Btu 
(roughly,  1,000  cubic  feet),  but  the  gas 
Cheniere  was  finding  would  cost  $3  just  to 
get  out  of  the  ground. 

That  got  Souki  thinking.  The  Gulf  s 
cheap  gas  had  been  sucked  up.  In  time 
prices  would  have  to  rise — at  least  enough 
to  cover  higher  production  costs.  Yet  there 
were  plenty  of  places  around  the  worlc 
(Qatar,  Australia,  Russia,  Algeria)  with  huge 
reserves  of  gas  stranded  far  from  markets. 
Soon,  he  figured,  it  might  be  cheaper  tc 
bring  LNG  into  the  Gulf  of  Mexico  than  tc 
drill  for  gas  there.  So  he  changed  course 
brought  in  Warburg  Pincus  to  keep  fund 
ing  the  exploration  business  and  concen- 
trated on  getting  terminals  built. 

Souki  hired  Charles  Reimer,  who  foi 
12  years  had  managed  the  world's  biggest 
LNG  liquefaction  plant  in  Indonesia  on  be- 
half of  Virginia  Indonesia  Co.  They  scourec 
maps  of  the  U.S.  coastline  for  sites  with  40- 
foot-deep  channels  and  harbors  wide! 
enough  to  allow  1,000-foot-long,  100,000 
ton  LNG  tankers  to  turn  around.  Forget  the 
East  and  West  coasts;  the  green  wall  anc 
fears  of  terrorist  attacks  are  insur- 
mountable. Cheniere's  future  lay  along  the 
Gulf  Coast,  where  oil  and  gas  are  a  way  ol 
life  and  a  welcome  source  of  jobs. 

But  finding  the  right  sites  remained  i 
few  multimillion-dollar  blunders  awayi 
One  spot  near  Corpus  Christi  seemed  per- 
fect until  Cheniere  realized  a  nearby  bridge 
was  too  low  for  tankers  to  clear.  Anothej 
site  looked  so  good  they  pursued  it  foi 
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nonths  until  discovering  there  was  no 
lace  to  dispose  of  silt  dredged  out  of  the 
hannel.  In  Mobile,  Ala.  a  deal  came  down 
a  winning  over  residents.  But  with  half  the 
ity  for  it  and  the  other  half  against,  Souki 
ept  looking.  "I  fundamentally  believe  in 
ie  right  of  a  community  to  decide  how 
ley  want  to  live,"  he  says.  "I  wouldn't  want 
n  LNG  terminal  next  to  my  home."  (He 
ves  in  a  3,200-square-foot  house  in 
louston's  tony  River  Oaks  neighborhood.) 

In  time  they  settled  on  three  spots  on 
tie  Gulf  Coast  that  met  all  the  criteria, 
ought  options  to  lease  hundreds  of  acres 
f  land  and  started  designing  the  terminals, 
'he  most  promising  site,  in  Freeport,  Tex., 
ras  adjacent  to  one  of  the  biggest  chemical 
lants  in  the  world.  Owned  by  Dow  Chem- 
:al,  it  uses  300  million  cubic  feet  of 
lethane  a  day. 

Then  Cheniere  hit  a  wall.  For  each  ter- 
minal, Souki  says,  the  permitting  process 
osts  $8  million  or  so  and  requires  filing  60 
opies  of  1,000-page  applications  with 
iany  agencies,  starting  with  the  Federal 
nergy  Regulatory  Commission.  Having 
pent  all  of  his  seed  money  lining  up  the 
rojects,  Cheniere  had  nothing  left  over  for 
pplications. 

Up  stepped  oil  patch  veteran  Michael 
mith,  who  had  sold  his  company,  Basin 
Exploration,  for  $400  million.  Smith  swal- 
wed  Souki's  argument  about  rising  LNG 
emand  but  thought  three  terminals  would 
e  too  risky.  So  he  bought  only  into  the 
reeport  project,  paying  $14  million  for 
0% — on  the  condition  that  Cheniere  hold 
ft  selling  its  other  projects  for  ten  months. 
Ie  soon  recouped  his  investment  by  pre- 
;asing  capacity  in  the  terminal  to  Dow  and 
^onocoPhillips  and  in  January  of  this  year 
egan  construction,  which  at  a  price  tag  of 
800  million  is  twice  as  expensive  as  what 
mith  expected.  "If  I  had  known  the  costs 
/ould  become  so  high,  I  wouldVe  just 
)oked  at  Charif  s  proposal,  shut  it  and  kept 
m  going,"  he  says,  before  noting  that  it's 
'ecome  one  of  the  best  investments  he's 
ver  made.  "I  saved  them  from  insolvency," 
ays  Smith.  To  which  Souki  responds 
oolly,  "If  it  hadn't  been  him,  it  would  have 
ieen  someone  else." 

The  funds  allowed  Souki  to  move 
head  on  securing  permits  for  terminals  at 
abine  Pass,  La.  and  Corpus  Christi.  (A 


fourth,  in  Creole  Trail,  La.,  is  still  pending.) 
Obstacles  arose.  For  the  Sabine  Pass  pro- 
ject Cheniere  had  to  lease  another  few  hun- 
dred acres  and  redraw  all  the  plans  after 
harbor  pilots  explained  that  currents  there 
would  make  it  impossible  for  tankers  to 
dock  safely.  And  then  there  was  the  issue 
of  the  Kemp's  ridley  sea  turtles,  which  lay 
their  eggs  around  Sabine  Pass.  After 
discussing  it  with  the  National  Oceanic  & 
Atmospheric  Administration,  Cheniere 
agreed  to  avoid  dredging  in  the  summer  to 
give  the  critters  time  to  swim  away. 

Construction  on  Sabine  Pass  began  in 
March.  The  terminal,  designed  by  Cheniere, 
is  nearly  indistinguishable  from  others  op- 
erating around  the  world.  "I  told  them,  'I 
don't  want  serial  number  one,' "  says  Souki. 


Money  is  not  a  problem  now.  Last  year 
Cheniere  lost  $25  million  on  $2  million  in 
revenue,  but  raised  $300  million  selling  new 
shares.  This  year  it  secured  another  $800 
million  in  bank  loans.  Its  shares,  recendy 
trading  at  $28  after  a  stock  split,  are  down 
30%  from  February,  still  a  healthy  multiple 
from  its  low  of  $5.90  in  May  of  last  year. 

Souki  figures  that  once  they're  up  and 
running,  each  of  Cheniere's  three  100%- 
owned  terminals  can  pull  in  annual  rev- 
enues of  $250  million  from  rent  payments 
and  processing  tolls.  Add  in  $15  million  a 
year  expected  from  its  30%  stake  in 
Freeport,  and  Cheniere  could  be  generating 
$1  billion  in  sales  by  2010. 

The  energy  industry  is  committing  up- 
wards of  $50  billion  on  new  LNG- 


Sucking  It  Up 

Once  completed  by  2008,  Cheniere's  $800  million  terminal  at  Sabine  Pass,  La.  will 
accommodate  300  tankers  a  year  and  process  2.6  billion  cubic  feet  of  methane  per 
day  through  three  100-foot-tal!  storage  tanks  and  16  gas-fired  vaporizers. 


"I  want  things  that  have  been  tested."  Slated  infrastructure  projects  in  Russia,  Qatar  and 

for  completion  in  winter  2007,  the  terminal  Australia.  Shippers  have  ordered  112  LNG 

will  feature  three  double- walled,  100-foot-  tankers,  enough  to  boost  the  global  fleet 

tall  storage  tanks  and  16  vaporizer  modules  60%.  Domestic  demand  is  here  to  stay, 

to  return  the  LNG  to  gaseous  form.  After  Robert  Ineson  of  Cambridge  Energy  Re- 

that  it's  injected  into  one  of  several  search  Associates  predicts  that  growth  in 

pipelines  connected  to  the  nation's  densest  liquefaction  capacity  will  double  to  40  bil- 

thicket  of  gas  pipelines  moving  some  29  lion  cubic  feet  a  day  by  2012  and  that  by 

billion  cubic  feet  a  day.  The  terminal  should  2010  the  U.S.  with  outstrip  Japan  (8  bil- 

be  able  to  handle  300  ships  a  year  and  lion)  as  the  world's  leading  LNG  importer, 

process  2.6  billion  cubic  feet  of  gas  a  day.  In  Washington  the  Federal  Energy  Regula- 

Chevron  and  Total  between  them  will  tory  Commission  is  grappling  with  38-plus 

direct  two-thirds  of  the  flow.  Cheniere's  new  terminal  proposals.  Only  4  have  been 

Swiss  trading  unit  has  bought  ten-year  approved  so  far:  Cheniere's  3  and  one  by 

charters  on  two  LNG  tankers.  Sempra  Energy.  F 
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MASTERCARD  AND  THE  PGA  TOUR: 

>  PRICELESS 


MasterCard  is  one  of  the  PGA 
TOURs  most  prominent  corporate 
partners,  and  with  good  reason: 
the  TOURs  audience  is  a  perfect 
demographic  match  for  the  inter- 
national global  payments  solution 
company  that  serves  customers, 
institutions  and  businesses  -  both  large  and  small  -  in  210  countries  and 
territories.  It  is  a  company  that  fully  appreciates  the  global  nature  of  the  game 
of  golf  and  the  worldwide  appeal  of  the  PGA  TOUR. 


The  most  obvious  connection 
between  MasterCard  and  the 
TOUR  is  Its  sponsorship  of  the 
TOUR's  Bay  Hill  Invitational  Presented  by 
MasterCard  and  the  Champions  Tour's 
MasterCard  Championship. 

The  Bay  Hill  event  is  widely  known  as 
Arnold  Palmer's  tournament.  He  hosts  the 
tournament  at  his  course,  the  Bay  Hill  Club 
&  Lodge,  in  Orlando.  Every  year  it  draws 
impressive  fields,  in  part  because  of  the 
players'  deep  and  abiding  respect  for 
Palmer  and  all  he  has  meant  to  golf  and  the 
TOUR,  and  in  part  because  the  Bay  Hill 
course  is  a  fiercely  demanding  test  that 
provides  players  with  a  perfect  venue  to 
whip  their  games  into  shape  in  preparation 
for  THE  PLAYERS  Championship  that  is 
played  the  following  week. 

An  invitation  to  compete  in  the  Master- 
Card Championship  is  just  one  of  the  ben- 


efits of  winning  on  the  Champions  Tour. 
The  field  in  this  season-opening  event  is 
comprised  solely  of  tournament  winners 
from  the  previous  two  seasons,  as  well  as 
winners  of  a  major  championship  on  the 
Champions  Tour  in  the  previous  five  years. 
Of  course,  it  doesn't  hurt  that  the  tourna- 
ment is  played  at  Hualalai  Golf  Club  in 
Ka'upulehu-Kona,  Hawaii  -  a  very  nice 
place  to  be  in  mid-January  and  a  reminder 
to  golfers  in  the  snow  belt  that  spring  is,  if 
not  just  around  the  corner,  not  all  that  far 
away,  either. 

Less  obvious  to  golf  fans  is  MasterCard's 
close  relationship  with  TOUR  players  and 
officials.  Players  use  MasterCard  Small 
Business  Cards  to  help  manage  their 
expenses,  while  officials  use  MasterCard 
Corporate  Cards  while  at  tournaments. 
Life  on  the  road  can  appear  glamorous 
enough,  but  the  truth  is,  moving  from  city 

BY   DON  WADE 


to  city  week  after  week  can  be  a  grind, 
and  MasterCard  goes  a  long  way  towarc 
making  it  less  so. 

In  addition,  the  TOUR  has  a  licensing 
agreement  that  offers  fans  PGATOUP 
and  Champions  Tour  MasterCard  credil 
cards.  The  cards  offer  extremely  compet- 
itive rates,  do  not  require  annual  fees, 
and  offer  a  myriad  of  other  benefits.  Jusl 
as  important,  purchases  made  with 
TOUR  and  ChampionsTour  MasterCards 
help  provide  approximately  $1.7  annually 
for  TOUR-designated  charities.  As  the 
TOUR  approaches  the  $1  billion  mark 
in  charitable  contributions  this  year 
MasterCard  can  quite  rightly  be  proud  01 
its  role  in  this  historic  accomplishment. 

And  for  all  the  people  who  benefh 
from  the  TOUR's  commitment  to  chari- 
ties, that  help  is  priceless. 

WEB  DIRECTORY:  www.mastercard.com 


Mohegan  Sun 


mgm  ARK  I  •  riNG  PRETTY.  AS  CHAIR- 

■Hk      SBtt  man  of  southeastern  Connecticut's  Mohegan 
Indian  tribe,  he  has  presided  over  one  of  the 
|BflA  flVHH  great  stones  of  the  gaining 

HI  VLJv  I  I  boom:  Revenue  at  the  Mohegan  Sun  has 

^|  lumped  an  average  14%  a  year  since  2000  to 
HI  W  Hi  $1.4  billion  last  year,  when  the  business  pulled 
in  $344  million  in  operating  income  (earnings  before  interest, 
taxes,  depreciation  and  amortization) — making  it  one  of  the  most 
profitable  casinos  in  the  U.S.  This  cash  register  has  provided  a  new 
senior  center,  scholarships  to  send  kids  to  college  and  five-figure 
checks  to  pad  each  member's  pocket  every  year. 

Hut  how  to  expand  beyond  the  reservation?  for  Brown  it  was  a 
pressing  question,  particularly  since  he  faced  menacing  competi- 
tion  from  Foxwoods — which,  at  7,400  slots,  is  the  world's  largest 
casino — just  10  miles  away.  (Mohegan  Sun  is  number  two,  with 
6,200  slots.)  The  rival  casino  is  operated  by  the  Mashantucket 
Pequots,  a  tribe  that  competes  for  statewide  customers,  as  well  as 
players  from  New  York  and  Boston.  "We  could  just  build  up  our 
property  in  Connecticut,  but  then  we'd  be  subservient  to  one  geo- 
graphical location,"  says  Brown,  48. 

So  he  looked  westward.  First  he  brokered  deals  with  two  im- 
poverished tribes  to  develop  and  manage  new  casinos— a  $400  mil- 
lion gaming  operation  20  miles  north  of  Portland,  Ore.  with  the 
Cowlitz  Indians  of  Washington  and  an  $810  million  project  with  ac- 
cess to  Chicago  and  Milwaukee  for  the  Menominees  of  Wisconsin. 
Brown  then  looked  closer  to  home,  buying  the  Pocono  Downs 
horse-racing  track  in  Wilkes-Barre,  Pa.  in  January  from  Penn  Na- 
tional Gaming  for  $280  million.  It  was  one  of  the  first  times  a  Na- 
tive American  group  bought  a  nontribal  gaming  asset.  Brown  plans 
to  install  2,000  slots  at  the  track  and  slap  on  the  Mohegan  name. 

Tribal-run  casinos  have  been  controversial  since  first  regulated 
in  the  1980s.  There  have  been  criminal  convictions — a  Michigan 
judge  sentenced  the  former  tribal  chairman  of  the  Keweenaw  Bay 


accounting  for  37%  of  the  U.S.  casino  industry  total.  Steve 
Wynn  and  Donald  Trump  should  be  so  lucky.  Indian  gam- 
ing establishments  are  not  subject  to  taxation,  though  fed- 
eral law  requires  them  to  form  compacts  with  the  states  in 
which  they  operate,  and  these  deals  usually  call  for  pay- 
ments in  lieu  of  taxes.  The  Mohegans  handed  over  25%  of 
their  gross  slots  revenue — $208  million — last  year  to  the 
state  of  Connecticut.  (By  comparison,  the  state  treasury 
collected  $425  million  from  corporate  business  taxes.) 

Opening  an  Indian  casino  can  be  arduous  and  costly. 
First,  a  group  must  gain  recognition  by  Uncle  Sam  as  a  dis- 
tinct tribe,  a  process  the  Mohegans  started  in  1978  in  an 
effort  to  apply  for  federal  grants  for,  among  other  things, 
social  services.  Brown,  who  is  of  Mohegan  and  Irish  ances- 
try, was  a  cop  in  Norwich,  Conn,  when  he  volunteered  as  a 
gofer  for  then-tribal  chairman  Ralph  Sturges.  When  Fox- 
woods  opened  in  1991,  the  Mohegans  realized  "there  was 
this  huge  economic  engine  just  a  few  miles  away,"  Brown 
recalls.  A  year  later  the  tribe  partnered  with  resort  devel- 
oper Trading  Cove  Associates  to  plan  a  casino. 

Immediately  after  the  Mohegans  received  recognition 
in  March  1994,  lawyers  for  the  tribe  were  in  the  gover- 
nor's office  to  get  the  same  kind  of  compact  the  Mashan- 
tucket Pequots  had.  Negotiations  were  intense,  recalls 
Robert  Frankel,  a  lawyer  for  the  Mohegans.  The  two  tribes 
had  fought  a  war  in  1637  over  the  best  way  to  deal  with  the 
English — the  Mohegans  wanted  to  trade,  the  Pequots 
wanted  to  fight — and  have  had  trouble  getting  along  ever 
since.  They  buried  the  hatchet  after  the  state  lowered  the 
Pequots'  annual  payment  to  $80  million  (or  25%  of  gross 
slots  revenue,  whichever  is  higher)  from  $100  million  and 
agreed  to  bar  any  new  groups  from  opening  casinos  in 
Connecticut. 

Before  breaking  ground  on  Mohegan  Sun,  the  tribe 


Off  the  Reservation 

The  Mohegan  Indians  are  raking  it  in  with  their  Connecticut  casino. 
So  why  look  elsewhere  for  opportunity?  By  Matthew  Miller 


Indians  to  two  and  a  half  years  for  tax  fraud  and  taking  kickbacks 
from  a  slot  machine  dealer;  leaders  of  the  Rincon  Band  of  Luiseno 
Indians  in  North  San  Diego  County  pleaded  guilty  to  acting  as  a 
front  for  a  money- laundering  operation  run  by  a  Pittsburgh  crime 
family.  Then  there  is  the  whimsical  way  the  casino  industry 
bestows  wealth.  The  Rumsey  Band  of  Wintun  Indians  has  46 
members  who  not  long  ago  lived  in  housing  projects;  now,  thanks 
to  a  casino  north  of  Sacramento,  many  are  multimillionaires. 

Native  American  gambling  is  quite  some  business.  Last  year, 
reports  the  National  Indian  Gaming  Association,  411  operations 
grossed  $18.5  billion  (that's  the  excess  of  bets  over  payouts), 


bought  land  from  a  defense  contractor,  placed  it  in  trust  with  th 
Department  of  the  Interior  and  endured  an  exhaustive  environ 
mental  impact  report.  To  finance  the  casino,  the  Mohegans  sol 
$265  million  in  bonds — a  Native  American  first — with  yields  av 
eraging  a  punishing  14%  and  borrowed  $35  million,  using  cap 
tal-lease  financing.  (The  tribe  later  refinanced  $1.3  billion  in  det 
at  an  average  rate  of  7.2%.)  The  gaming  complex,  now  300,00 
square  feet,  opened  in  October  1996  with  3,850  slots  and  180  tab 
games.  A  $1.1  billion  expansion  in  2001  added  2,400  slots  an 
110  tables  as  well  as  a  1,200-room  hotel,  a  shopping  mall,  restai 
rants  and  a  concert  arena. 


152 


June  20,  2005 


ohegan  Sun  hotel  and  casino 


Of  the  $102  million  the  Mohegan  Sun  netted  last  year,  $65  mil- 
ion  went  back  to  the  tribe.  Running  the  government — including 
ollege  tuitions,  a  $15  million  senior  center,  health  insurance,  ad- 
ninistrative  costs  (Brown  earns  $32 1 ,000  a  year;  the  chief  executive 
»f  the  casino  group  pulls  in  $1.4  million)  and  the  like — ate  up  $27 
nillion.  The  rest?  Each  of  80  tribal  elders  received  $33,600;  890 
dults,  $28,000;  the  750  children,  $14,000,  placed  into  trust  funds. 

Early  last  year  Brown  was  approached  by  David  Barnett,  a  real 
state  developer  and  member  of  the  Cowlitz  Indians,  a  tribe  of 
1,200,  who  had  spent  five  years  trying  to  build  a  casino  1 30  miles 
outh  of  Seattle.  Some  of  the  biggest  names  in  gaming  were  court- 


ing him,  says  Barnett.  But  he  wanted  a 
partner  who  knew  tribal  politics. 

The  planned  casino — 160,000  square 
feet  of  gaming  space,  2,000  slots  and  an  RV 
park — is  a  knotty  proposition.  Aside  from 
dealing  with  the  feds,  the  Cowlitz  must  also 
join  a  state  compact  with  the  other  18 
tribes  with  casinos  in  Washington.  Barnett 
&  Co.  have  already  agreed  to  pay  Clark 
County  for  water,  sewage  and  power  infra- 
structure and  to  contribute  2%  of  net  gam- 
ing revenue  to  arts  and  education. 

There  is  also  a  possible  conflict  of  in- 
terest. Barnett  is  the  son  of  the  tribe's  chair- 
man— and  is  also  the  Mohegans'  business  partner. 
He  dismisses  the  conflict  by  saying  that  he  has  al- 
ready put  $5  million  of  his  own  into  the  tribe's  ef- 
forts. His  development  company,  Salishan  LLC,  will 
share  24%  of  net  revenues  for  managing  the  oper- 
ation with  the  Mohegans  in  a  45/55  split.  (In  this 
deal  the  Mohegans  could  clear  $  1 2  million  in  a  one- 
time development  fee,  plus  another  $25  million  in 
revenue  per  annum  for  seven  years  from  the  casino 
operations.) 

In  Wisconsin  the  8,100-member  Menominee 
tribe  is  fighting  a  much  steeper  battle  for  its  pro- 
posed 3,100-slot  casino  in  Kenosha.  In  addition  to 
the  usual  bureaucratic  hurdles,  the  tribe  is  squaring 
off  against  the  Forest  County  Potawatomi  tribe, 
which  runs  a  casino  in  Milwaukee.  The 
Potawatomi  don't  like  the  fact  that  the  Menomi- 
nees  are  trying  to  build  a  casino  off-reservation, 
about  200  miles  south  of  their  homeland  in  Kesh- 
ena — which,  the  Potawatomi  claim,  will  steal  cus- 
tomers from  their  turf,  namely  from  Chicago. 
Never  mind  that  the  Potawatomi  Bingo  Casino  in 
downtown  Milwaukee  is  also  off-reservation;  the 
tribe  spent  $1  million  or  so  to  defeat  a  referendum 
last  November  seeking  approval  for  the  Menomi- 
nee project  (it  passed  anyway).  Here,  the  Mohe- 
gans simply  get  1 3%  of  net  income  for  seven  years. 

Combined,  the  two  out-of-state  agreements 
will  bring  the  Mohegans  $13  million  a  year  in  op- 
erating profit  from  managing  both  casinos.  Not 
much  compared  with  Mohegan  Sun,  but  still  some  return  on  the 
$10  million  the  tribe  has  spent  in  legal  and  administration  fees. 
All  that  new  income  is  shielded  from  Uncle  Sam.  But  once  the  new 
machines  are  installed  at  Pocono  Downs  next  year  or  in  2007,  the 
state  of  Pennsylvania  will  take  a  55%  bite  out  of  gross  slots  revenue. 

The  Mohegans  still  have  to  protect  their  home  turf.  In  Febru- 
ary the  Mashantucket  Pequots  unveiled  plans  for  a  new  $700  mil- 
lion casino  resort  at  Foxwoods.  Brown  is  now  contemplating  an  ex- 
pansion of  Mohegan  Sun  that  will  likely  focus  on  hotel  rooms, 
shops  and  restaurants.  In  this  business  it's  perilous  to  put  all  your 
chips  on  one  table.  F 
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utsourcing  is  a  lot  like  a  marriage.  Finding  the  right  partner  is  tough  and  th 
consequences  of  a  wrong  choice  are  serious. 

Judging  by  the  number  of  participants  on  match.com,  a  lot  of  people  are  having 
tough  time  finding  the  right  partner.  People  screen  for  age,  religion,  eye  color  or  pre 
fession.  But  unless  there's  romance,  which  creates  a  willingness  to  work  togethti 
even  when  the  storm  clouds  gather,  the  marriage  tends  to  end  up  in  trouble. 

Searching  for  the  right  supplier  can  be  just  as  complicated.  Prospective  buyers  ma 
focus  on  prices,  industry  expertise  or  the  supplier's  global  reach.  All  are  importani 
But  so  is  the  willingness  to  work  together  after  the  honeymoon. 


Why  Outsourcing  Relationships  Fail 

Selecting  a  partner  is  just  the  first  stage.  Some  couples 
enter  into  a  marriage  with  unrealistic  expectations;  they 
become  unhappy  when  those  expectations  are  not  met. 
The  same  thing  happens  in  an  outsourcing  relationship. 
Last  May  the  Outsourcing  Center  studied  outsourcing 
failures  as  part  of  our  annual  Outsourcing  Excellence 
Awards.  We  surveyed  305  companies  in  North  America, 
Europe,  Asia  and  India.  One-third  of  the  respondents 
were  buyers;  the  remainder  were  suppliers.  Twenty-three 
percent  told  us  buyers'  unrealistic  expectations  were  the 
number-one  cause  of  outsourcing  failures. 

As  time  goes  on,  partners  sometimes  drift  apart. 
That  was  reason  No.  2  in  our  survey.  Fifteen  percent 
told  us  the  interests  of  the  two  parties  had  become  mis- 
aligned over  time,  which  poisoned  the  outsourcing 
relationship.  The  interests  were  aligned  properly  at  the 
outset,  the  study  found,  but  diverged  as  the  buyer's 
business  needs  changed. 

Eleven  percent  of  our  survey  respondents  told  us  their 
relationships  failed  because  one  party  did  not  consider 


the  other's  interests  to  ensure  their  relationships  we 
mutually  beneficial.  For  outsourcing  success,  your  actio 
have  to  guarantee  the  other  side  is  doing  well,  to 
Specifically,  the  supplier  has  to  work  hard  to  meet  tl 
buyer's  strategic  objectives  by  delivering  the  contract) 
services  as  promised.  Likewise,  the  buyer  has  to  agree 
pay  a  price  that  includes  a  fair  profit  for  the  supplier. 

The  Recipe  for  Success 

The  best  way  to  prevent  a  breakup  is  better  up-fro 
communication,  continued  cooperation  and  a  comm 
ment  to  win-win  solutions.  I  know,  this  is  easier  sa 
than  done.  But  no  one  said  marriage  or  managing  01 
sourcing  relationships  is  easy. 

Selecting  an  outsourcing  partner  is  different  from  ai 
other  kind  of  purchase.  When  you  purchase  a  house 
a  car,  you  don't  care  what  happens  to  your  seller  on 
you've  completed  the  transaction.  But  that's  not  tr 
when  selecting  an  outsourcing  supplier.  You  have 
care  about  the  other  party's  well-being  because  yoj 
own  depends  on  it.  Sound  familiar?  nfl 
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Emmanuel  Ramos 

CIO,  Resun  Corporation 
Everdream  Customer 
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anage.  secure,  support. 


CIO  of  a  leading  provider  of  modular  space  solutions, 
imanuel  Ramos  needs  to  focus  on  strategic  projects  that 
>mote  his  company's  growth.  Ramos  turned  to  Everdream 
an  alternative  to  in-house  desktop  support.  Everdream 
>vides  Resun  with  comprehensive  management  of  their  PC 
astructure,  from  security  to  help  desk  to  tracking  hardware 
d  software. 

ice  Everdream  takes  care  of  the  PCs,  Ramos  can  concen- 
te  on  high-value  IT  projects  that  drive  Resun's  core 
siness.  Resun  enjoys  better  asset  utilization,  higher  IT 


service  levels  and  dramatically  reduced  costs  for  PC 
infrastructure.  And  Everdream's  fast  implementation  had 
Resun's  solution  up  and  running  within  days. 

Avoid  the  high  cost  of  building  and  hosting  desktop  expertise 
in-house.  Everdream's  enterprise  class  solutions  have 
helped  hundreds  of  companies  around  the  world  because  it 
is  the  easy-to-implement,  cost-effective,  comprehensive 
alternative  for  PC  management. 

Learn  more  about  evaluating  alternatives  for  PC  Managment 
►  www.everdream.com/wpf  or  call  us  at  ►  888.307.7299 


everdream 


IT  Could  Be 
This  Easy 


f%    OUTSOURCING  f% 
Y     EXCELLENCE  X 
i  AWARD  WINNERS  W 

BEST  PARTNERSHIP 

Johnson  8r  Johnson 
Hewitt  Associates 

Johnson  &  Johnson  (J&J)  found  Hewitt  to 
have  very  high  ethical  standards  and  a  will- 
ingness to  partner  to  reach  the  strategic 
imperative  of  Process  Excellence.  J&J  and 
Hewitt  meet  annually  to  set  shared/joint 
objectives  specifically  focused  on  process 
improvements.  The  |&|-Hewitt  relationship  is 
viewed  internally  at  )&j  as  a  prime  example  of 
a  successful  jcint  partnership. 

BEST  PARTNERSHIP  —  GOVERNMENT 

Accenture 

After  engaging  Accenture  as  its  solution  part- 
ner, QinetiQ  established  a  structured  and  effec- 
tive governance  framework,  supported  by 
excellent  working  relationships  at  all  levels.  The 
firms  attribute  the  strength  and  success  of  the 
partnership  to  open  dialogue,  win-win-based 
solutions  and  a  desire  on  the  part  of  both  orga- 
nizations to  want  the  other  to  succeed. 

MOST  INNOVATIVE 

Fairmont  Hotels 
Avendra 

The  idea  of  leveraging  procurement  across 
the  hospitality  industry  and  then  turning  the 
function  over  to  an  independent  company 
was  a  totally  unique  concept.  Fairmont  Hotels 
joined  four  other  companies  to  establish  a 
procurement  company  called  Avendra. 
Fairmont  has  gained  more  supply  chain  effi- 
ciency, greater  leverage,  better  prices  and 
improved  product/category  expertise. 

MOST  TRANSFORMATIONAL 

KeyBank 
ABN  AMRO 

To  improve  service  levels  to  clients,  KeyBank 
chose  to  outsource  its  multisite  back-office 
operations  to  ABN  AMRO.  They  are  the  first 
financial  institutions  to  enter  into  a  full-service 
outsourcing  agreement  on  such  a  scale  for 
the  servicing  of  global  trade  transactions.  This 
partnership  established  an  industry  bench- 
mark by  which  other  outsourcing  partner- 
ships are  measured. 

WestPac  Banking  Corporation 
EDS 

Facing  the  need  for  significant  capital  invest- 
ment to  support  existing  and  new  back-office 
processes,  WestPac's  analysis  determined  the 
cost  savings  by  outsourcing  to  EDS  compared 
with  providing  the  services  internally  at  20% 
to  25%.  To  manage  the  relationship,  WestPac 
and  EDS  jointly  established  two  formal  gover- 
nance committees  and  four  forums. 

BEST  FIRST  STEPS   

Bank  of  India 
HP 

The  Bank  of  India  chose  HP  as  its  technology 
partner,  and  by  focusing  on  new  opportunities, 
the  bank  has  been  able  to  meet  the  competition 
through  the  development  of  new  delivery  chan- 
nels. This  new  relationship  is  built  on  a  strong 
foundation  of  trust  in  HP  for  its  technology 
excellence  and  the  ban':  for  its  vision  to  build  an 
fT-enabled  customer-cet organization. 


Advertisement  3 

Everdream 
Delivers 
On-Demand 
Desktop 
Management 
To  Resun 
Corporation 

Over  the  past  several  years,  Resun  Cor- 
poration has  grown  from  a  small,  decen- 
tralized entrepreneurial  firm  into  a  leading 
provider  of  modular  space  solutions  to  the 
education,  health  care,  federal  government, 
commercial  and  construction  markets,  with 
32  offices  across  the  United  States.  When 
Resun's  Business  Technology  Group 
reviewed  the  company's  internal  IT  opera- 
tions, it  became  apparent  that  desktop  man- 
agement and  internal  help  desk  were  prime 
candidates  for  outsourcing. 

"We  needed  a  reliable  and  secure  solution 
that  would  address  our  entire  desktop  man- 
agement needs  and  an  IT  provider  that 
could  implement  expediently  to  get  us 
moving  forward  on  our  growth  path,"  says 
Emmanuel  Ramos,  chief  information  offi- 
cer of  Resun  Corporation. 

To  meet  that  need,  Resun  turned  to 
Everdream  Corporation  for  on-demand  PC 
Management  services  as  an  alternative  to  in- 
house  support.  A  leading  provider  of  hosted 
desktop  services  that  manage,  secure  and 
support  businesses'  PCs,  Everdream  delivers 
Software  as  a  Service,  enabling  customers  to 
receive  hardware  and  software  asset  life-cycle 
support,  virus  protection,  data  backup,  auto- 
mated software  updates,  patch  management 
and  help  desk  services.  With  operational 
facilities  in  Fremont,  Calif,  Dallas,  Tex.,  and 
Charlotte,  N.C.,  Everdream  manages  over 
120,000  desktops  for  businesses  of  all  sizes, 
from  Forbes  2000  companies  to  small 
businesses,  in  60  countries  across  the  globe. 
Everdream  customers  include:  ADP,  Korean 
Airlines,  Brocade  Communications,  sales- 
force.com,  Sonic  Automotive,  Midas,  Sylvan 
Learning  Centers  and  hundreds  of  others. 

Resun  was  particularly  impressed  with 
Everdream's  Help  Desk  and  its  24-7  service 
and  support,  as  it  was  able  to  avoid  the  cosdy 
choice  of  building  an  entire  desktop  man- 
agement infrastructure  in-house.  Everdream's 
Help  Desk  service  provides  Resun  with  a  call 


response  in  less  than  60  seconds,  and  a  ful 
audit  trail  of  every  call  gives  Resun  an  instan 
taneous  view  of  the  issue-resolution  process 

For  a  small,  predictable  monthly  fee 
Resun  now  has  access  to  a  full  suite  o 
customized  Everdream  services.  Asset  Man 
agement  provides  detailed  hardware  am 
software  inventory  reporting  for  PC  am 
mobile  systems  across  the  organization 
Everdream's  patented  Software  Distributioi 
service  is  used  for  the  rapid  deployment  c 
any  Windows  application  to  any  online  use 
at  any  time  —  automatically.  Patch  Man 
agement  automatically  identifies,  distribute 
and  installs  necessary  software  patches  whil 
allowing  administrators  to  track  securit 
status  and  evaluate  system  protection.  Th 
Virus  Protection  service  automaticall 
updates  the  PC's  defense  systems  to  quick 
ly  combat  new  viruses  while  the  onlin 
backup  protects  users  by  securely  and  autc 
matically  backing  up  their  data  to  full 
redundant,  off-site  data  facilities. 

The  Resun/Everdream  outsourcin 
relationship  was  a  finalist  for  the  200 
Outsourcing  Excellence  Awards. 

"It  really  is  a  relationship  in  the  sense  th; 
when  you  think  about  a  strength  in  ol 
business,  we're  not  in  the  desktop  manage 
ment  business;  we're  in  the  business  c 
finance  leasing  and  construction  manage 
ment,"  says  Ramos.  "The  amount  c 
money,  time  and  effort  that  it  would  ha\ 
taken  us  to  come  up  with  the  world-cla: 
processes,  procedures  and  infrastructure  th; 
a  vendor  like  Everdream  provides  woul 
have  been  cost-prohibitive."  1^ 

WEB  DIRECTORY 

Everdream  Corporation 
www.  everdream.  com 

Everest  Group 
www.everestgrp.com 

Outsourcing  Center 
www.  outsourcing-center,  com 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 

Cruising  Speed 

Carnival  weathered  the  stormy  waters  of  terrorism 
and  recession  by  slashing  prices  for  cruises.  The 
number  one  cruise  company  (it  runs  the  Princess, 
Holland  America  and  Cunard  lines)  posted  earnings 
of  $1.8  biilion  in  2004,  up  55%,  on  $9.7  billion  in 
revenue,  up  45%.  The  first  quarter  of  2005  was  just 
.is  impressive.  Then  there's  the  recent  spectacular, 
media-intensive  launch  of  the  Queen  Mary  2,  the 
world's  largest  cruise  ship. 

So  why  are  shares  of  carnival  corp.  (52,  ccl)  off  9% 
this  year?  UBS  analyst  Robin  Farley  believes  investors 
are  overly  fixated  on  soaring  fuel  costs.  But  Carnival 
has  lessened  the  damage  by  negotiating  lower  fuel 
costs  in  ports  and  by  raising  fares.  Even  if  fuel  prices  go  up  10% 
for  Carnival,  a  simple  1  %  ticket  hike  could  more  than  handle  the 
tab,  she  says.  Another  temporary  problem  in  the  share  price:  a 
change  in  the  S&P  500  Index  to  weighting  a  stock  by  its  float 
instead  of  by  market  cap.  To  adjust,  index  funds  have  had  to 
unload  12  million  Carnival  shares. 

With  an  armada  of  77  ships,  Carnival  has  slowed  its  costly 
shipbuilding  program  from  7  last  year  to  no  more  than  4  per 


year  beginning  in  2005.  This  tapering  off  of  expansion  should 
free  up  cash  to  pay  down  debt,  enlarge  the  dividend  and  fund  a 
new  share  buyback  plan. 

At  22  times  trailing  earnings  Carnival  stock  is  more  expen- 
sive than  that  of  smaller  rival  (29  ships)  Royal  Caribbean 
Cruises,  which  has  a  19  multiple.  Nevertheless,  well-run  Carni- 
val uses  its  size  to  great  effect  and  has  a  superior  net  profit  mar- 
gin of  19%,  to  Royal's  10%.  - — Dorothy  Pomcrantz 


Stock  price 
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Pays  the  Rent 

Should  you  invest  in 
a  company  whose 
books  the  Securities 
&  Exchange  Com- 
mission is  reviewing 
for  possibly  dubious 
accounting?  One 
that  hasn't  filed  its 
2004  annual  report 
yet?  Shares  have  fallen  14%  since  March 
at  united  rentals  (19,  uri),  which  rents 
used  construction  equipment — from 
John  Deere  backhoes  to  Skil  circular 
saws — and  has  730  branches  in  48  states. 
Neither  the  company  nor  the  SEC  will  dis- 
cuss the  matter. 

But  assuming  the  SEC  business  is 
resolved  with  little  harm,  United  is  a 
good  buy.  Veteran  industrial  analyst 
David  Bleustein  of  UBS  notes  that  prices 
for  buying  new  construction  equipment, 
up  10%  to  12%  last  year,  should  continue 
to  rise.  That's  thanks,  in  part,  to  lofty 
steel  prices.  After  raising  rental  rates  7% 
last  year,  United  expects  to  raise  them 

158     FORBES*  June  20,  2005 


another  5%  in  2005.  Meanwhile  con- 
struction of  new  hotels,  roads,  offices  and 
factories — the  nonresidential  projects 
that  account  for  90%  of  United's  busi- 
ness— is  likely  to  improve. 

The  company  has  reported  first- 
quarter  revenue  of  $732  million,  up  13%, 
and  it  expects  earnings  of  15  cents  per  share 
versus  a  year-ago  loss.  For  2005  it  projects 
revenue  of  $3.4  billion,  up  19%  since  2003, 
and  full-year  EPS  of  $1.60  to  $1.70,  after  a 
2003  loss.  Same-store  sales  rose  a  healthy 
9.9%  for  the  first  quarter  of  2005. 

United  stock  is  cheap,  Bleustein  says, 
though  a  multiple  of  earnings  is  anyone's 
guess  without  current  figures.  Instead  he 
uses  a  multiple  of  free  cash  flow  (here 
defined  as  cash  from  operations  minus 
capital  spending,  but  adding  back  pro- 
ceeds from  selling  assets  such  as  equip- 
ment— which  United  does  regularly). 
Figures  for  the  trailing  12  months  ended 
in  September,  the  latest  available,  make 
United's  $1.4  billion  market  cap  only  6 
times  its  free  cash  flow.  Competitor 
Ingersoll-Rand  trades  at  20  times;  Deere 
&  Co.,  at  28.  — Brett  Nelson 


Wallflower 


May  has  Federated,  Sears  has  Kmart, 
Neiman  Marcus  has  private  equity  firm 
Texas  Pacific.  But  who  wants  Saks 
Blessed  with  a  well-regarded  ritzy  brand; 
yet  hindered  by  slow  growth  and  heavy 
debt,  SAKS  (17,  SKS)  is  unappealing.  Impair- 
ment charges  ate  into  profits  in  2004  as 
Saks  closed  stores,  and  it  projects  more 
closures  in  2005. 

Meanwhile,  competitor  Nordstrom 
plans  to  add  stores.  It  sells  at  19  time.' 
earnings  versus  Saks 
at  40.  Saks  has 
delayed  its  2004  fil- 
ing and  fired  three 
executives  in  early 
May  amid  questions 
about  the  padding  of 
wholesaler  rebates 
to  compensate  for 
slow-moving  merchandise. 

We  say  short  the  stock;  cover  at  $12 
which  is  where  A.G.  Edwards  analys 
Robert  Buchanan  values  it. 

— Daniel  Kruger 


05  A.G.  Edwards  &  Sons,  Inc.  Member  SIPC 


DON'T  LET  YOUR  NEST  EGG  GET  AWAY  FROM  YOU.  With  so  many 
complicated  factors  to  consider,  it's  easy  to  allow  your  nest  egg  to  wander  off  in  the  wrong  direction. 
That's  why  you  need  the  kind  of  solid,  objective  advice  our  financial  consultants  provide.  For  118  years,  it's 
been  the  best  way  to  keep  you  and  your  nest  egg  together.  Visit  agedwards.com  or  call  866-379-4243. 
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A.G.  EDWARDS. 

FULLY  INVESTED  IN  OUR  CLIENTS,. 


Jut  James  Grant 


Who's 
Locking  In? 

NEWS  OF  THE  PROBABLE  RETURN  OF  THE  30-YEAR 
Treasury  bond  puts  the  U.S.  government  in  an 
anomalous  position.  It  is,  for  once,  setting  an  exam- 
ple of  responsibility  and  financial  discipline. 
Naturally,  the  people  can't  believe  their  eyes. 
As  the  Treasury  proposes  to  lock  in  generationally  low  long- 
term  borrowing  costs,  more  and  more  Americans  are  choosing 
not  to.  Instead  of  the  standard  30-year,  fixed-rate  mortgage,  they 
are  taking  out  ARMs.  In  the  past  two  years  the  share  of 
adjustable-rate  mortgages  in  new-purchase  originations  has 
leapt  to  60%  from  20%.  Who's  right,  the  people  or  their  gov- 
ernment? The  words  don't  come  easily,  but  let  me  try  to  say 
them:  The  government  is  right. 

It  was  wrong  to  discontinue  issuance  of  the  long  bond  in 
2001.  The  Administration  had  a  pretext:  The  deficits  in  place 
and  in  sight  were  temporary,  and  long-term  yields  were  high  in 
relation  to  short-term  yields. 

The  Administration  has  reconsidered,  but  the  public  is 
stuck  on  ARMs — on  all  varieties,  especially  the  interest-only 
kind,  in  which  for  a  period  of  years  the  borrower  amortizes  no 
principal  but  pays  interest  only.  Turn  on  the  radio  in  New  York 
and  hear  a  pitch  for  Quicken  Loans  30-year  ARM  with  a  six- 
month  teaser  rate  of  1.99%  and  10  years'  grace  from  principal 
amortization.  Open  the  Wall  Street  Journal  and  ponder  North 
Atlantic  Mortgage  Corp.'s  jumbo  interest-only  loans  with  a 
negative-amortization  option  (say  the  word  and  your  loan 
balance  gets  bigger). 

In  February  2004  Alan  Greenspan  advised  the  Credit  Union 
National  Association:  "[R]ecent  research  within  the  Federal 
Reserve  suggests  that  many  homeowners  might  have  saved  tens 
of  thousands  of  dollars  had  they  held  adjustable-rate  mortgages 
rather  than  fixed-rate  mortgages  during  the  past  decade,  though 
this  would  not  have  been  the  case,  of  course,  had  interest  rates 
trended  sharply  upward."  Very  helpful,  Mr.  Chairman.  In  fact, 
interest  rates  began  I  riding  up» — he  himself  started  pushing 
them  up — just  four  months  later. 

ARMs  weren't  invented  yesterday,  and  their  popularity 
ebbs  and  flows.  It  flows  when  long-term  interest  rates  are  ris- 
ing, or  when  the  difference  between  short-term  and  long- 


term  rates  is  widening.  This  time  around,  however,  long-term 
rates  are  falling,  and  the  yield  curve  is  flattening.  What  com- 
mends ARMs  to  today's  consumers  is  the  real  estate  boom.  Bor- 
rowing at  the  short  end  of  the  yield  curve,  they  get  more  house 
for  the  money. 

Take  a  $385,000  house,  assume  a  20%  down  paymenl 
($77,000)  and  a  30-year,  fixed-rate  mortgage  at  5.75% 
You,  the  homeowner,  would  write  a  check  for  $1,800 
month.  Over  five  years  you'd  wind  up  paying  the  bank  a  cumu- 
lative $108,000. 

Now  take  the  same  $385,000  house,  the  same  20%  down 
payment  and  the  same  30-year  maturity.  But  instead  of  a  fixed- 
rate  loan,  assume  a  5/1  interest-only  ARM.  For  five  years  you  pa> 
a  fixed  rate — say  5.1%.  That's  $1,300  a  month.  Over  the  five 
years  your  cumulative  payment  would  amount  to  only  $78,000 
So  the  case  is  settled?  Not  quite.  Starting  in  year  six,  tht 

ARM  buyer  faces  two  moment? 
of  truth.  His  interest  rate  is 
adjusted,  or  "reset,"  and  onl) 
then  does  he  start  to  pay  dowr 
principal.  And  note  that  ovei 
these  first  five  years  the  ARIv 
buyer  has  built  up  no  equity 
whereas  the  fixed- rate,  amor- 
tizing borrower  has  amassec 
$22,000. 

While  not  much,  it's 
start.  The  American  house 
used  to  be  a  kind  of  saving: 
account.  People  paid  dowr 
their  mortgages,  ther 
removed  the  cash.  Now  the? 
take  out  cash  as  they  go.  Las 
year  the  homeowning  population  extracted  $640  billion,  pri 
marily  via  home-equity  borrowing  and  cash-out  refinancing 
or  because  buyers  tend  to  take  out  bigger  mortgages  than  th 
balances  owed  by  sellers. 

There  is  a  kind  of  person  who,  while  borrowing  at  a  lov 
floating  rate  and  paying  only  interest  expense,  will  amortizi 
principal  at  convenient  intervals.  More  than  that,  this  exempla 
of  judgment  and  self-discipline  will  make  the  hard  decision  tc 
convert  his  floating-rate  loan  to  fixed  at  the  moment  whet 
interest  rates  make  their  long-delayed  move  to  the  upside.  If  yoi 
are  that  person — and  I  know  there  must  be  one — I  salute  you 
For  the  rest  of  us  the  30-year,  fixed-rate  loan  provides  a  source  o 
both  financial  discipline  and  peace  of  mind. 

Long-term  interest  rates  the  world  over  are  at  50-yea 
lows,  and,  indeed,  just  might  go  lower.  (Fellow  columnist  Gar 
Shilling  thinks  they  will;  see  page  162.)  But  the  U.S.  Treasury 
in  disclosing  the  possible  return  of  the  long  bond,  has  askeo 
the  right  question:  Why  not  lock  in  low  rates  while  w 
have  them? 


People  used  to 
pay  off  their 
mortgages,  then 
they  removed 
the  cash  when 
they  retired. 
Now,  though, 
they  take  out 
cash  as  they  go. 


JOrfoCS  I  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observe 
— I  Visit  his  home  page  at  www.forbes.com/grant. 
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Financial  Strategy  i  A.  Gary  Shilling 


Still  Time  For 
Treasurys 

THE  TREASURY  DEPARTMENT  IS  THINKING  ABOUT 
reintroducing  the  30-year  bond,  come  February  2006. 
I  am  delighted  at  the  prospect;  the  Treasury  stopped 
issuing  30-year  debt  in  2001.  I've  been  almost  alone 
since  1981  in  consistently  recommending  the  long 
bond.  Back  then,  when  the  yield  peaked  at  14.7%,  I  stated,  "We're 
entering  the  bond  rally  of  a  lifetime."  The  last-issued  long  bond, 
due  in  203 1 ,  now  yields  4.4%  to  maturity,  and  that  yield  is  headed 
lower.  The  bond's  price,  that  is,  hasn't  stopped  climbing. 

Economists  and  professional  bond  managers  are  all  but 
unanimous  in  believing  that  long-term  yields  are  going  to  rise. 
In  each  of  the  six  semiannual  Wall  Street  Journal  polls  since  July 
2002,  between  87%  and  98%  of  economists  have  forecast  higher 
yields.  Bloomberg's  monthly  poll  found  that  on  May  6  all  61 
economists  surveyed  expected  higher  yields  six  months  hence. 
International  Strategy  &  Investment's  duration  survey  shows 
rising  bond  manager  negativity  since  late  2001.  Fellow  colum- 
nist lames  Grant  is  also  in  the  bearish  camp.  He  suggests  that  the 
Treasury  wants  to  lock  in  cheap  borrowing  for  30  years  before 
rates  rise  (see  p.  160). 

Nevertheless,  the  long-bond  yield  has  fallen  from  5.8%  in 
March  2002.  After  the  May  4  announcement  of  a  possible  fresh 
supply  coming,  it  sold  off  briefly  but  then  rallied  to  an  even 
lower  yield.  These  rallies  are  in  the  face  of  leaping  energy  prices 
in  recent  years  and  two  percentage  points'  worth  of  federal 
funds  hikes  since  June  2004.  Why? 

We're  in  a  deflationary  world  of  excess  supply.  Furthermore, 
with  earlier  monetary  and  fiscal  stimuli  fully  absorbed,  U.S. 
growth  is  slowing,  which  curtails  business  in  the  many  lands  that 
depend  on  exports  to  America  for  growth.  The  flattening  Trea- 
sury yield  curve  and  the  General  Motors  disaster  (see  my  Apr.  1 1 
and  25  columns)  are  pushing  investors  out  of  junk  bonds, 
emerging  market  stocks  and  bonds,  commodities  and  foreign 
currencies — and  into  Treasurys. 

Pension  funds  hunger  for  Treasury  bonds  as  they  lick  their 
wounds  after  the  dot-com  collapse.  The  long  bond  allows  them 
to  match  long-term  maturities  with  their  very 
long-term  obligations.  Other  issuers  are  rallying 
to  meet  this  demand.  France  issued  a  50-year 


government  bond  earlier  this  year,  and  the  U.K.  plans  to  do  th 
same. 

I've  recommended  the  long  bond  repeatedly  since  I  started 
writing  this  column  in  1983.  Some  readers  may  recall  the  review 
of  long-term  Treasury  performance  in  my  Feb.  22, 1999  column 
I  said  then  that  if  you  had  bought  a  25-year  zero  coupon  Trea 
sury  at  the  1981  rate  peak  and  rolled  the  money  into  another 
25-year  each  year  to  maintain  its  long  maturity,  you  would  have 
comfortably  outperformed  someone  buying  the  S&P  500  at  the 
index's  low  in  July  1982  and  reinvesting  dividends.  I've  updated 
those  calculations.  The  Treasury  investors  would  have  earned 
21%  a  year  to  a  mere  15%  for  the  S&P  investors.  Our  hypothet- 
ical zero  buyer  would  have  turned  $1  into  $93. 

If  my  forecast  of  l%-to-2%  deflation  is  valid  and  Treasury 
bonds  rally  to  3%  yields,  they  will  continue  to  be  superior.  Over 
two  years  the  Treasury  due  February  2031  will  return  35%,  in 

eluding  interest  payments.  The 
zero  maturing  in  August  2029 
will  gain  48%.  Meanwhile,  1 
don't  think  you  should  expect 
much  from  the  stock  market  in 
the  next  several  years.  I  look  foi 
a  good  deflation  of  excess  sup- 
ply, but  the  transition  to  it  ma) 
look  like  the  bad  deflation  ol 
deficient  demand  as  excess  debl 
and  other  imbalances  are 
worked  off. 

Why  do  investors  still  resisi 
Treasurys  after  23  years  of  stel- 
lar performance?  They  thint 
they're  complicated  because 
prices  move  the  opposite  o 
interest  rates.  Beyond  that,  bonds  are  straightforward. 

Treasurys  have  no  credit  risk,  and  their  interest  is  exemp 
from  state  tax.  They  can't  be  called,  unlike  most  corporates  oi 
munis.  So  if  I'm  right  about  deflation  and  lower  interest  rates 
you  can  enjoy  a  capital  gain  on  a  Treasury;  a  callable  bond  woulc 
be  taken  away.  Don't  get  hung  up  on  maturity  and  the  possibility 
that  you  won't  oudive  the  bonds.  Common  stocks  have  infinity 
maturity,  and  that  doesn't  make  equities  a  bad  investment. 

Maybe  investors  love  stocks  because  they  identify  with  com 
panies'  products.  Or  maybe  it's  that  big  winners  provide  brag 
ging  opportunities  at  cocktail  parties.  Okay,  Dell  Inc.  beat  any 
Treasury  bond.  So  what?  You  should  be  thinking  about  averages 
not  extremes,  when  you  construct  a  portfolio. 

The  bond  rally  of  a  lifetime  is  still  under  way.  If  you  don' 
already  have  it,  consider  meaningful  portfolio  exposure  to  Trea 
sury  bonds.  For  the  biggest  action,  buy  zeros.  For  somethin; 
tamer,  get  the  new  30-year  bonds  when  and  if  available.  Yield 
have  come  a  long  way  from  14.7%  to  4.5%,  but  there's  still  on 
big  rally  left. 


The  bond  rally 
of  a  lifetime  is 
still  underway. 
Be  prepared  to 
welcome  the 
new  30-year 
bond,  likely  to 
surface  next 
winter. 


Forbes 


\  A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultant: 
!  and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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View_  Steve  H.  Hanke 


Stop  The 
Mercantilists 

MERCANTILISM  WAS  AN  INSIDIOUS  ECONOMIC 
theory  that  held  Europe  in  its  thrall  in  the  16th, 
17th  and  18th  centuries.  The  mercantilists  decreed 
that  a  nation's  economic  success  could  be  mea- 
sured by  its  stockpile  of  gold  and  that  the  way  to 
make  the  pile  higher  was  to  encourage  exports  and  restrict 
imports.  Adam  Smith  routed  the  mercantilists  in  Book  IV  of  the 
Wealth  of  Nations  (1776).  His  lesson  was  clear:  Open  markets 
and  trade  are  "goods,"  not  "bads." 

The  war,  alas,  is  not  over.  Mercantilism  is  back.  Its  adherents 
use  new  lingo  and  make  slightly  different  arguments — they 
hoard  jobs,  not  gold — but  their  poisonous  creed  is  in  essence  the 
same.  It  is  that  a  nation  can  enrich  itself  by  boosting  exports  and 
chasing  imports  away.  Mercantilism  is  behind  the  campaign  to 
make  the  Chinese  revalue  their  currency  upward.  The  prepos- 
terous notion  here  is  that  America  would  be  enriched  if  Chinese 
apparel  cost  a  little  more. 

Three  developments  have  converged  to  put  Adam  Smith- 
style  free  trade  on  the  defensive.  First,  central  banks — led  by  the 
Federal  Reserve — have  begun  to  mop  up  a  huge  liquidity  over- 
hang. Consequendy,  global  growth  has  decelerated,  and  accord- 
ing to  the  global  composite  leading  indicator  series  published  by 
the  Organization  for  Economic  Development  it  will  continue  to 
moderate.  Second,  the  U.S.  trade  deficit  will  hover  at  record  lev- 
els for  at  least  the  next  two  years.  Third,  China  has  increased  its 
"contribution"  to  the  U.S.  trade  deficit  from  9.4%  of  the  total  in 
1990  to  24.4%  last  year. 

Washington's  modern-day  mercantilists  believe  trade 
deficits  can  be  managed  by  altering  exchange  rates.  Therefore 
it's  not  surprising  that  China's  currency,  the  yuan,  is  in  the 
crosshairs.  According  to  the  Washington  consensus  the  yuan  is 
undervalued.  This  allegedly  makes  our  imports  from  China 
artificially  cheap  and  our  exports  to  China  artificially  expen- 
sive. To  level  the  playing  field,  the  managed  traders  recommend 
an  upward  revaluation  of  the  yuan.  This  solution  has  broad 
support.  The  Bush  Administration  wants  it,  the  China  Cur- 
rency Coalition  wants 
it,  and  Senators  Charles 
Schumer  (D-N.Y.)  and  I  P 


Lindsey  Graham  (R-S.C.)  want  it.  They  have  a  bill,  up  for  vote 
in  July,  to  slap  an  across-the-board  27.5%  tariff  on  Chinese 
imports  if  China  fails  to  revalue  the  yuan  within  six  months. 

Is  the  yuan  really  too  cheap?  Since  June  1995  the  yuan/dol- 
lar rate  has  been  set  in  stone  at  8.28.  Now  adjust  the  nomina 
exchange  rate  for  inflation  rates  in  China  and  the  U.S.  If  infla 
tion  in  China  has  been  less  than  in  the  U.S.,  then  the  real  value 
of  the  yuan  would  have  fallen  relative  to  the  dollar  and  Chim 
would  have  become  more  competitive.  That  is,  there  wouk 
be  some  logic  to  the  Schumer-Graham  attack  on  the  ex 
change  rate. 

As  it  turns  out,  during  the  last  decade  the  real  value  of  thi 
yuan  has  depreciated  by  only  2.4%.  It's  not  surprising  that  th< 
Cleveland  Fed  concluded  that:  "Overall,  movements  in  China' 
real  exchange  rate  since  1995  have  not  given  that  country  a  tradi 
advantage  relative  to  the  U.S.  or,  for  that  matter,  to  China's  othe 

key  trading  partners."  It's  clea 
that  China  stands  accused  oi 
false  charges.  It's  not  the  firs 
time,  nor  will  it  be  the  last. 

This  brings  us  to  anothe 
question.  Would  the  legislatioi 
proposed  by  Senators  Schume 
and  Graham  be  legal?  It  woul< 
clearly  break  the  World  Trad 
Organization's  rules.  Amon 
other  things,  the  U.S.  woul< 
trample  on  China's  Mos 
Favored  Nation  status  unde 
the  WTO  treaty. 

But  members  of  Congres 
don't  seem  to  give  a  hoot  abot 
breaking  WTO  rules.  Just  take  the  antidumping  amendment  c 
Senator  Robert  Byrd  (D-W.  Va.).  Senator  Byrd  slipped  it  into  a 
agricultural  appropriations  bill  in  2000,  and  supposed  free-tradt 
Bill  Clinton  signed  it  into  law.  The  Byrd  statute  allows  U.S.  com 
panies  to  file  antidumping  petitions,  have  tariffs  imposed  an 
then  divide  up  the  loot.  The  WTO  recendy  ruled  the  Byrd  amenc 
ment  illegal  and  authorized  other  countries  to  hit  the  U.S.  wit 
retaliatory  tariffs  unless  Congress  repeals  it. 

Not  surprisingly,  the  yuan  revaluation  proposals  remain  siler 
on  how  they  would  make  China  better  off.  During  the  last  decac 
China  has  avoided  the  Asian  financial  crisis  of  1997-98,  grown ; 
over  9%  per  year  and  suffered  less  inflation  than  the  U.S.  Wfr 
Because  it  had  a  fixed  yuan/dollar  exchange  rate  of  8.28.  A  revali 
ation  of  27.5%  would  throw  all  that  overboard  and  generate  ; 
least  a  20%  deflation  in  China,  among  other  things. 

I  smell  a  nasty  trade  war  and  a  consequent  weakening  < 
trade-led  economic  growth.  All  those  risk-oblivious  speculate 
borrowing  at  low  rates  to  invest  in  high-yielding  junk  and  emerj 
ing  market  bonds  will  be  in  deep  trouble.  You  should  go  the  othi 
way.  Sell  junk  and  emerging  market  debt.  Buy  Treasurys. 


It's  clear  that 
China  stands 
accused  on 
false  charges. 
It's  not  the 
first  time.  Nor 
will  it  be 
the  last. 


Forbes 


Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  in  Baltimore  and 
How  at  the  Cato  Institute  in  Washington,  D.C.  Visit  his  home  page  at  www.forbes.com/hanke. 
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COLLECTING 


Picking  Patrons  Tockets 

European  do-gooders  are  applying  forced  royalties  to  the  resales  of  artworks.  Are  artists 
the  winners?  Or  just  a  bunch  of  non-European  galleries?  |  By  Susan  Adams 


AT  AGE  77  BRITISH 
artist  Philip  Smith  is 
having  trouble  mak- 
ing ends  meet  on  a 
pension  of  $7,800  a  year.  Yet 
Smith's  artwork,  which  is 
based  on  bookbinding, 
fetches  impressive  prices  on 
the  auction  block.  Two  years 
ago  a  piece  that  Smith  sold 
many  years  ago  resold  at 
Sotheby's  for  $250,000. 
Smith  received  nothing  from 
that  transaction. 

Help  for  him  is  on  the 
way:  The  U.K.  is  adopting 
the  droit  de  suite,  or  artist's 
resale  right,  which  requires 
sellers  to  pay  artists  (or  their 
heirs)  as  much  as  4%  of  the 
price  every  time  a  piece  is 
resold,  for  up  to  70  years 
after  an  artist's  death.  (The 
droit  does  not  apply  to  sales 
between  two  collectors. )  The 
artist  must  be  a  citizen  or 
primary  resident  of  the 
European  Union,  or  a  citizen 
of  a  non-EU  country,  like 
Brazil  or  Turkey,  that  also  has  an  artist's 
resale  royalty  law. 

Droit  de  suite,  which  translates  literally 
as  "right  of  continuation,''  began  in 
France  in  the  1920s.  Nineteen  EU  coun- 
tries now  impose  it.  The  British,  despite 
strenuous  objections  to  it  by  the  Blair 
government,  will  apply  the  right  starting 
in  2006  for  living  artists  and  in  2010  for 


ARTISTS 

AGAINST 

UKiJl  I 
de  SUITE 

^TT..~.  .tcc  AOT1STS'  HUMAN  RIGHTS 


EUROPEAN 


DIRECTIVE  VIOLATES  ARTBTVWMAN  1 

ex ' 


dead  ones.  The  levy  applies  retroactively 
to  work  created  before  the  law's  adoption. 

You'd  think  British  artists  would  be 
jumping  for  joy;  Philip  Smith,  for  one,  is 
indeed  happy.  But  as  the  likely  effects  of 
the  royalty  sink  in,  collectors,  art  dealers 
and  even  some  artists  are  dreading  it.  A 
half-dozen  prominent  artists,  including 
David  Hockney  and  Anthony  Caro,  have 


come  out  against  the  droit. 
"We  have  a  healthy  art  mar- 
ket in  London,"  says  portrait 
painter  Emma  Sergeant.  "Any 
more  regulation,  any  more 
government  interference,  will 
drive  the  market  abroad." 

That's  precisely  what 
economist  David  Kusin 
insists  he  has  already  proved 
in  a  2005  study  his  Dallas 
research  firm,  Kusin  &  Co., 
conducted  for  The  European 
Fine  Art  Foundation,  the 
same  outfit  that  mounts  the 
gargantuan  annual  art  fair  in 
Maastricht,  Holland.  "The 
cream  of  the  crop  of  impor- 
tant modern  and  contempo- 
rary art  has  already  fled 
Europe  and  is  beginning  to 
leave  London  in  anticipation 
of  2006,"  says  Kusin. 

By  his  reckoning  the  U.S. 
in  2003  had  a  46%  share  of 
the  global  modern  and  con- 
temporary art  market.  The 
U.K.  had  24%,  while  France, 
the  first  country  to  impose 
the  droit  de  suite,  had  a  measly  4%. 

Such  a  flight  of  capital  is  exactly  what 
worries  Sergeant,  who  sells  her  work 
through  a  gallery  on  London's  posh  New 
Bond  Street,  not  far  from  Sotheby's  main 
auction  site.  "I  have  people  wandering  in 
off  the  street  and  buying,"  she  notes.  "If 
those  rich  people  are  [from]  Switzerland 
or  New  York,  I'm  going  to  lose  that  busi- 
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ness."  The  mentality  behind  the  droit  de 
suite,  she  insists,  "is  the  thinking  of  a 
cow — put  your  head  down  and  graze!" 

Not  so,  insists  Joanna  Cave,  head  of 
the  Design  &  Artists  Copyright  Society  in 
London,  which  hopes  to  administer  the 
U.K.  droit  de  suite.  (In  France  and  Ger- 
many the  fee  is  collected  by  comparable 
associations  that  uphold  artists'  rights.) 
Why  won't  sales  flee?  Because,  she  con- 


woiild  be  $3,650  (the  droit  falls  to  3% 
after  the  first  €50,000),  shipping  costs 
matter  less.  More  important,  work  sold  in 
London  doesn't  necessarily  originate 
there.  Once  the  droit  de  suite  kicks  in,  a 
Buenos  Aires  collector  looking  to  unload 
a  cache  of  Lucian  Freuds  would  have  a 
financial  incentive  to  sell  through  a  New 
York  gallery  rather  than  one  in  London. 
Besides  galleries  in  the  U.S.,  those  in 


The  mentality  is  like  "THE  THINKING  OF  A 


lown  and  grazel" 


tends,  art  will  always  be  sold  where  it's 
likely  to  get  the  best  price.  Besides,  she 
notes,  the  Blair  government  negotiated  a 
royalty  cap  of  €12,500  per  piece.  The  cost 
of  packing  and  shipping  art  out  of  the 
country  is  almost  always  higher  than  the 
royalty,  Cave  insists. 

Indeed,  insurance  runs  between  0.3% 
and  0.5%  of  a  work's  value,  and  shipping 
a  painting  from  London  to  New  York  can 
cost  $1,000.  On  a  $20,000  piece,  that 
would  obviously  exceed  the  $800  royalty. 
But  on  a  $100,000  piece,  where  the  droit 


Switzerland,  the  only  non-EU  European 
country  with  a  vibrant  art  market,  also 
stand  to  benefit,  says  Anthony  Browne, 
head  of  the  British  Art  Market  Federa- 
tion, a  coalition  of  dealers  and  auction 
houses.  Art  sold  in  Geneva  or  New  York, 
even  if  made  by  an  EU  citizen,  is  not  sub- 
ject to  the  levy.  Economist  Kusin,  his 
rhetoric  turning  a  deep  shade  of  purple, 
argues  that  any  British  dealer  who  thinks 
he's  not  going  to  be  hurt  by  the  droit  "is 
like  a  Jew  in  Germany  in  1938  saying  the 
Nazis  aren't  that  bad." 


One  sticking  point,  which  the  British 
government  must  resolve  by  the  end  of 
this  year:  art  fairs.  Can  a  London  dealer 
sell  a  Sigmar  Polke  at  the  Basel  art  fair 
without  paying  the  royalty?  Not  yet  clear. 

The  European  galleries  may  yet  be 
rescued.  Artists  can,  if  they  choose,  waive 
their  right  to  the  royalty.  And  the  rest  of 
the  world  could  always  adopt  a  similar 
royalty.  Think  it  can't  happen  in  the  U.S.? 

In  1987  Senators  Edward 
Kennedy  (D-Mass.)  and 
Robert  Kasten  (R-Wis.) 
sponsored  the  Visual 
Artists  Rights  Act,  which 
included  a  resale  levy.  Art's  superstars 
argued  fervently,  with  Robert  Rauschen- 
berg  in  favor  and  the  late  Willem  de 
Kooning  against.  De  Kooning  thought  it 
would  mostly  help  rich  artists  who  didn't 
need  the  money.  Naysayers  won,  and  the 
royalty  provision  was  dropped.  Today, 
alone  among  the  states,  California  apes 
Europe.  Since  1977  it  has  imposed  a  roy- 
alty of  5%  on  works  that  sell  for  more 
than  $1,000.  The  rule,  however,  is 
enforced  only  on  the  honor  system- 
which  in  California  means  spottily. 
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Making 
A  Killing 

In  the  private  equity  world 
of  Stephen  Frey's  newest 
thriller,  bullets 
are  flying 
faster  than 
buyout  bids. 
By  Larry  Light 


SCHMOOZE  INSTITUTIONAL  INVES- 
tors,  harangue  drag-butt  execu- 
tives, negotiate  megabuck  deals. 
These  are  the  things  that  fill  the 
lives  of  most  private  equity  types,  but  not 
Christian  Gillette's.  Gillette,  the  new  head 
of  elite  Everest  Capital,  spends  time  dodg- 
ing assassins. 

In  Stephen  Frey's  new  novel,  The 
Chairman  (Ballantine  Books,  $21.95), 
poor  Gillette — well,  not  poor  in  the 
bank  account  sense — finds  almost 
everybody  is  out  to  get  him. 
His  least  rabid  enemies  merely 
wish  to  see  him  canned.  Others 
want  to  see  him  dead.  At  his 
boss'  funeral,  somebody  blows 
up  Gillette's  limo  before  he  can 
get  into  it.  Then  a  wildly  shoot- 
ing gunman  traps  him  in  a  gas 
station  restroom.  Later,  cruising  in 
his  Lincoln  Town  Car  on  Park 
Avenue,  Gillette  almost  takes 
another  bullet.  If  he's  not  careful, 
he'll  end  up  like  his  boss,  whose 


drowning  wasn't  an,  er,  accident. 

The  reason  these  antagonists  want 
Gillette  dispatched:  lust  for  his  power  and 
treasure.  As  Everest's  chairman,  he  con- 
trols 27  companies  and  is  in  the  same 
league  as  Henry  Kravis  and  Thomas  Lee 
In  Mel  Brooks'  immortal  words,  "It's 
good  to  be  the  king."  Part  of  the  fun  ir 
this  book  is  that  a  paranoiac  existence 
doesn't  stop  Gillette  from  enjoying  the 
fine  life  of  a  financier,  surrounded  b)| 
sumptuous  luxury,  brown-nosing  digni 
taries  and  libidinous  women.  Too  bac 
one  of  these  ladies  comes  after  him  wit! 
a  knife. 

The  Chairman,  Frey's  tenth  novel, 
his  best.  As  always,  he  provides  twist 
galore,  great  action  and  crisp  dialogue 
But  what  he  excels  at  is  enriching  his  sto 
ries  with  financial  lore.  The  most  enticinj 
suspense  tales  give  readers  insights  into 
high-stakes  profession,  whether  it' 
defense  lawyer  (John  Grisham),  forensi 
pathologist  (Patricia  CornweU)  or  homii 
cide  detective  (Michael  Connelly).  Finaru 
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rial  thrillers,  however,  haven't  enjoyed  the 
popularity  of  legal,  medical  or  cop  novels. 
Too  few  writers  can  accurately  convey  the 
drama  of  markets.  Who  could  make  buy- 
ing an  oil  company  fascinating? 

Frey  can.  With  his  lively  writing  and 
cynical  humor,  this  author,  a  partner  in  a 
private  equity  firm,  is  a  captivating  tour 
guide  to  a  Wall  Street  wonderland  of 
greed,  folly  and  deceit  whose  rules  seem 
lifted  from  Ambrose  Bierce's  The  Devil's 
Dictionary.  Here's  how  Frey  defines 
"price":  "Everyone  has  one;  you  just  have 
to  find  it.  Then  be  willing  to  pay  it."  We 
learn  that  you  negotiate  an  acquisition  by 
pretending  not  to  want  the  prize  very 
much.  If  selling  a  company,  never  open 
the  bidding,  as  that  reveals  your  cards. 
And  should  your  high-risk  deals  all  blow 
up,  Frey  tells  us,  you  and  your  partners 
must  "scatter  for  places  where  English  is 
rarely  spoken." 

He  archly  conveys  the  addictive 
appeal  of  the  dealster  world  by  making 
the  following  observation  about  a  suc- 


cessful player  who,  when  he  hits  40, 
decides  to  quit  the  game  to  spend  more 
time  with  the  family:  "After  about  three 
months,  you  find  they  aren't  really  that 
interesting.  Or,  worse,  they  don't  find  you 
very  interesting." 

Gillette  is  Frey's  first  continuing  hero 
(we're  told  on  the  dust  jacket),  meaning 
he'll  be  the  central  figure  in  future  out- 


master  manipulator  who  views  truth  as 
commodity  to  be  rationed,  Gillette  doe: 
one  charitable  deed:  He  moves  an  impov 
erished  Latino  family  out  of  the  slum; 
and  into  a  McMansion.  But  it  later  turn 
out  that  he  exacts  a  price:  He  uses  th« 
family  as  his  private  goon  squad  to  rougl 
up  his  foes. 

Why  should  we  root  for  such  ai 


Too  few  writers  can  convey  THE 
OF  MARKFTS.  Frey  can. 


ings.  Yet  aside  from  his  athletic  abilities 
and  financial  acumen,  Gillette  has  little  in 
common  with  past  protagonists.  These 
typically  have  been  scrappy  working  class 
strivers  pitted  against  the  snooty  Ivy 
Leaguers  peopling  the  investment  world. 

Gillette,  brought  up  with  money,  is  a 
bit  of  a  snob  himself.  Right  after  his 
ascension  to  chairman,  he  haughtily  cor- 
rects a  friend  who  calls  him  "Chris": 
"Ben,  from  now  on,  call  me  Christian."  A 


unsporting  fellow?  Because  in  the  end  h 
does  well  by  the  few  good  folks  left.  An 
because,  like  Ian  Fleming's  antiherc 
James  Bond  (the  mean-spirited  book  ver 
sion,  not  the  amusing  movie  one, 
Gillette  engages  us  with  his  enviabl 
panache  and  awesome  courage.  Gillette' 
hobby  is  to  visit  pool  halls  solo  in  danger 
ous  neighborhoods  and,  with  no  cash  h 
his  pocket,  challenge  desperados  to  big 
dollar  games.  He  wins  every  time. 
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pictures  of  more  than  500  signed  limited 
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documented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
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and  break  millionaires.  Subscribe 
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report,  Oil:  Slam  Dunk  Investing 
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Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.corri/frb 


SILVERSEA 

CRUISE  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth  It  is  a  perfect 
graduation  or  birthday  gift  for  family 
and  friends   for  anyone  who  is  inter- 
ested in  investing  The  newest  edition 
gives  you  a  better  understanding  of 
everything  from  Financial  Statements 
to  Fundamental  and  Technical  Analysis- 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99  95 
(save  $50  off  the  regular  $149.95  pnce.) 

Go  to  www.forbcsinc.com/smc3  and  place  your 
order  now  or  call  1-80CM29-0106  and  gi»e  the 
operator  a  special  savings  code  of  S2QQ5 
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Investments 


20%  Annual  Target  Return 
Investment  Certificates,  Reg  D.  Rule  506 
Secuntizcd  by  raw  land,  for  reduced  risk. 
Real  Estate  collateralization  provides  safety. 
Watch  your  investment  Live  on  the  Internet. 
Available  for  IRA  and  quarterly  payout. 
www.Sec  uredByProperty.com 
ROI  Financial  (800)  998-7639 


Capital  Available 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


HOW  SHALL  WE 
LIVE  OUR  LIFE? 

Brother  Lawrence  Responds. 
Written  300  Years  Ago 

...Relevant  Today. 
Brother  Lawrence  Books 

Box  1426  Mesa,  AZ  852 10 
Fax:  (l)  480-834-1314 


Rent  a  villa  in 


For  a  free  M.  I 
catalog  call: 

800  280  2811 


ii  a  ill  ^ 

Italy 


www.parkervillas.com 


Forbes 


[The  Forbes  Collector] 


Masterpiece  or  Fake? 
Bargain  or  Ripoff? 

Let  The  Forbes  Collector  teach 

you  the  difference.  From 
American  landscape  painting  to 
modem  photographs  to  baseball 
memorabilia,  The  Fortes  Collector 
will  show  you  where  the  hidden 
gems  are.  Don't  miss  this  insider's 
guide.  Subscribe  and  get  4  Free 
Reports.  Call  toll  free: 
1-877-733-7876  or  go  to 
www.forbes.com/collector 


Waterfront  Subdivision, 
Building  Approved, 
Great  Investment. 
Multi-Million  Dollar  Project. 
Cocoa,  FL.  S2.95M 
Phone:  310-623-0661 


Florida  Real  Estate 


Sarasota  Florida 
Real  Estate  Opportunities 

Visit:  www.SeanDohertyRealtor.com 

for  a  FREE  Relocation  Package, 
Century  21  Aaward  Associates 
1-800-881-3669 
ask  for  Sean  Doherty 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customerservice 


EBBi 


[ATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

sit  Our  Web  Site:  nationalwatch.com 

h  &  Cheilnul  Slraels,  Philo  ,  PA  N  WD  aB*«>ofodhfaB«to 


323 


Tl  MESH  ARES 


;ave  up  to.. 

70 


% 


off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  I! 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 

IOLIDAYGROUP.com/fm 


iawaii  Vacation  Horn 


pUaui  &  Hawaii  : 

)  Private  Luxury 
Vacation  Homes  ^ 

Beachfront  Estates  &  Villas  J 
Avw.TropicalVillaVacations.com 
88.875-2818  ext  202, 206, 205 


Office  Furniture 


Premium  Ergonomic 
Task  Seating 

Full  features,  mesh  back 

Internet  special  -J399.m 
plus  ^O.0"  shipping 

www.e-chairusa.com 


eQ-chairUSA  866-474- 


Eg 


mi 


5ACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briarcliff  Manor,  NY  10510 
www.postureeducation.com 


ALL  TOLL-FREE  1-800-392-0363 
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I  Steven  Sears, 

I  949-262-1100  • 

CPA  •  Attorney  at  Law 

www.searsatty.com 

IAv, 

atiabiev-Ja 

ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  561 -627-7110 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/custotrierservice 


Mailing  L 


Unlimited  Sales  Leads 
&  Mailing  Lists 

12  different  databases  with  all  the  sales  leads 
and  mailing  lists  you  need! 


Business  Sales  Leads 


•  13  Million  U.S.  Businesses 

•  2.6  Million  Brand  New  Businesses 

•  11.5  Million  Executives  &  Professionals 

•  600,000  Manufacturers 

•  218,000  Big  Businesses 

•  5  Million  Small  Business  Owners 

How  does  it  work? 


Residential  Sales  Leads 

•  200  Million  People 

•  65  Million  Homeowners 

•  1 5  Million  New  Movers 

•  3.5  Million  New  Homeowners 

•  1 .7  Million  Bankruptcy  Filers 

•  12.5  Million  Households  with 
Children 


You  get  an  account.  You  can  select  your  criteria,  sort,  preview,  select  and 
download  your  sales  leads  &  mailing  labels  within  seconds.  You  can  get  sales 
leads  and  mailing  lists  for  any  geographical  area. 

For  a  FREE  seven-day  trial,  call  Rob  Martin 
at  866-313-8321  or  visit  SalesGenie.com 


5711  S.  86th  Circle 
Omaha.  NE  68127 


Sales, 


A  Service  of  IYI 


Internet:  SalesGenie.com 
E-mail:  SalesGenie@infoUSA.com 


THOUGHTS 


On  the  Business  of  Life 


t's  too  bad  nobody  can  afford  Mary  Wells.  She  starts  outshining  brightly  in  the  eyes  of  advertising  agency 
clients  and  overnight  has  the  first  instant-hot  new  agency  since  Doyle  Dane  Bernbach  bowed  in  a  decade 
ago.  Then  she  not  only  takes  her  agency  public  but  does  it  when  the  time,  and  hence  the  price,  is  right. 
When  the  market  plummets  she  decides  to  do  the  magnanimous  thing:  Go  private  again,  buying  back  for  $1 1 
what  she  said  was  worth  $17.50  six  years  ago.  This  returns  Mary  Wells  to  ownership  of  43%  of  her  agency. 
Wlien  she  writes  her  book  on  finance,  it  should  replace  most  existing  texts.       — MALCOLM  S.  FORBES  (1975) 


There's  no  point  in  success  if  you  don't  let 
it  go  to  your  head.  That's  what  it's  for. 

—JOHN  OTVVAY 


Success  isn't  everything,  but  it  makes  a 
man  stand  straight. 

—LILLIAN  HELLMAN 


// A  is  a  success  in  life,  then  A  equals  x 
plus  y  plus  z.  Work  is  x;  y  is  play;  and  z  is 
keeping  your  mouth  shut. 

—ALBERT  EINSTEIN 


The  compensation  of  a  very  early  success 
is  a  conviction  that  life  is  a  romantic 
matter.  In  the  best  sense  one  stays  young. 

— E  SCOTT  FITZGERALC 


Success  isn't  permanent,  and  failure 
isn't  fatal. 

—MIKE  DITK; 


Success  is  a  lousy  teacher.  It  seduces  smart 
people  into  thinking  they  can't  lose. 

—BILL  GATE! 


The  person  who  says  "I'm  not  political" 
is  in  great  danger.  Only  the  fittest  will 
survive,  and  the  fittest  will  be  the  ones 
who  understand  their  office's  politics. 

—JEAN  HOLLANDS 


She's  the  kind  of  girl  who  climbed  the 
ladder  of  success  wrong  by  wrong. 

—MAE  WEST 


No  illusion  is  more  crucial  than  the 
illusion  that  great  success  and  huge 
money  buy  you  immunity  from  the 
common  ilk  of  mankind,  such  as  cars 
that  won't  start. 

—LARRY  MCMURTRY 


Hie  only  way  to  succeed  is  to  make  people      Nothing  recedes  like  success, 
hate  you.  —WALTER  WINCHEL 

—JOSEF  VON  STERNBERG 


In  the  United  States  there's  a  Puritan 
ethic  and  a  mythology  of  success.  He  who 
is  successful  is  good.  In  Latin  countries, 
in  Catholic  countries,  a  successful  person 
is  a  sinner. 

— UMBERTO  ECO 


Success  is  how  high  you  bounce  when  you 
hit  bottom. 

—GEORGE  S.  RATTO] 


If  you  have  a  success,  you  have  it  for 
the  wrong  reasons.  If  you  become  popular 
it  is  always  because  of  the  worst  aspects 
of  your  work. 

—ERNEST  HEMINGWAY 


A  Text... 

He  that  covereth  his  sins 
shall  not  prosper:  but  who  so 
confesseth  and  forsaketh  them 
shall  have  mercy. 

—PROVERBS  28:13 

Sent  in  by  Edwin  Slesak,  Perryville,  Mo. 
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LIBRARY 


THE  ALL-NEW  MIDSIZE  H3.  LIVING  UP  TO  THE  OFF-ROAD  REPUTATION  HUMMER  MADE  FAMOUS. 
STARTING  AT  $29,500.  VEHICLE  SHOWN  $30,195*  COMING  SOON.  HUMMER.COM 
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"I  LIKE  TO  FLY 
AT  LEAST  ONCE  A  DAY." 

People  are  acquainted  with  the  star,  the  multi-faceted 
actor.  But  John  Travolta  is  also  a  seasoned  pilot  with 
more  than  5,000  flight  hours  under  his  belt,  and  is  certified 
on  eight  different  aircraft,  including  the  Boeing  747-400 
Jumbo  Jet.  As  a  young  boy  in  New  Jersey,  he  already 
used  to  dream  of  flying  as  he  watched  planes,  criss- 
crossing the  sky  around  the  New  York  airports.  Today, 
John  Travolta  travels  the  world  at  the  controls  of  his 
own  airliner  and  nurtures  a  passion  for  everything  that 
embodies  the  authentic  spirit  of  aviation.  Like  Breitling 
wrist  instruments.  Founded  in  1884,  Breitling  has  shared 
all  the  finest  hours  in  aeronautical  history.  Models  such 
as  the  Navitimer  have  become  cult  objects  for  pilots  the 
world  over.  Where  safety  is  of  crucial  importance, 
Breitling  is  known  as  the  specialist  in  reliable  and 
high-performance  "wrist  instruments"  designed  and 
tested  for  the  most  demanding  professionals.  Breitling 
chronographs  meet  the  highest  standards  of  sturdiness 
and  functionality,  and  are  equipped  with  movements 
that  are  chronometer-certified  by  the  COSC  (Swiss 
Official  Chronometer  Testing  Institute)  -  the  highest 
reference  in  terms  of  precision  and  reliability.  One  simply 
does  not  become  an  aviation  supplier  by  chance. 

WWW.BREITLING.COM 


BREITLING 


1884 


INSTRUMENTS   FOR  PROFESSIONALS 


SURGEON  GENERAL  WARNING: 

Cigar  Smoking  Can  Cause  Lung  Cancer 
And  Heart  Disease. 


America's 
Game. 

America  s 
Cigar. 


■  -  * 

The  timeless  rhythms 
of  the  game  of  baseball 
never  change. 

Neither  do  the 
uncompromising  steps  that 
make  every  Macanudo 
the  last  word  in  smooth, 
mellow  taste. 

And  that's  how  Macanudo 
inspires  the  passion  that 
makes  it  America's 
best-selling  premium  cigar. 


■ . 


MACANUDO. 

An  American  Passion . 

THE  BEST- SELLING  PREMIUM  CIGAR  IN  AMERICA.) 

Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 


"I'm  sorry  to  have 
missed  the  occasion 
when  the  hammerhead 
sharks  were  brought 
in  to  their  new  lagoon 
home  on  gurneys, 
through  the  casino. 
It's  not  every  day 
that  life  affords 
such  metaphorical 
congruence."  page 84 


84  Atlantis  on  Two  13-Year-Olds  a  Day 
Slip  sliding  away  in  the  Bahamas, 
by  Oliver  Bath 

88   A  Strong  Downeaster 

Maine's  Brooklin  Boat  Yard  builds  yachts  for  the  ages, 
by  David  Taylor 

92   I  Did  the  Funky  Chicken 

Stave  puzzles  are  fit  for  a  Queen, 
by  Taylor  Antrim 

94   You  Made  Me  Cry,  Argentina 

Full-contact  fly-fishing — the  latest  in  adventure  travel, 
by  Jerome  Cramer 

100  Toys  of  Summer 

Gifts  for  the  inner  child. 

by  Mark  Grischke.  Photographs  by  Ron  Reeves 

106  The  Summer  of  42' 
My  season  with  Suzy. 
by  Christopher  Buckley 

COVER  Beach  ball  puzzle  custom-made  for  Forbes  FYI  by  Stave  Puzzles  in 
Norwich,  Vermont.  Photograph  by  Ron  Reeves. 
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Departments 
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Usual  Suspects 

14    FROM  THE  EDITOR'S  DESK  |  Lazy  days 
ahead. 


16   THE  FYEYE  |  Artisanal  Cachaca;  the  new 
nutraceutical;  a  space-age  oven;  a  wicked 
underwater  weapon;  and  the  ultimate 
straw  hat.  All  the  best,  all  for  you. 

29   TRAVEL  |  Where  have  we  been  lately? 

Edited  by  Richard  Nalley 

110   MIX"D  Mt  a  |  Wild  waves;  a  villa 
in  the  Veneto;  Dean  on  ~iVD:  a  jazz 
legend's  return;  and  the  ersly  meat  guide 
you'll  ever  ne  ' 
Edited  by  Thon.as  Jackson 

116   Q&A  |  Auto-design  prodigy  Ralph  Gilles 
retools  the  classic  Dodge  Charger. 
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37  Collecting 

Members  of  the  B9  Robot  Builders  Club  are  still  happily 
lost  in  space, 
by  Tom  Huntington 

41  Golf 

Requiem  for  a  caddie, 
by  Todd  Pitock 

51  Electronics 

Aqua-friendly  gadgets  to  take  poolside. 
by  Thomas  Jackson 

59  Real  Escapes 

When  in  Venice,  do  as  the  Venetians  do:  Get  your  own  palazz 
by  Laurie  Werner 


71  Wheels 

A  Mustang  with  muscle,  classic  cars  on  the  block  and 
a  helmet  to  flip  for. 
by  Bill  Baker 

73  Style  &  Design 

Fossils  for  the  home — the  final  word  is  set  in  stone, 
by  Puddy  Doddridge 


"To  really  live  as  part  of  Venice 
part  of  the  fabric  of  the  city, 
you  need  to  stay  in  a  place  that 
is  lived  in  by  a  Venetian."  PAGE  59 
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There  are  places  where  the  grasp  of  time  simply  cannot  reach. 


From  the  Editor's  Desk 


School's  Out, 


Summers  In 
Party  Down 

THE  CALENDAR  YEAR  ENDS  DECEMBER  31,  BUT  NO  MATTER  HO 
long  it's  been  since  school  let  out  for  the  last  time,  June  still  feels  like  the  endi 
the  year.  The  whole  business  of  when  the  year  starts  and  ends  has  been  subjo 
to  change,  historically  speaking.  Until  the  late  16th  century,  the  New  Year  in  Fran 
traditionally  began  on  April  1  after  a  week  of  feasting.  When  King  Her 
III  adopted  the  Gregorian  calendar  in  1582,  New  Year's  was  officially  movedl 
January  1.  People  who  refused  to  accept  the  new  calendar  were  sent  silly  presei 
on  the  first  of  April  and  were  referred  to  as  "poissons  d'avril"  the  joke  being  that 
April  fish  would  bite  on  anything.  (In  France,  to  this  day,  the  tradition  is  to  g) 
chocolate  fishes.)  Two  hundred  years  later,  the  custom  crossed  the  Atlantic 
became  known  as  April  Fool's. 

But  back  to  June  and  the  pressing  question:  Why  don't  grown-ups  get  thi 
months  off?  We  at  Forbes  FYI  can't  do  much  about  that,  though  in  editorial  af 
editorial  we  have  supported  legislation  to  mandate  such  a  move.  (In  France  tr 
get  les grandes  vacances — why  not  here?)  But  until  the  President  signs  the  Extenc 
Summer  Vacation  Act,  all  we  can  do  is  offer  our  readers  our  annual  Summer  F 
issue,  which  would  bring  out  the  kid  in  anyone. 

Regular  contributor  Oliver  Bath  joins  us  again,  this  time  visiting  Atlantis  alp 
with  his  13-year-old  son  and  friend.  He  describes  the  giant  aquatic  theme  park  d 
casino  on  Paradise  Island  in  Nassau  as  "Baltimore  Aquarium  meets  Las  Vega 
This  isn't  the  only  fish  tale  in  the  issue:  editor-at-large  Jerome  Cramer  traveled 
the  way  to  Argentina  to  see  what  he  could  catch  in  the  amazing  and  beautiful  riv 
there.  It's  not  every  fresh-water  angler  who  can  report  being  assaulted  by  the  f 
he's  reeling  in.  (At  FYI  we  rigorously  fact-check  all  stories,  especially  the  01 
written  by  our  angling  writers.)  Above  the  water's  surface,  David  Taylor  writes  abc 
a  classic  wooden  sailboat  built  in  Maine  bv  the  grandson  of  the  great  Americ 
writer  E.B.  White,  a  tribute  to  the  pleasure  of  Yankee  hand-craftsmanship  in  1 
age  of  mass  production.  Speaking  of  which,  associate  editor  Taylor  Antrim  reports 
also  from  New  England — on  Stave  Puzzles  (see  cover),  so  uniquely  Americ 
that  a  First  Lady  of  the  United  States  gave  one  as  a  present  to  a  delighted  Qut 
of  England.  That's  the  good  news — the  other  is  that  thev  go  for  as  much 
$16,500.  But  look  at  it  this  way:  Think  of  all  the  money  you're  saving  not  hav: 
to  put  yourself  through  school. 

Enjoy  the  issue.  See  you  around  Labor  Day.  Don't  forget  the  SPF  30. 


Cu 
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TIP-TOP  TOPPER 

IN  MONTECRISTI,  ECUADOR,  GENERATIONS  OF  SKILLED  WEAVERS  HAVE  CRAFTED 

Panama  hat  bodies  from  indigenous  toquilla  straw.  For  16  years,  hatmaker  Graham 
Thompson  of  Optimo  Hats  has  made  annual  buying  pilgrimages  to  the  region.  In  that  time, 
Thompson  has  become  a  passionate  connoisseur  of  Montecristi  Superf  inos.  Alarmed 
that  only  about  20  weavers  remain  who  can  craft  Superfinos,  Thompson  was  moved  to  commission 
this  one-of-kind  obra  maestra,  or  masterpiece,  by  the  man  believed  to  be  the  area's  most  skillful 
weaver.  The  fruit  of  this  man's  labor  took  a  year  to  complete  and  yielded  1,500  weaves 
per  square  inch.  $12,000.  Optimo  Hats,  (773)  238-2999. 


More  to  the  Point 


*IFFE  SPEARGUNS  ARE  THE  GOLD  STANDARD  FOR  UNDERSEA  HUNTERS  WHO 
enow  the  excitement  of  bringing  home  the  bonito  in  the  open  ocean.  Jay  Riffe,  owner  of 
he  company  and  a  three-time  world-record-setting  spearfisherman,  makes  guns  that  are 
;ilent,  powerful  and  terminally  effective.  Shown  here:  Metal  Tech  #JS  speargun.  $445. 
'800)  SPEARGUN,  www.speargun.com. 


FIELDER'S  CHOICE 


^    -m    mm    * 


iidblad  the  tailor 


analyzing  a  P&L  at  the  foot  of  a  smoking  Mexican 
rolcano  or  performing  due  diligence  under 
20-foot-tall  bamboo  trees  sounds  like  the  perfect 
:orporate  expedition,  then  put  your  next  retreat 
n  the  hands  of  super-agent  Lisa  Lindblad.  After 
'ears  in  the  business,  Lindblad  is  known  for 
wealth  of  connections  around  the  world,  cultivated 

the  dictum  that  in  high-end  travel,  access  is 
ything.  From  her  relationships  with  yacht  brokers 
sr  knowledge  of  which  castles  have  enough 
irooms,  Lindblad  matches  corporate  goals 

exotic  locales  and  arranges  everything  from 
ie  tickets  to  A/V  equipment.  Team  building? 
car-racing  school  in  Connecticut.  Board 
ting?  Perhaps  an  after-hours  tour  of  Versailles. 
nclusive  price  varies  based  on  group  size 
location.  (212)  876-2554,  www.lisalindblad.com. 


YOU'RE  NO  MAJOR  LEAGUER— SUMMERTIME  MEANS  PICKUP 
innings  in  the  park,  a  round  of  catch  with  the  kids — but  don't  let 
that  stop  you  from  using  a  major-league  glove.  Our  favorite  is  the 
A3000,  Wilson's  top-of-the-line  offering,  and  the  game  glove  for 
players  such  as  Barry  Bonds  and  Kerry  Wood.  The  A3000  sports 
a  tough  exoskeleton  and  soft  Pro-Stock  kip  leather  that  combine  for 
a  firm  yet  comfortable  grip  on  the  ball.  $279.  www.wilson.com. 
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the  scents  of  summer 


SHED  THOSE  WINTER  LAYERS  AND  SLIP  INTO  SOME 
thing  lightweight— including  your  fragrance.  Specialty 
summer  scents,  less  potent  than  their  conventional 
counterparts,  are  as  hot  as  the  season,  with  clean,  crisp, 
versatile  aromas  certain  to  cool  your  mood.  Hamptons  by 
Bond  No. 9,  $180/3.4  oz.,  at  Bond  No. 9,  New  York; 
Essenza  diZegna  Acqua  d'Estate,  $39/3.3  oz.,  at  Ermenegildo 
Zegna  boutiques;  Del  Mar  by  Baldessarini,  $44/1.6  oz 
at  Marshall  Field's,  Robinsons  May  and  Saks  Fifth  Avenue. 


Garden 
Appointments 


The  visual  delight  of  a  garden  is  not  just  in  the  pea  vines  and 
heirloom  roses,  but  in  the  sense  of  harmony,  the  organic 
feeling  of  everything  belonging.  It  is  something  our  ancestors 
often  had  a  better  handle  on,  as  the  garden  inventory 
at  Drummonds,  a  Surrey-  and  London-based  architectural 
antiques  firm,  attests.  Best  known  for  its  handsome  Victorian 
bathroom  fixtures  and  reproductions,  Drummonds  can  also  fit  you 
out    th  a  custom  cast-iron  conservatory,  or  antique  garden 
ornanii  its  so  venerable  they  seem  almost  druidic.  Browse  its  websites 
(www.dt  mmonds-arch.co.uk,  www.dad-arch.co.uk)  for  examples 
of  wellheads,  water  troughs,  mushroom-shaped  staddie  stones, 
iron  finials  and  weathered  statues  (one  current  offering,  a  noble 
Sir  Walter  Sleigh,  is  priced  at  £23,000).  Not  only  are  these  items 
beautiful.  bu\  they  come  complete  with  a  century  or  several  of 
horticultural  harmonic  mojo.  Drummonds,  01 1-44-1428-609-444. 
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MID-CENTURY 
MODERN 

THROUGHOUT  THE  COLD  WAR,  EMECO,  A  CH/> 
company  out  of  Hanover,  Pennsylvania,  produced  utilil 
ian  aluminum  chairs  for  Navy  boats  and  government  bu 
ings.  Nowadays  Emeco  collaborates  with  designers  I 
Philippe  Starck  and  Frank  Gehry  to  create  chairs  that  ree 
that  era  with  classic,  mid-century  styling.  Their  latest, 
signed  by  Adrian  van  Hooydonk  and  BMW  DesignworksU! 
is  an  homage  to  an  original  Emeco  1951  hospital  chair, 
"new"  1951  is  at  once  straightforward  and  rakishly  c 
temporary,  with  a  brushed-a 
minum  frame  and  slung-b; 
molded  plastic  seat.  Availa 
in  five  colors;  stacks  six  hi 
$250  for  the  chair;  $360 
the  stool  (pictured).  (8t 
366-5951,  www.emeco.r 


FOUNTAIN  OF  YOUTH] 

ITT  VINCENT  BORBA  IS  BRINGING  HEALING  WATER  TO  THE 
Id,  hermetically  sealed  and  pastel-colored.  Loaded  with  of-the- 
nent  ingredients  such  as  ground  walnut  husks,  grape  seed  com- 
nd  and  guava  extract,  Borba  Skin  Balance  nutraceutical  water 
nises  beautiful  skin  "from  within."  Of  course,  what's  really  for  sale  is 
e  in  a  bottle — but  at  least  it  tastes  pretty  good.  Borba  Skin  Balance 
er,  450  ml  bottles,  $30  for  case  of  12,  at  Sephora,  Nordstrom, 
m  Bendel  and  Fred  Segal  Beauty.  (310)  300-8488,  www.borba.net. 


Off  the  Cuff 

Thomas  Pink's  new  custom  shirt  service, 
Personally  Pink,  will  guide  you  painlessly 
through  the  bespoke  process  at  their 
Madison  Avenue  store  (if  you  live  or  work  in 
Manhattan,  they'll  come  to  you).  With 
more  than  a  hundred  fabrics  and  plenty  of  cuff  and 
collar  styles  to  choose  from,  even  the  fussiest  chap 
is  sure  to  be  thrilled.  And  if  you  give  the  service 
as  a  gift,  Pink  will  throw  in  a  pair  of  monogrammed 
collar  stays.  Custom  shirts,  from  $275  to  $450, 
at  Thomas  Pink,  Madison  Avenue,  New  York; 
(212)838-1928,  madisonavenue@thomaspink.co.uk. 


•  •  SATURDAY  NIGHT  SPECIAL 

ER  YEARS  OF  RETURNING  HOME  FROM  HIS  SONS'  BASEBALL  PRACTICES  TO  FIND  DINNER 
hours  away,  TMIO  President  and  CEO  David  Mansbery  invented  the  revolutionary  Connect/ooven 

some  help  from  the  folks  at  the  NASA  Glenn  Research  Center.  This  dual,  stainless-steel  model  lets 
refrigerate  your  meal  before  you  leave  for  work.  You  can  then  set  two  separate  cooking  times  with 

phone,  PDA  or  office  computer.  Stuck  in  traffic?  Don't  sweat — you  can  change  any  refrigeration 
)oking  mode  from  your  cell.  Missed  dinner  altogether?  Just  let  the  meal  finish  cooking  and  set  the 
geration  function  again  for  later  munching.  There  is  even  a  "Sabbath  Plus"  mode,  allowing  you 
rogram  three  days'  worth  of  meals.  Just  pop  them  in  and  out  of  the  oven.  $7,500.  www.tmio.com. 
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JOLLY  OLD  ENGLAND 

IT'S  YARD  SALE  SEASON  AGAIN.  FOR  70-PLUS  YEARS,  THE  GROSVENOR 
House  Art  &  Antiques  Fair  in  London  has  attracted  some  of  the  world's 
finest  museum-quality  art  and  antiques  from  its  most  reputable  dealers — 
such  as  this  George  III  gilt-wood  mirror,  circa  1760,  offered  for  sale 
by  Kentshire  Galleries  of  New  York.  Every  piece  is  vetted  for  quality  and 
authenticity,  in  accordance  with  some  of  the  most  stringent  guidelines  in 
the  world,  and  comes  with  a  certificate  of  provenance.  Grosvenor  House 
does  not  restrict  itself  to  a  particular  period:  21st-century  collectibles 
commingle  with  antiquities  dating  to  3000  B.C.  For  further  information  or 
to  preview  items  in  this  month's  sale,  call  01 1-44-20-7399-8100  or 
visit  www.grosvenor-antiquesfair.co.uk.  The  fair  runs  from  June  16-22. 


THE SUPREMES 


THERE  ARE  STATUS  SUNGLASSES,  AND  THEN  THERE  ARE  CARTIER'S  NEW 
limited-edition  £  t  frames,  in  brushed  platinum  or  gold.  They've 

got  polarized  lensr  trim  and  these  famous  metal  screws—plus  a  price  tag  that 

forbids  you  to  lose  ti  '90,  at  Ca.  tiei  (800)  CARTIER,  www.cartier.com. 


SMOKIN 
CAJUN 


SMOKED  PORK 
SAUSAGE 


^  -  wo'WPamo,,    NELSON  AND  CAMI 
Jacob  set  the  Cajun 
world  abuzz  in  192) 
when  they  opened  t 
first  store  to  make 
and  sell  the  classic, 
previously  homemat 
andouille  pork  sausage.  Today's  fourth 
generation  family  proprietors  still 
follow  the  same  drill  down  in  LaPlace, 
Louisiana,  making  their  sausages  and 
other  products  according  to  a  secret 
recipe  and  smoking  the  meat  over  agei 
pecan  wood.  Jacob's  andouille  elevate 
gumbo  or  jambalaya  to  a  spiritual  leve 
but  it  tastes  pretty  damn  good  just  slic 
into  scrambled  eggs.  The  star  of  the 
lineup  may  be  the  tasso,  a  portion  of 
smoked,  seasoned  pork  roast  that  is  rij 
at  home  in  a  cream  sauce  over  fettucir 
but  compellingly  delicious  all  on  its  ov 
Jacob's  now  sells  a  range  of  products 
on  its  website  (www.cajunsausage.corr 
but  for  the  smoked  pig  tails  and  head- 
cheese, you'll  still  have  to  show  up  in 
LaPlace.  Jacob's  World  Famous  Andot 
&  Sausage,  (985)  652-9080. 
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BERNET  SAUVIGNQN  -  ITS  WHAT  WE  DO," 


91+ 

POINTS 

Robert  Parker's 
Wine  Advocate 

qoi  Month  Rosso 

ijjERNET  SAUVIGNON 


88+ 

POINTS 

Robert  Parker's 
Wine  Advocate 

2001  nai»a'  valley 
Cabernet  Sauvignon 


88 

POINTS 

robert  parker's 
Wine  Advocate  . 

2001  Alexander  Valley 
Cabernet  Sauvignon 


—  Mike  Martini 

87 

POINTS 

•'Robert  Parker's 
Wine  Advocate  ' 

2002  Sonoma.  Colm  y 
Cabernet  Sauvignon 


Colifomio  Toble  Winie,  U<)05  louii  M.Morlini  Winery  St.  Helend,  CA.  All  righh  reserved 
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Brazilian 
Whacks 


How  good  is  good  in  Cacha^a,  the 
elemental  Brazilian  rum  that 
launched  an  Amazon  of  caipirinhas? 
Olie  Berlic,  formerly  a  sommelier 
at  New  York's  Gotham  Bar  and  Grill, 
made  it  his  mission  to  find  out.  Three 
years  and  800  Cachacas  later,  he  returned 
home  (to  Greenwich,  Connecticut,  of  all 
places)  to  launch  his  Excalibur  line  of 
small-batch,  artisan-made  and  aged 
CachaQas:  Some  (Armazem  and  GRM)  he 
scouted  out  in  various  folkloric  corners 
of  the  country,  and  one,  Beleza  Pura,  Berlic 
developed  himself,  www.belezabrazil.com. 

A  very  refined  start  on  his  line  is  the 
Rochinha  (ho-CHEEN-yah)  five-year-old 
($38— there  is  also  a  12-year-old  at  $80), 
a  single-barrel,  82-proof  beauty  that  mingles 
a  sweet,  spicy  fruitiness  with  an  overlay 
of  wood  smoke.  Exotic  without  being  bizarre, 
the  Rochinha  will  put  the  bossa  in  your 
nova  sipped  over  ice  with  a  splash  of  soda, 
or  send  a  caipirinha  ("little  country  girl") 
very  uptown.  Here's  another  thought: 


THE  RIORITA 
2V2  ounces  Rochinha 

five-year-old  Cacha^a 
2  tablespoons 

Cointreau 
1  tablespoon 

Rose's  lime  juice 
1    orange  peel  (optional) 


Mix  the  Rochinha, 
Cointreau  and  Rose's  in 
an  ice-filled  cocktail 
shaker.  Swirl  and  pour 
(neat)  into  a  martini  glass, 
and  add  the  rakish  orange 
peel  for  tropica!  color. 


A  CUT  ABOVE 


FRENCH  INDUSTRIAL  DESiGNEFf  JEAN-MICHEL  WILMOTTE  BRINGS 
his  modernist  aesthetic  to  bear  on/the  Studio  Design  W.  line  of  table 
knives  from  Forge  de  Laguiole.  Witji  acrylic  handles  in  fluorescent  colors  ancj 
blades  of  stainless  steel,  the  six-knife  collection  is  a  slice  of  cutlery  bliss. 
$560.  Distributed  in  the  U.S.  by  Euroblade,  Evergreen,  CO;  (800)  706-0183. 
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DUCING  THE  QUATTROPORTE 

>ast:  a  potent  400hp  V8,  racing-inspired  front-mid-engine  design  and  an  Fl-inspired  6-speed  transmission  combine  to    j  A 
a  top  speed  of  over  170mph.The  beauty:  designed  by  Pininfarina,  produced  in  limited  numbers  and  admired  by  Car  and  =J 
*  for  having  "more  lascivious  curves  than  a  Fellini  fantasy."  Featuring  a  comprehensive  ownership  program  including  a 

)k-mile  bumper-to-bumper  limited  warranty  and  24hr  roadside  assistance.  877.MY.MASERATI  www.maseratiamerica.com/fby  MASERATI 
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•••  Charles  Jarboe 

CHARLES  JARBOE'S  LANDSCAPES  ARE  ROOTED  IN  THE  MARYLAND  SETTINGS 
his  family  has  called  home  since  the  mid-17th  century.  The  paintings  have  an  arresting 
quality  of  light  and  stillness  that  is  at  once  eerie  and  comforting.  Shown  here:  Three 
Steeples  and  the  Courthouse  Dome,  2004,  oil  on  canvas,  60"  x  58".  Prices  for  Jarboe's 
work  range  from  $5,000  to  $30,000.  For  more  information,  contact  the  Bernard ucci 
Meisel  Gallery,  (212)  593-3757 or  www.bernarduccimeisel.com. 


QUEST 
FOR 
FIRE 

■  t's  no  crime  to  use  a  gas 
I  grill — but  to  a  purist, 
I  it's  like  firing  up  a  giant 
I  microwave  on  your  patio. 
I  Tapping  into  the  true, 
primordial  pleasures  of  grilli 
(and  getting  a  better-tasting 
steak)  means  lighting  your 
own  fire  and  using  natural 
wood  charcoal.  Wicked 
Good  Charcoal  is  superdenst 
carbonized  lump  wood 
made  from  five  different 
kinds  of  Brazilian  timber 
certified  by  the  Forest 
Stewardship  Council.  With 
searing,  long-lasting  heat 
and  clean  flavor,  it  leaves 
supermarket  briquettes 
in  the  dust.  $7.25/1  lib.  6a| 
$13.50/22lb.  bag. 
www.  wickedgoodcharcoal.ca 
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mating  through  india  |  lounging  in  lausanne  |  Churchill's 
artime  lair  |  wine  and  elk  weekend  |  north  woods  outpost 


NDIA 


he  season  runs  from 
October  1  to  April  30. 
Total  five-day  package 
costs  $1,650  for 
a  single,  $1,900  for  a 
double.  (800)  5-0BER0I, 
www.oberoivrinda.com. 


rala  ■  The  converted  rice  boats,  the  kettuvalloms,  would  have  been  more  atmospheric,  but,  opting  for 
promise  of  greater  space  and  luxury  for  our  first  sail  through  the  backwaters  of  the  southwest  Indian 
;  of  Kerala,  we  signed  on  to  the  M.V.  Vrinda,  0BER0I  HOTELS'  BOAT  in  the  region.  •  At  first  glance,  we 
dered  if  we'd  made  the  right  choice.  The  boat,  nicknamed  "the  barge"  by  locals,  was,  indeed,  square 
squat,  looking  more  like  a  houseboat  built  for  cruising  Lake  Powell  than  a  vessel  intended  to  glide  through 
threadlike  canals  of  this  lush  and  tropical  region.  As  it  turns  out,  the  derisive  locals  had  a  point:  While  it 
fit  through  some,  the  Vrinda  can't  make  it  through  all  of  the  canals.  To  explore  those,  you  transfer  to  a 
ivallom  for  a  couple  of  hours  and,  in  these  narrow  passages,  watch  farmers  tending  rice  fields,  mothers 
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ADVERTISEMENT 


Westin  Hotels  &  Resorts 


The  Renewed  Westin  Kidl 
Club®  Appeals  to  Childrer 
And  Parents  Alike 


By  Curtis 


a  break  from  your  . 
 ordinary  vacation 


"Are  we  there  yet?" 

While  that's  a  familiar  question  to  any  parent 
who  has  ever  driven  a  car,  it  is  likely  to  take  on 
added  urgency  with  the  debut  of  the  renewed 
Westin  Kids  Club*. 

Westin  Hotels  &  Resorts  is  introducing  a  new 
concept  for  kids  ages  3-12,  called  "Destination 
Discovery."  The  program  will  appeal  to  chil- 
dren, as  well  as  to  their  parents  —  who  will 
have  more  time  to  head  to  the  spa  or  play  a 
round  of  golf  with  the  assurance  that  their  chil- 
dren will  be  well  taken  care  of  and  entertained. 

A  Change  of  Pace 

Upon  check-in  at  every  Westin  property  world- 
wide, each  child  receives  a  free  Westin  Kids 
Club  Welcome  Kit.  This  includes  a  special 
make-your-own  postcard  kit  with  colored  pen- 
cil set,  a  hat  embroidered  with  the  Westin  Kids 
Club  logo,  a  colorful  destination  map  that  will 
help  children  understand  just  where  in  the 
world  they  are,  and  more. 

In  addition,  at  Westin's  resorts,  the  Westin 
Kids  Club  offers  supervised  activities  daily.  The  on-site  activi- 
ties and  programs  allow  children  the  opportunity  to  discover 
each  unique  resort  location.  Children  might  go  on  a  "Taste 
Adventure"  and  learn  to  make  easy-to-prepare  regional  dishes 
or  go  on  a  tour  with  the  chef  of  the  restaurant's  kitchen.  In 
"Local  Vocal"  they'll  discover  the  music,  language  and  story- 
telling from  the  region,  sometimes  from  local  performers  who 
provide  great  insight  into  the  culture,  people  and  land.  And 
since  fitness  is  every  bit  as  important  for  children  as  it  is  for 
adults,  "Westin  Kids  Workout"  keeps  kids  active  with  nature 
walks,  dance  lessons  and  water  fitness  —  including  water 
aerobics  and  pool  activities  such  as  volleyball. 

The  fun  continues  into  the  evening  with  activities  such  as 
"Dive-In  Movies"  at  the  pool,  stargazing  adventures  to  learn 
about  the  stars  and  planets  and  talent  nights,  in  which  kids 
the  opportunity  to  show  off  their  abilities  and  perform  for 
their  irents  and  other  guests. 

~>b!e  Bonus 

In  ado  the  program  schedule,  children  enrolled  in  the 

West:  •  K  kib  program  alio  receive  a  Discovery  Rack.  This 

designer  !  ed  with  lun  ways  to  help  them  explore 

res<  and  remember  it  for  months  to  come. 


The  Discovery  Pack  includes  a  Westin  Kids  Club  members 
bracelet,  a  compass  on  a  key  chain,  disposable  camera,  w; 
canteen,  a  snack  typical  of  the  destination  and  a  special  p<. 
port  diary  to  record  their  adventures. 

Westin  Resorts  are  also  developing  a  special  series  of' 
property  excursions.  These  give  children,  as  well  as  tr 
parents,  unprecedented  access  to  local  craftspeople,  eve 
and  cultural  centers.  Whether  on-site  or  off,  all  Westin  ft 
Club  activities  are  planned  and  supervised  by  highly  train 
and  certified  Discovery  Directors. 

The  fees  for  the  Westin  Kids  Club  vary  by  location, 
typically  range  from  $30  for  a  half  day  of  activities  to  $55 
a  full  day.  (Some  off-site  excursions  and  nighttime  activi 
may  require  an  additional  fee.) 

The  Westin  Kids  Club  offers  kids  —  and  their  parents  — 
much  more  than  an  ordinary  vacation.  For  more  informati 
or  to  make  a  reservation,  please  visit  www.westin.com  or  i 
1-888-WESTIN1. 


Westin  q 

kids^  clu 


mmmm 

I  r  3lV6I 


SWITZERLAND 

Lausanne:  You  come  here 
for  the  view,  but  for  two  days 
I  couldn't  see  a  thing.  A  thick 
mist  hung  over  Lake  Geneva, 
whiting-out  the  French  Alps  on 
the  far  side.  In  the  lobby  of  the 
BEAU-RIVAGE  PALACE,  the 
elegant  directrice  pronounced 
the  weather  "romantic." 
I  bundled  up  for  a  sit  on  the 
terrace  outside  my  suite. 
"Cold,"  I  thought,  sniffling  and 
heading  back  inside  for  a  bath. 

Good  idea.  The  upside  of 
bad  weather  during  a  stay  at 
the  Beau-Rivage  is  an  excuse 
to  enjoy  the  indoors.  My 
bedroom  was  enormous  and 
plushly  appointed,  but  it 
was  the  bathroom  that  really 
impressed.  Dead  center  in 
the  vast,  marbled  space  stood 
a  tub  you  could  float  a  small 


washing  clothes  in  the  waterways,  young  boys  leaping  off  the  walls  to  have  a  swim  in  the  can 
What  you  get,  though,  by  sailing  with  the  Vnnda  is  a  floating  Oberoi — the  eight  cabins 
spacious  and  furnished  with  designer  bathrooms  and  good  beds  (although  the  beige/bn 
color  schemes  are  generic  and  safe;  I  would  have  loved  some  vivid  fabrics  and  the  painted 
niture  for  which  the  area  is  famous).  There  are  DVD  players  if  the  scenery — shimmering 
ters,  ancient  temples,  fishing  boats  casting  their  nets — somehow  isn't  enough. 

But  most  of  all,  the  boat  offers  aggressive  air-conditioning  and  spectacular  meals,  f 
freshly  squeezed,  sweet  lime  juice  and  just-baked  cinnamon  muffins  while  the  sun  is  con) 
up,  to  lunches  and  dinners  of  regional  Indian  and  continental  cuisine.  To  get  into  the  1 
spirit,  you  can  have  dishes  such  as  a  mouth-searing  and  utterly  delicious  Kerala  prawn  d 
with  fresh  coconut  and  curry  leaves  or  grilled  red  snapper  with  coriander,  ginger  and  soy. 
the  homesick,  there  are  options  such  as  grilled  chicken  with  rosemary  jus  and  farfalle  \ 
chicken  and  roasted  tomatoes. 

Before  the  cruise  sets  out,  there's  also  a  two-day  itinerary  in  Cochin,  center  of  the  for 
Malabar  Coast  spice  trade  and  a  town  that  shows  vestiges  of  the  Portuguese,  English 
Dutch  cultures  that  passed  through  it.  Guests  stay  in  eight  specifically  upgraded  suites  ini 
Trident  Hilton  Cochin,  intended  to  approximate  the  cabins  on  the  boat.  And  they  do 1 
enough,  although  they  can't  duplicate  the  feeling  of  being  afloat,  passing  nutmeg  trees  and  £ 
ing  boats  as  the  sun  is  coming  up,  and  sipping  the  first  watermelon  juice  of  the  day. 

—LAURIE  WERf 


It's  not  a  painting, 
it's  Lake  Geneva; 
below:  the  1861 
Beau-Rivage  Palace 


dinghy  in.  Jacuzzi  jets,  air 
bubbles,  Bulgari  soap,  a 
window  looking  out  on  Lake 
Geneva — taking  a  bath  was  a 
long,  contemplative  affair. 

Afterwards  I  went  to  explore 
the  ballrooms,  lounges,  bars 
and  restaurants  downstairs. 
Opened  in  1861  and  expanded 
in  1908  to  house  wealthy 
tourists  on  European  grand 


tours,  the  hotel's  belle  epoque 
glamour  has  emerged  intact 
from  its  recent  $74-million 
renovation.  There  are  original 
19th-century  marble  floors 
just  off  the  main  lobby,  and 
neo-baroque  frescoes  and 
stained  glass  in  the  ballroom. 
Lunching  on  steak  tartare 
among  Lausanne's  stylish 
elite  in  the  Cafe  Beau-Rivage, 
I  felt  like  a  character  in  an 
F.  Scott  Fitzgerald  novel. 

Keeping  in  mind,  of  course, 
that  Fitzgerald  himself  slighted 
Lausanne.  "This  corner  of 
Europe  does  not  so  much  draw 
people  as  accept  them  without 
inconvenient  questions,"  he 
wrote  in  Tender  Is  the  Night. 
Perhaps  he  had  bad  memories; 


Zelda  was  hospitalized  in  a 
sanitarium  near  here  in  1930. 
And  I'll  grant  him  his  point — 
Lausanne  still  isn't  a  must-visit 
European  destination. 

Which,  of  course,  along 
with  the  view,  is  another  reason 
to  come.  Wandering  through 
the  quiet,  13th-century  center 
of  the  town,  I  saw  few  tourists. 


Stopping  in  at  Durig  for 
extra-dark  chocolate,  I  had 
a  leisurely  chat  with  the 
proprietor.  Visiting  Domaine 
Daley,  situated  nearby  amoi 
steeply  terraced  vineyards, 
I  was  greeted  by  the  owner' 
son,  who  poured  me  a 
selection  of  bright,  mineralll 
chasselas  wines  in  the  wine 
14th-century  cellar. 

In  good  weather  the 
adventurous  can  choose 

between  Alpine  nil 
and  windsurfing  or 
the  lake.  For  the 
hungry  there  is 
fondue,  fresh- 
caught  perch  fillet: 
(a  local  specialty) . 
haute  cuisine  in  th 
Beau-Rivage's  La 
Rotonde,  which  ear 
its  first  Michelin  si 
this  year. 
And  there  is  the  view,  wt 
I  finally  got  to  see.  The  sun 
came  out;  the  French  Alps 
emerged  across  the  shimmei 
lake.  I  gave  my  suite's  terrac 
another  try — and  discovered 
the  ever-conscientious  Beau 
Rivage  staff  had  set  out  corr 
cushions.  Nice  touch. 

—TAYLOR  ANTRI 
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MONTANA 


iple  Creek  Ranch:  «  So,  what  wine 

>u  drink  with  elk?"  •  This  is  the  kind  of  question 
Lds  think  is  funny  when  you're  off  to  a  wine 
ng  on  a  Montana  dude  ranch.  Yes:  a  Vintners 
:kend  in  Big  Sky  Country.  Somehow  it  doesn't 
i  so  incongruous  once  you  get  to  know  TRIPLE  CREEK  RANCH.  •  Triple  Creek  fits  seamlessly  into  its  spec- 
ar  Montana  setting.  The  main  lodge  straddles  a  bubbling  creek  and  is  constructed  entirely  of  logs.  It 
es  the  bar,  comfortably  furnished  in  Ralph  Lauren-style  Western  chic,  and  a  dining  room  with  a  wood- 


ng  fireplace  and  enormous  picture  windows  beneath  a 
ig  cathedral  ceiling.  Guest  rooms  are  a  series  of  handsomely 
nted  one-  and  two-story  log  cabins  scattered  among  the 
:rosa  pines  and  aspens  surrounding  the  main  lodge.  There 
hing  very  Abe  Lincoln  about  any  of  this, 
iple  Creek  opened  in  1986,  was  bought  in  1993  by  Craig 
tt,  CEO  of  Intel,  and  his  wife,  Barbara,  and  became  a  mem- 
the  Relais  6c  Chateaux  group  the  following  year.  Recently 
ineries — Chateau  Montelena,  St.  Supery,  Chappellet,  Far 
:e/Nickel  8c  Nickel  and  Iron  Horse — visited  over  five  con- 
ve  weekends  in  the  spring.  I  was  lucky  enough  to  attend  the 
pellet  fest,  and  an  utter  delight  it  proved  to  be. 
oceedings  started  on  Thursday  evening  with  a  casual  recep- 
osted  by  Phillip  Corallo-Titus,  Chappellet's  winemaker  (all 
intners  Weekends  are  hosted  by  either  the  owner  or  the 
naker),  at  which  they  served  their  simple,  elegant  Chenin 
,  a  rarity  in  quality  California  wines,  and  a  gem. 
lis  was  followed  by  a  tasting  dinner  of  four  courses  paired 
our  Chappellet  wines.  Well,  call  it  ten  courses  really,  since 
rst  consisted  of  five  different  appetizers  to  accompany 
D02  Chardonnay,  and  the  second  had  a  trio  of  different 
:his  (herbed  with  a  truffle  butter  sauce,  sweet  potato  with  a 
fig  and  cherry  compote,  and  cocoa  with  a  duck  ragout)  to 
ice  the  2001  Merlot. 

r  course,  there  is  plenty  to  do  at  Triple  Creek  between 
;.  The  ranch  is  tucked  into  the  eastern  slopes  of  the 
•root  Range  in  southwestern  Montana  close  to  the  Idaho 
r,  and  surrounded  on  three  sides  by  1.5  million  acres  of  lin- 
ed National  Forest.  Given  this  setting,  it's  not  surprising 
:he  most  popular  nondrinking  activities  are  horseback 
;  and  fly-fishing.  A  recently  inaugurated  all-day  cattle  drive 
roved  a  big  success,  too. 


For  the  serious  hiker  there's  the  five-mile  hike  up  the  10,157- 
foot  Trapper  Peak,  from  which  to  savor  the  views  of  the  sur- 
rounding mountain  peaks  sliced  by  deep,  cavernous  valleys.  Or 
so  the  brochure  claims — I  didn't  make  the  hike  myself,  but  quite 
believe  the  descriptions  from  my  less  taxing  explorations  on 
horseback  and  AT  V. 

Friday's  Vintners  Weekend  event  was  a  90-minute  seminar  and 
tasting  during  which  Corallo-Titus  expounded  on  the  philosophy 
behind  Chappellet  wines  and  the  difference  between  the  various 
bottlings.  Now,  an  hour-and-a-half  discussion  about  wine,  any 
wine,  will,  in  most  circumstances,  be  a  total  and  utter  bore,  but 
Corallo-Titus  managed  to  sweep  up  even  the  most  inexpert  wine 
enthusiasts  in  his  ardor  for  his  wines  and  love  of  winemaking. 

But  the  high  point  of  the  weekend  was  the  Saturday  night 
dinner.  It  was  another  food-and-wine-pairing  feast,  but  this  time 
the  wines  were  Chappellet's  flagship  Signature  series  Chardonnay 
and  Cabernet  Sauvignon,  and  their  Pritchard  Hill  Estate  Vine- 
yard Cabernet  Franc.  My  favorite  was  the  torchon  of  foie  gras 
poached  in  Chappellet's  Old  Vine  Cuvee  Chenin  Blanc,  but  then 
I'm  a  sucker  for  foie  gras. 

As  I  rose  from  my  seat  at  the  end  I  spotted  a  family  of  six 
wild  turkeys  trotting  down  the  drive  outside  the  picture  win- 
dows. I  was  struck  by  the  thought  that  this  moment  perfect- 
ly summed  up  the  Triple  Creek 
Ranch  experience — you  enjoy 
the  splendors  of  life  in  the  Rocky 
Mountains  while  being  pam- 
pered day  and  night,  especially  at 
mealtime.  On  the  other  hand,  I 
never  did  discover  which  wine 
went  best  with  elk. 

—NICK  PASSMORE 


The  price  for  the  three- 
night  Vintners  Weekend 

package  is  $1,530-$2,985 
per  couple,  inclusive  of 

all  on-ranch  activities  and 
meals.  (406)  821-4600, 

www.triplecreekranch.com. 
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ENGLAND 


LONDON:  When  you  step  down  into  the  CABINET  WAR  ROOMS  in  the  heart  of 
Westminster,  London,  you  enter  a  brick  and  reinforced  concrete  warren  where  top 
politicians  and  military  strategists  ran  the  British  war  effort  in  World  War  II.  Few 
people  in  the  1940s  knew  of  the  existence  of  these  underground  War  Rooms,  and  it 


seems  that  they  were  almost  forgot- 
ten even  by  the  people  who  spent 
the  most  intense  years  of  their  lives 
here:  The  day  after  VJ  Day,  staff 
simply  walked  out  and  locked  them 
up.  The  museum  preserves  some  of 
the  spaces  that  way,  down  to  the  de- 
tail of  the  sugar  cube  ration  an  offi- 
cer had  left  in  his  desk.  The  place 
communicates  the  eerie  feeling  of  a 
past  not  quite  finished,  only  tem- 
porarily interrupted. 


The  first  of  the  Cabinet  War  Rooms  was  opened  to  the  pub- 
lic in  1084,  and  the  more  recently  renovated  and  restored 
Churchill  Suite  was  unveiled  in  2003.  A  new  Churchill  Museum 
has  since,  been  added  tc  the  Cabinet  War  Rooms  and  traces  the 
private  and  public    -     of  Sir  Winston.  But  it  is  the  narrow 


brick-walled  corridors,  yellow  lighting  and  sound  effects  in 
War  Rooms  that  transport  you  instantly  to  Churchill's  era, 
indeed  the  great  man's  ashtray  is  perched  on  the  nightstann 
his  bunker  bed,  complete  with  replica  cigar. 

Grab  an  audio  player  as  you  enter  (they're  free),  then  vv 
your  way  through  the  labyrinth,  keying  in  room  numbers  to 
an  explanation  of  their  purpose  and  occupants. 

The  Map  Room  was  manned  by  officers  who  monitor 
color-coded  bank  of  phones  and  issued  daily  updates  on  ti 
and  warship  movements  to  the  king,  prime  minister,  war  cab 
and  chiefs  of  staff.  Charts  and  maps  adorned  with  colored  pi 
pins  signified  troop  and  ship  positions;  a  box  nearby  has  e 

pins  at  the  ready.  The  whole  s| 
seems  almost  mundane  for  su 
momentous  time  in  world  his 
There's  even  a  crudely  drawn 
toon  of  Hitler  himself,  knoc 
on  his  butt,  yet  still  saluting 

Officers'  quarters  with  t 
standard-issue  cots  and  thin 
itary  blankets  are  a  reminde 
the  around-the-clock  work 
went  on  here.  There's  also  a  kin 
and  dining  room  (and  a  welc 
cafe  for  modern-day  visitors) 
look  right  out  of  a  British  1 
drama.  A  notice  board  in 
hallway  gives  a  cryptic  sumn 
of  the  day's  weather  to  those 
eluded  down  below. 

Seeing  the  primitive  swi 
board  and  the  BBC's  equipn 
room  is  a  jarring  reminder  of 
logistical  genius  required  to  o 
dinate  a  massive  war  offensive  without  the  high-tech  tool: 
take  for  granted.  Still,  you  can  see  one  of  the  great  advance 
the  day:  the  scrambled  phone  line  that  allowed  Churchi 
discuss  plans  with  the  American  president  half  a  world  avraa 

—JOANNE  CAJi 


• 


EYES  ONLY 

Clayoquot  Wilderness 
Resorts'  packages  include 
Vancouver-Tofino  return 
airfare;  airport  shuttle;  water 
taxi;  accommodation;  food  and 
beverage;  and  activities. 
The  season  at  Quait  Bay  runs 
April  to  November,  starting 
at  about  $2,250  for  a  three- 
night  stay  to  $6,100  per 
person  for  a  seven-night  stay 
June  through  September.  At  the 
Bedwell  River  Outpost,  the 
season  runs  May  through 
September,  with  prices  ranging 
from  about  $3,800  to  $7,600 
per  person  for  three  to  seven 
nights.  Guests  may  also 
combine  the  two.  (888)  333- 
5405,  www.wildretreat.com. 


tNADA 


ish  Columbia:  it  was 

ail  hour  at  the  CLAYOQUOT 
iRNESS  RESORTS'  BEDWELL 
OUTPOST  on  the  western 
of  Vancouver  Island  in 
h  Columbia.  Somewhere 
:en  mouthfuls  of  Mosquito 
•ysters  and  delicately 
ed  wild  Pacific  salmon,  a 
/  guest  remarked,  "I  asked 
:cretary  to  book  a  week  for 
>  far  away  from  my  ex-wife 
ssible,  but  still  on  the 
i  American  continent."  At 
quot,  you  are  probably 
I  way  away  indeed,  unless 
jx-spouse  is  an  orca. 
cached  by  floatplane, 
jpter  or  a  speedboat  ride 
"Tough  City,"  Tofino, 
the  Outpost  and  its  sister 


property,  THE  FLOATING  RESORT 
AT  QUAIT  BAY,  are  surrounded 
by  a  UNESCO  Biosphere 
Reserve.  Cedars  dating  back 
more  than  1,500  years  towered 
above  us;  our  closest  neighbors 
were  black  bears  and  bald 
eagles.  Add  to  this  tranquil 
picture  16  handsome  guest 
tents  furnished  with  hand-hewn 
beds,  down  duvets  and 
propane  stoves  to  take  off  the 
morning  chill,  and  we  had 
a  scene  reminiscent  of  an 
exclusive  Rockefeller  camp  in 
the  Adirondacks. 

The  next  few  mornings 
at  the  Outpost,  I  spent  happily 
horseback  riding  in  the  rain, 
salmon  fishing  in  the  fog  and 
kayaking  on  the  bay.  It  was 
August — or  Foggest,  as  the 
locals  say — but  that  did  not 
deter  the  hardier  guests,  who 


biked  or  hiked  up  to  see  the 
overgrown  remains  of  Bear  City, 
an  1860s  gold-mining  boomtown 
that  once  boasted  its  own  taxi 
service,  hotel  and  house  of 
ill  repute.  Other  guests  plunged 
into  the  Pacific  on  surfboards 
or  suited  up  for  an  orca  watch. 

We  may  have  been  camping 
in  one  of  North  America's 
wildest  spots,  but  we  were  not 
exactly  roughing  it:  Afternoons 
were  devoted  to  lazy  hot  tub 
soaks,  massages  in  the  spa 
tent  or  maybe  curling  up  with 
a  book  in  the  library  tent. 
As  the  sky  turned  a  deep  indigo 
blue,  I  joined  other  guests 
in  the  dining  tents  set  with  fine 
china,  silver  and  crystal,  all 
glistening  in  the  candlelight. 

Other  meal  opportunities 
beckoned  from  the  sister  lodge 
at  Quait  Bay,  20  minutes  by 


Packable 


CLIFF-CLINGING  HOUSES,  FUTURISTIC  TUBE  STATIONS,  SURREAL 
office  buildings — if  your  idea  of  a  morning  off  while  traveling  is  track- 
ing down  the  local  showstopping  edifice  by  Renzo  Piano  or  Richard 
Meier,  you  will  want  to  pack  the  "Travel  Edition"  of  The  Phaidon 
Atlas  of  Contemporary  World  Architecture  ($20).  The  handsome, 
compact  book  offers  more  than  1,000  color  pictures  of  buildings 
from  Oceania  to  Botswana  that  set  you  dreaming,  whether  you're 
on-site  or  on  sofa,  www.phaidon.com. 


water  taxi.  This  is  a  two-story 
floating  hotel  complete 
with  restaurant,  bar,  games 
room  and  16  very  comfortable 
guest  rooms  each  with  a 
balcony.  A  wraparound  deck 
connects  the  lodge  to  the 
shoreside  First  Nations 
traditional  longhouse  used  for 
conferences  and  weddings. 

The  night  I  went,  executive 
chef  Timothy  May  was  busy 
in  his  open  kitchen  preparing 
a  feast  that  started  with  organic 
cauliflower  and  rhubarb  soup, 
followed  by  grilled  marinated 
quail  salad,  a  little  blackberry 
sorbet,  a  great  steaming  plate  of 
fresh  local  Oungeness  crab, 
and  finally  an  apple-and-pear 
strudel  with  rum  butter  sauce. 
In  the  summer,  May  takes 
guests  foraging  for  fiddleheads 
and  chanterelles,  then  teaches 
afternoon  cooking  classes 
at  the  Outpost's  new  gourmet 
theater  and  kitchen  stage. 

Equally  delectable  is  the 
resort's  Healing  Grounds  Spa, 
nestled  among  lush  ferns  and 
ancient  cedars  overlooking 
Quait  Bay.  After  a  day  of 
reeling  in  all  those  big  salmon, 
kayaking  or  hiking  a  First  Nations 
trail,  there  is  nothing  like  a 
splash  under  the  waterfall  and  a 
steamy  soak  in  the  big  cedar 

hot  tub.  — DANNIELLE  B.  HAYES 
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THE 

SUITE  NEbJ  Y0RK  TO  LONDON 

DREAM 


UPPER  CLASS 


BOSTON  •  LAS  VEGAS  •  LOS  ANutLts  •  Miami  •  Nassau  ■  new  tumh  ■  NtwAMS  •  uhlanuu  •  SAN  i-hainusuu  •  WASHING  I  UN  DC 


With  a  10:50pm  departure,  those  aboard  The  Suite  Dream  slip  first,  into  their 
Sleep  Suit  and  second,  into  their  proper  bed,  complete  with  duvet.  Unless,  of 
.  course,  they  wander  down  to  the  bar  for  a  nightcap.  CEOs  networking  at  the 
bar  in  their  PJs  are  certainly  nothing  unusual.  No  less  the  norm  is  the  all-night 
blue  glow  from  the  film  buff's  Suite.  Whatever  your  late  night  pleasure, 
The  Suite  Dream  is  the  restful  favorite  for  the  jetrosexual  who  has  important 
places  to  be  when  the  sun  comes  up. 

To  book  your  flight  to  London  onboard  The  Suite  Dream 
please  visit  virginatlantic.com/010. 


MR/MS  JETSETTER 


NEW  YORK 
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Collecting  by  Tom  Huntington 


Lust  in  Space 

You  always  coveted  Will  Robinson's  personal  robot, 
dn't  you?  Now  you  too  can  have  your  own  model  B9. 
But — Danger!  Danger! — it'll  cost  you. 


ome  men  must  build  the  thing  they 
I  love. 

Dan  Livingston  was  one.  When 
as  young  he  loved  the  B9  robot  from 
television  series  Lost  in  Space,  and 
1  he  grew  up,  he  built  his  own  life-size 
ca.  He  installed  motors  to  make  it 
e,  electronics  to  run  the  lights  and  a 
itereo  with  MP3  files  to  make  the 
t  recite  dialogue  from  the  show.  So 
the  ongoing  project  has  taken  four 
>  and  cost  about  $4,000. 
ivingston's  robot  made  its  public 
it  last  Halloween,  standing  by  the 
g  room  windows.  "I  had  him  lit  up 
I  had  the  curtains  open  and  I  was 
y  to  go,"  says  Livingston,  an  electrical 
neer  for  Eastman  Kodak  in  Rochester, 
r  York  "And  then  the  first  kids  come, 
it  was,  'Cool  robot,  Mister.'"  Parents 
d  Livingston  where  he  bought  it.  "I 
't  buy  it,"  he  replied.  "I  built  it." 
ivingston  is  not  alone.  About  300  peo- 
rom  41  states  and  Australia,  England, 
ada  and  Japan  pay  a  $28  annual  fee 
nembership  in  the  B9  Robot  Builders 
b  (www.b9robotbuildersclub.com) 
:t  discounts  on  robot  parts  and  advice  from  fellow 
ibers.  The  discounts  do  come  in  handy — the  bub- 
lead  costs  more  than  $300,  and  the  blinking  "brain" 
idd  up  to  $1,500.  The  advice  helps  too,  because  a  B9 
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is  a  complicated  toy. 

"You  have  all  levels,"  says  Mike  Joyce, 
a  software  writer  who  runs  the  club  site 
from  his  home  in  South  Dakota.  "You  have 
people  building  everything  themselves, 
scratch  building  parts  from  common 
household  items.  They  can  build  a  respect- 
able-looking replica  for  a  couple  of  thou- 
sand dollars.  Then  you've  got  people  like 
me  who've  animated  them  and  put  in 
computers  and  motors,  and  sunk  $15,000  to 
$20,000  into  these  machines.  As  a  hobby, 
of  course,  but  you  get  a  little  obsessed  with 
it  after  a  while." 

The  object  of  this 
obsession  made  his 
television  debut  on 
September  15,  1965. 
Lost  in  Space  centered 
around  the  Robinson 
family  and  their  pilot, 
the  hotheaded  Major 
Don  West,  who  wandered  off  course  on 
their  way  to  colonize  Alpha  Centauri. 
Initially  a  serious  space  adventure,  Lost  in 
Space  became  increasingly  silly  during  its 
three-year  run  as  the  Robinsons  confronted 
everything  from  interstellar  hillbillies  to 
sentient  vegetables. 

Also  along  for  the  ride  were  ne- 
farious stowaway  Dr.  Zachary 
Smith  and  an  Environmental 
Control  Robot  Model  B9  that 
had  a  clear  bubble  head,  retractable  accor- 
dion arms,  a  barrel-shaped  torso  and  a 
distinctive  voice  that  often  warned  young 
Will  Robinson  about  some  of  the  cheesiest 
monsters  ever  to  appear  on  television. 

No  matter  how  goofy  things  became — 
or  how  many  insults  Dr.  Smith  hurled  his 
way — the  robot  retained  his  dignity  and 
grew  into  a  three-dimensional  character. 
He  also  became  a  stalwart  companion  to 
young  Will,  someone  on  whom  the  boy 
could  depend  in  an  emergency  or  when 
he  just  needed  a  pal.  Young  viewers  every- 
where wanted  to  have  their  own  mechan- 
ical friend. 

'As  a  young  kid  watching  this  show, 
I  didn't  realize  there  was  an  actor  inside 
the  robot,"  says  Joyce.  But  there  was.  A 
showbiz  veteran  named  Bob  May  wore  a 
cumbersome  robot  suit  for  filming,  while 
radio  announcer  Dick  Tufeld  dubbed  in 
the  voice.  (For  the  third  season  the  series 


also  used  an  unmanned  "stunt  robot"  for 
long  shots.)  The  robot's  designer  was  art 
director  Robert  Kinoshita,  who  had  earlier 
created  another  robot  icon,  Robby  from 
the  movie  Forbidden  Planet. 

Robby  provided  inspiration  for  Fred 
Barton,  who  bills  himself  as  "the  first  name 
in  movie  robots."  Barton  saw  a  television 
broadcast  of  Forbidden  Planet  when  he 
was  four  and  has  not  been  the  same  since. 
"My  parents  would  ask  me  what  I  wanted 
for  my  birthday  and  I  would  say  I  want 
Robby  the  Robot,"  Barton  says.  He  even- 


tually got  his  wish,  but  only  by  building 
his  own. 

In  the  early  1990s  Barton  went  on  to 
tackle  the  B9.  "I  was  the  first  to  have  the 
accurate,  computerized,  remote-controlled 
Lost  in  Space  robot,"  he  says.  People  heard 
about  Barton's  creation  and  began  con- 
tacting him  for  advice  or  parts,  and  even- 
tually these  would-be  Will  Robinsons 
coalesced  into  the  B9  Robot  Builders 
Club.  In  2004  Barton  restored  the  original 
B9  for  Microsoft  cofounder  Paul  Allen, 
who  placed  it  in  Seattle's  Science  Fiction 
Museum  and  Hall  of  Fame. 

Today  Fred  Barton  Productions  is 
one  of  the  B9  club's  official  vendors  and 
sells  everything  from  B9  parts  to  life-size 
Robbys  (ranging  in  price  from  $15,000  to 
$29,000,  depending  on  the  options).  "I 
never  thought  it  would  be  as  big  as  it  is," 
says  Barton.  "There  must  be  a  couple  hun- 
dred of  these  Lost  in  Space  robots  running 
around  the  country  in  various  stages  of 
completion  and  quality." 

Since  these  B9S  are  not  stamped  out 
on  an  assembly  line,  each  homebuilt  has 
its  own  individual  character.  Richard  and 
Diana  Schiavello's  "Fan  Memory  Version" 
is  much  sleeker  than  the  television  robot. 
The  original's  torso  was  somewhat  pock- 
marked, but  the  Schiavellos  remembered 
it  differendy.  "Because  of  the  low-resolu- 
tion TVs  of  the  day,  we  thought  that  the 
robot  was  smooth,  beautiful  and  pris- 


tine," Richard  says,  so  they  gave  their 
a  slick,  auto-body  finish.  It's  also  batti 
powered,  and  the  Schiavellos  can  rechj 
it  with  a  solar-power  hookup. 

Diana  Schiavello  is  one  of  the 
women  to  have  fallen  under  the  rob 
spell  (although  she  admits  to  being  "it 
of  a  Don  West  person"  as  a  kid).  In  fac 
all  the  menaces  the  B9  has  faced,  the  n 
implacable  may  be  club  members'  wi 
"Usually  the  wives  are  the  biggest  obst 
to  the  hobby,"  says  Barton.  Sometimes  t 
don't  want  a  robot  in  the  living  room 


they're  put  off  by  the  costs  and  the  1° 
of  obsession.  "My  wife  thinks  I'm  a  L 
nuts,"  admits  Dan  Livingston,  who  boi 
a  vacuum  pump  on  eBay  so  he  could  rr 
his  own  plastic  parts. 

B9  builders  tend  to  be  men  in  their 
and  50s  who  like  computers,  electro 
and  science  fiction.  "Back  in  the  '6 
was  watching  all  the  old  television  sh| 
that  had  anything  to  do  with  scie 
fiction,"  says  Mike  Loewen,  a  progr: 
mer  for  Penn  State  in  State  Colli 
Pennsylvania.  "I  always  had  an  intere: 
electronics  and  computers,  and  was  Id 
ing  around  the  Web  some  years  back 
thinking,  boy,  it  would  be  interest 
to  build  some  kind  of  a  robot."  T 
Loewen  found  the  B9  Robot  Built 
Club,  purchased  a  torso  and  a  bul 
head,  and  has  been  working  on  his  rc 
sporadically  for  about  five  years  since, 
a  very  slow  process  that  gets  interruj 
frequendy  by  fife,"  he  says. 

For  many  budders,  life  becomes  a 
manent  interruption.  "There  are  more 
gathering  dust,  unfinished,  probably  t 
there  will  ever  be  finished  becaus> 
the  magnitude  of  the  project,"  says  N 
Joyce,  who  plans  to  start  selling  limi 
edition  prebuilt  replicas  this  year  for  all 
$18,000.  "Even  those  who  are  finis 
will  claim  it's  never  done.  There's  alv 
something  they'd  like  to  make  a  1; 
better."  Some  might  say  they're  obsessi 


Sometimes  wives  don't  want  a  robot  in  th 
living  room,  or  they're  put  off  by  the  costs 

and  the  level  of  obsession. "My  wife 
thinks  I'm  a  little  nuts,"  one  builder  says. 
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AND  INVESTING... 

■ 

WATT,  COME  BACK 


It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can. to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 


Genworth 

Financial 

Built  on  GE  Heritage 


INSURANCE     INVESTING      RETIREMENT  INCOME      I  GENWORTH.COM 

tV^^  ,  !^surartce^  ^v4?^^n.8S>f.oduc,s  available  from  the  Genworth  Financial  family  of  companies 
jjlu'al  funds  and  variabl^ihsurance  products  distributed  by  Capital  Brokerage  Corporation. 
Yfember  NaSS^BG.  |&005  Genworth  Financial.  Inc.  All  rights  reserved.  GF030705 
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Golf  by  Todd  Pitock 


What  Ever 

Happened  to 
baddies,  Anyway? 

:  carts  may  have  added  comfort  to  the  game, 

but  they  also  drained  it  of  some  character  (and  characters) 


Golfer:  Do  you  think  I 
can  get  there  with  a five  iron? 
Caddie:  Eventually. 

n  his  day,  my  father  was  a  pretty 
*ood  golfer,  and  many  of  his 
warmest  memories  include  his 
;time  caddie,  Muscles.  Muscles, 
se  real  name  my  father  gazes  to- 
1  the  heavens  to  remember  ("Eddie 
ething"),  worked  in  a  correctional 
ity  near  Trenton,  New  Jersey,  and 
Id  caddie  at  a  country  club  in 
adelphia's  northern  suburbs  on 
mer  afternoons  and  weekends. 
)ne  Sunday  when  my  father  was 
ing  for  the  club  championship — 
hird  attempt  after  his  opponents 
c  unlikely  putts  to  win  the  previous 
— Muscles  didn't  show  up.  My 
er  went  off,  feeling  like  the  Lone 
ger  without  Tonto,  until  some 
!  after  the  match  started,  Muscles 
:ared,  dashing  across  several  fair- 
s  until  he  caught  up,  breathless, 
seized  my  father's  bag  from  whoever  had  stepped  in 
lim.  For  the  rest  of  the  match,  he  was  uncharacter- 
ally  solemn,  until  the  18th  hole,  when  my  father 
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YIP-EASE 

If  your  heart  skips  a  beat  with  each 
ten-foot  putt,  follow  the  pros  and  start 
tracking  your  pulse.  Simply  touch  your 
fingers  to  the  MioElite  Golf  XE's  sensors, 
and  this  sports  watch  will  measure 
your  heart  rate,  no  clumsy  chest  strap 
required.  Bringing  your  heart  rate 
closer  to  its  resting  value  should  help 
your  game,  and  the  watch's  other 
features  certainly  can't  hurt:  handicap 
calculation;  storage  for  course 
information  and  pars;  and  detailed 
statistics,  including  strokes,  putts,  sand 
saves  and  penalties.  Now  if  it  could  only 
cure  that  hitch  in  your  swing....  $180. 
(877)  566-4636,  www.miowatch.com. 


COOL  FUSION 

Short  game  need  work?  Give  it  some 
tungsten.  For  their  new  collection 
of  EX-1  irons,  the  engineers  at 
Tour  Edge  Golf's  high-end  Exotics 
division  have  fused  a  tungsten  sole 
to  a  stainless-steel  body,  moving  the 
weight  down  and  away  from  the 
face  of  the  iron.  The  result:  a  more 
stable  swing  and  a  higher  trajectory 
shot.  $899/set  for  stoel,  $l,099/set  for 
graphite,  www.  touredgegolf.com. 


drained  a  long  putt  for  a  championship- 
winning  birdie. 

"That's  it!"  Muscles  shouted.  "That's  it! 
That's  why  I  was  late!  That's  why  I  was 
late!  And  it  worked.  I  was  in  the  church 
praying  for  you  to  make  the  putt!" 

Genuine  affection  probably  inspired 
his  religious  fervor,  but  Muscles'  excite- 
ment possibly  also  had  to  do  with  money, 
since  he  got  15  percent  of  the  winnings, 
which  in  those  heady  days  could  run  to 
several  thousand  bucks.  Muscles  caddied 
exclusively  for  my  father  all  season  — 
impressive  in  a  few  ways,  not  least  that 
with  a  wife,  three  kids  and  a  law  practice, 
my  father  managed  to  play  so  much  golf. 

It  was,  as  he  often  says,  a  different  era. 
For  the  amateur  duffer,  it  was  no  doubt  a 
better  one — and  caddies,  I  suspect,  were 
one  of  the  reasons  why. 

Over  the  years  it  has  become  harder  to 
find  guys  like  Muscles  on  the  links.  Back 
when  caddies  were  a  fixture  of  golf,  cad- 
dying  had  an  honored  blue-collar  role  in  a 
largely  white-collar  game.  To  caddie  was 
to  learn  the  game  in  its  totality,  to  know 
the  paths  to  hazard  and  glory,  and  what 
each  player  needed  when  poised  on  the 
lip  of  one  or  the  other.  It  was  a  career 
for  some,  an  apprenticeship  for  others, 
including  such  legends  as  Byron  Nelson 
and  Gene  Saracen.  Caddies  helped  give  a 
pallid  sport  its  blush.  Of  the  many,  mosdy 
forgettable,  movies  about  golf,  the  one 
everyone  remembers  is  Caddyshack. 

Over  the  past  two  decades,  though, 
caddies  in  America  have  tracked  the  down- 
wardly mobile  career  path  of  milkmen  and 
typewriter  repairmen.  Management  and 
golf  pros  discovered  carts  were  engines 
of  profit  that  didn't  carry  the  figurative 
baggage  ot  tax  or  labor  issues.  Carts  didn't 
have  attitude  and  always  showed  up  for 
work.  They  were  meant  to  speed  up  the 
game,  which  addressed  players'  time  pres- 
sures and  would  also  allow  courses  to  get 
in  more  rounds  in  a  day. 

By  2002,  less  than  40  percent  of  U.S. 
private  clubs  had  caddie  programs,  and 
though  there's  no  data  on  daily-fee  or 
resort  courses,  observers  generally  agree 
that  fewer  than  10  percent  offer  them. 

The  problem  is,  carts  backfired  on  the 
game,  which  has  been  gathering  gurus  to 
work  out  why  more  people  don't  want  to 
play.  Are  carts  one  of  the  game's  problems? 


On  an  even  mildly  popular  course,  cj 
path-only  and  90-degree  rules  have  ci 
tributed  to  excruciatingly  slow  rour 
distorting  the  game's  rhythm  into  a  her 
jerky,  hurry-up-and-wait  affair.  You 
your  ball,  then  wait  for  the  group  in  fr 
of  you  to  hit  or  putt  out  while  somei 
passes  the  time  with  a  joke  that  aln 
invariably  involves  oral  sex. 

Call  it  Golf,  American-Style,  si 
caddies  are  still  the  norm  elsewhere, 
much  of  Asia,  they're  often  female. 
Thailand  last  year,  the  Pinehurst  Golf 
Country  Club  near  Bangkok  cause 
furor  when  it  announced  age,  height 
weight  requirements  that  would  effecti" 
boot  out  less-attractive  workers.)  Ch 
and  Cuba,  of  all  places,  have  adopted 
ultimate  capitalist  symbol  of  one  per 
toting  a  richer  one's  bags.  It  turns 
that  communism  is  all  very  well,  but  g 
alas,  has  certain  standards  to  maintaii 
outside  of  America,  at  least. 

"If  you  never  played  with  a  caddie, 
never  really  played  the  game,"  says  Dcr 
Cone,  who  incorporated  the  Professir 
Caddie  Association  in  1997  with  43  m< 
bers  to  preserve,  protect  and  promote 
field.  "In  its  purest  form,  golf  is  all  ab 
the  walk,  visualizing  the  shot,  getting 
focus.  You  have  someone  to  assist  yoi 
that  your  mind  is  in  that  mode  with 
all  the  running  around  and  conversati 
That's  why  the  pros  have  them.  It's 
just  reading  the  green;  it's  the  experie 
overall.  A  good  caddie  takes  strokes 
your  game." 

The  PC  A  provides  training  and  be 
fits,  and  its  certification  is  ostensibly  a  qi 
ity  seal  of  approval.  The  now  7,5oo-str> 
organization  is  working  on  a  youth  dc 
opment  initiative  to  seed  the  turf  with 
next  generation  by  enabling  young  gol 
to  earn  money  and  get  caddie  experie 
while  providing  the  service  to  golf  cou 
at  low  cost.  It  has  a  Caddie  Hall  of  Fa 
and  its  own  anthem,  "Five  Feet  Aw; 
The  song,  inspired  by  the  late  Br 
Edwards,  Tom  Watson's  longtime  cad 
who  died  in  2004  from  ALS,  will  be 
leased  at  this  year's  PGA  Champions! 
by  singer  Michael  Bolton,  an  avid  go 
who  wanted  to  pay  homage  to  his  c 
longtime  caddie,  who  also  died  last  ye 

Some  of  the  resistance  to  caddies  coi 
from  people  who  think  they're  only 


players.  Only  one  out  of  five  golfers 
istently  shoots  under  90  or  even 
tains  a  formal  handicap,  according 
search  done  by  the  National  Golf 
idation.  That  might  account  for 
places  not  feeling  much  urgency  to 
de  caddies.  If  you're  criminally  bad, 
all,  you  may  not  want  a  witness,  or 
a  judge. 

;t,  according  to  the  relatively  few 
ts  that  offer  walking  and  forecaddies, 
rs  of  all  levels  like  them. 
Vhere  we  have  the  program  in  place, 
le  highest-rated  guest  service  func- 
throughout  the  resort,"  says  Kevin 
mock,  vice  president  of  golf  for  the 
Carlton  Hotel  Company.  "It's  the 
widely  recognized  guest  experience." 
le  elite  hotel  chain  started  its  program 
White  Witch  Golf  Club  in  Jamaica 
officials  there  pressured  them  to 
oy  more  locals.  The  idea  was  that 
es  could  double  as  concierges  who 
i  know  and  serve  guests  better  than 
ther  staff.  Only  caddies  got  four-plus 
>  of  face  time,  after  all,  and  time's 


what's  needed  to  buff  the  patina  of  any 
fresh  relationship.  In  addition  to  faster 
pace  of  play,  the  caddies  repaired  divots 
and  ball  marks  on  the  greens,  which 
improved  course  conditions.  Ultimately, 
the  Ritz-Carlton  adopted  its  "Caddie 
Concierge"  program  as  a  standard  feature 
for  all  the  courses  it  manages  (currently 
three,  with  two  more  under  construction) 
because  the  company  believed  it  gave 
them  a  competitive  advantage  against 
resorts  that  didn't  have  caddies. 

"We  have  top-tier  designers  and  main- 
tenance, but  so  do  a  lot  of  people,"  says 
Hammock.  "This  was  the  next  layer  to 
separate  us  from  the  market." 

The  caddie  industry,  if  you  can  call 
it  that,  puts  forth  the  most  compelling 
argument  of  all  for  bringing  them  back: 
increased  profits,  the  very  reason  the 
courses  eliminated  caddies  to  begin  with. 
Happy  golfers  play  more,  and  they  are 
often  willing  to  pay  more  as  well. 

"What  can  a  facility  do  that  will  im- 
prove pace  of  play,  alleviate  cart  restrictions 
and  improve  the  experience  for  just  $20 


more  a  round?"  says  Michael  Granuzzo, 
founder  of  Caddiemaster  Enterprises, 
Inc.,  a  Pinehurst,  North  Carolina,  com- 
pany that  provides  caddie  programs  for 
clubs  and  resorts.  "You  can  utilize  that 
[added  value]  to  drive  rates  and  create  a 
memorable  experience." 

There  is,  finally,  one  more  reason  for 
caddies,  which  is  that  there  are  no  good 
cart  stories.  Carts  don't  have  names  like 
"Muscles." 

"Great  caddies  are  born  with  it,"  says 
Cone.  "They  have  charisma." 

The  caddie  code,  "show  up,  shut  up 
and  keep  up,"  is  just  the  kind  of  terse,  self- 
effacing  worldview  you'd  expect  from 
authentic  loopers.  But  they  don't  just  carry 
the  bags,  wipe  clubs  and  read  greens.  They 
make  quick  studies  of  their  players,  and 
learn  when  to  speak  and  when  not  to 
speak — and  what  to  say  when  words 
are  required. 

The  really  loyal  caddies  even  go  to 
church  and  pray  for  you — and  decades 
later,  the  players  who  loved  them  still  sing 
their  praises.  • 


Stay  Longer  and  Save3* 
Enjoy  guaranteed  savings  off  regular  rates  on  all  guest 
rooms  and  suites,  plus  complimentary  tennis  court  fees  and 
spa  fitness  classes,  as  well  as  reduced  golf  rates. 


$ 


189 


fro 

per  night 
offered  on  stays  of 
5  nights  or  longer 


J209 

per  night 
offered  on  stays 
of  3-4  nights 


fro 


per  night 
offered  on  stays 
of  1-2  nights 


Oceanfront  Spa  &  Beach  Club  *  8  Restaurants 
4  Bars  *  10  Tennis  Courts  *  4  Oceanside  Pools 
Family  Entertainment  Center  and  Kids'  Camp 
36  Holes  of  Golf  Including  the  new 
Breakers  Rees  Jones®  Course 

Reserve  online  at  www.thebreakers.com, 
contact  The  Breakers  at  1 -888-BREAKERS 
(273-2537),  or  call  your  travel  professional. 

THE  BREAKERS 

PALM  BEACH 

'Offer  valid  June  26  -  September  30.  2005  Rates  per  room,  per  night  on  Standard  Superior  accommodations,  subject  to 
availability  Maximum  2  guests  can  occupy  the  Superior  room  with  existing  bedding  Deluxe  and  higher  accommodations  are 
recommended  for  families,  children  16  and  under  stay  free  with  parentis)  in  room  Not  valid  in  conjunction  with  other  offers 
and  not  available  to  groups 
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Good  Life 


By  Brian  Scott  Lipton 

I  hat  does  living  the  good  life  mean  to  you?  A  cooling  cocktail 
A  ^m^^L  j^B  and  a  sizzling  steak  in  an  outdoor  oasis?  The  chance  to  watch 
fkmB  US    the  game  with  50  of  your  closest  friends?  A  friendly  hand  of 
poker  in  a  supremely  comfortable  setting?  The  opportunity  to 
read  your  favorite  book  without  interruption  from  the  outside 
j?  A  soak  in  a  soothing  tub  under  the  stars?  A  truly  restful  sleep  in  a  silken  king-size 
?  A  room  of  one's  own  to  start  the  day  in  peace  and  quiet?  A  Deco-inspired  dining  room 
re  you  can  enjoy  a  home-cooked  meal?  A  showplace  for  your  souvenirs  from  all  around 
/vorld?  You  don't  need  to  settle  for  just  one  of  these  fantasies.  You're  used  to  having 
jest...  deserving  the  best.  And  what  could  be  better  than  having  all  of  these  spaces 
3r  one  roof?  This  is  what  living  the  good  life  is  really  all  about:  The  CEO  Design  House 
he  Washington  Design  Center. 


O  O  M 


LONDON  TURNER  DESIGNS 


ving  is  particularly  easy  —  especially  in  the  summertime  — 
1  you  can  relish  the  Pest  of  the  interior  and  exterior  worlds 
ur  home.  To  do  so,  London  Turner  Designs  has  creat- 
es tranquil  refuge,  designed  to  entertain  friends,  family  - 
5t  you  and  your  loved  one  —  in  top-of-the-line  style.  The 
d  of  water  from  a  fountain  and  a  sand-colored  floor 
nted  by  a  gentle  brook  of  aqua-colored  pebbles  provide 
Dthing  backdrop  for  marvelous  al  fresco  dining.  So  throw  a 

on  the  gas  grill,  grab  a  cocktail  from  the  outdoor  bar  or 
'age  center,  and  then  sit  back  and  relax  on  the  comfortable 
uette-like  seating  or  around  a  lovely  round  table.  Then  do 
ne  more  thing:  thank  your  lucky  stars  for  the  chance  to  see 

stars  above. 


ADVERTISEMENT  2 


ROOM 


STAN  KELLY  INTERIORS 


THE  HOME  THEATRE  /  MEDIA  ROOM 


Night  after  night  of  taking  clients  to  dinner  or  mingling  at  cocktail  parties  can  turn  even  the 
most  social-minded  CEO  into  the  occasional  homebody.  But  being  home  doesn't  necessar- 
ily mean  being  home  alone  —  you  may  want  to  invite  some  friends  or  colleagues  for  an  infor- 
mal gathering.  Stan  Kelly's  roomy  and  beautifully  appointed  space  is  the  ideal  setting  for  a 
buffet  supper  for  up  to  50  people,  with  both  a  white  farm  table  and  a  more  modern  sofa/con- 
sole table  on  hand  for  serving  hors  d'oeuvres  and  luscious  libations.  In  keeping  with  its  pur- 
pose as  a  "home  theatre/media  room,"  a  state-of-the-art  plasma  television  by  Samsung  is 
ingeniously  hidden  over  the  fireplace  in  a  gorgeous  greenery-covered  box,  in  case  you'd 
rather  do  a  Super  Bowl  or  Oscar  party,  and  there's  also  a  superb  stereo  system  with  speak- 
ers concealed  in  the  ceiling.  The  lovely  stone  floor  literally  grounds  this  immaculate  space, 
and  its  mix  of  European  andAmericaniumiture  gives  fbe_room  . its  extraordinary  individuality. — 


SUSAN  GULICK  INTERIORS 


THE  GAME  ROOM  /  BAR 


Few  CEOs  leave  their  competitive  nature  behind  in  the  office,  si 
only  fitting  that  their  houses  have  one  special  room  where  theyJ 
participate  in  a  friendly  (or  not-so-friendly)  game  of  cards.  Su 
Gulick's  cleverly  conceived  contemporary  space  is  a  wonderful  i 
ture  of  dramatic  elements  including  beaded  wallpaper,  velvet  drap 
a  stunning  chocolate-and- beige  silk/wool  carpet  and  an  unusual  <j 
tal  chandelier,  in  addition  to  playful  touches  such  as  a  cusj 
designed  piece  of  artwork  that  invokes  dominoes  and  cushJ 
pillows  on  the  comfortable  lounge  chairs.  Most  fittingly,  the  rol 
three  focal  points  are  the  beautiful  warm -wood  game  table  and  crn 
an  ebonized-wood  bar  unit  with  leather-wrapped  doors;  and  a 
Samsung  plasma  television,  set  atop  a  smooth  lacquer  console,] 
is  equally  perfect:  for  playing  games  .orjusLwatching  them  U 


ROOM 


WHITNEY  STEWART  INTERIOR  DESIGN 


THE  LIBRARY 


Some  days,  living  the  good  life  means  simply  having  the  time  —  hard  as  it 
can  be  to  find  —  to  sit  down  and  read  a  good  book.  But  just-as  important  as 
having  the  right  book  is  the  right  space  in  which  to  read  it,  someplace  where 
you  can  fully  concentrate  on  the  wonders  of  the  printed  page.  This  stunning 
/,  created  by  Whitney  Stewart  Interior  Design,  redefines  the  con- 
cept of  true  iuxury  by  creating  a  true  sanctuary  for  peace  and  privacy. 
Settle  into  a  luscious  leather  sofa  or  comfortable  chair,  throw  a  log  into  the 
stone  fireplace,  grab  one  of  the  many  books  from  the  built-in  cases  and  let 
yourself  be  transported  into  the  world  of  the  imagination.  If  you  do  need  a 
momentary  diversion,  move  over  to  the  charming  game  table  and  indulge  in 
a  backgammon  match,  a  round  of  chess  or  checkers,  or  even  a  spirited 

,c  til  isb  your  bock. 


ADVERTISEMENT  4 


ROOM 


BARBARA  HAWTHORN  INTERIORS 


THE  LUXURY  BATHROOM 


'-fill 


The  typical  CEO  spends  too  much  time  each  day  inside  stuffy  boardrooms  and 
offices,  often  coming  home  long  past  the  hour  when  tennis  or  barbecuing  is  a 
realistic  option.  Barbara  Hawthorn  has  helped  solve  this  daily  dilemma  by  cre- 
ating a  sumptuous  outdoor  bathroom,  anchored  by  a  magnificent  soaking  tub 
and  highlighted  by  the  surprisingly  unassuming  yet  elegant  Kohler  Purist  Hatbox 
Toilet.  Staying  put  is  especially  tempting  since  Hawthorn's  room  is  also  outfitted 
with  a  Samsung  built-in  plasma  television,  and  the  tub's  lip  can  support  a  rub- 
ber-based wireless  phone  and  remote  control.  When  you  do  finally  emerge  from 
your  relaxing  bath  —  as  eventually  you  must  —  you  continue  living  this  outdoor 
fantasy  by  resting  on  an  expandable  stainless  steel  bench  (which  can  double  as 
a  massage  table).  Who  knows,  you  might  even  end  up  sleeping  under  the  stars. 


BASHA  WHITE  INTERIORS 


THE  MASTER  BEDROOM 


After  a  long  hard  day  at  the  office,  nothing  —  and  we  mean  nothing  —  is  more  imfl 
tant  tnan  a  good  night's  sleep.  Basha  White's  master  bedroom  is  the  ideal  spo| 
forgetting  about  the  cares  of  the  day  and  refreshing  oneself  for  a  full  and  produd 
tomorrow.  Softness,  texture  and  tranquility  are  the  key  elements  of  White's  de| 
scheme,  from  the  luxurious  linens  and  plush  wool  headboard  that  highlight  the  h| 
size  mahogany  bed,  to  the  soothing  antique  carpet  that  your  feet  will  touch  first  tl 
in  the  morning,  all  in  ultra-calming  neutral  colors  such  as  cream  and  gold.  Should  I 
require  the  comic  musings  of  a  late-night  talk  show  host  to  lull  you  to  sleep,  or  r| 
to  start  the  day  by  checking  in  on  the  latest  news,  weather  or  traffic,  a  Samsung] 
evision  is  conveniently  hidden  in  a  built-in  cabinet  in  the  room's  coiner,  where  it 
disappear  when  you're  not  watching  it.  Without  a  doubt,  your  dreams  will  be  as  sw 
as  can  be  in  this  supreme.y  comforting  —  and  comfortable  —  iqqiil_ 


ROOM 


CELIA  WELCH  INTERIORS 


THE  GENTLEMAN'S  QUARTERS 


The  author  Virginia  Woolf  wasn't  the  only  person  who  clamored  for  a  room  of 
one's  own.  Surrounded  by  hundreds  of  people  during  working  hours,  the 
smart  CEO  seeks  a  totally  private  space  to  begin  the  day  —  whether  to  get 
dressed  in  silence,  lead  the  paper,  check  the  morning  news,  or  prepare  a 
daily  report.  Celia  Welch  has  brilliantly  transformed  this  narrow  space  into  an 
elegant  personal  hideaway,  smartly  decorated  in  shades  of  blue  and  brown 
and  furnished  with  timeless  pieces  and  classic-looking  accessories  that  all 
combine  to  bring  warmth  and  coziness  to  this  retreat.  The  Samsung  television 
is  discreetly  hidden  behind  a  mirror,  while  across  the  room  an  inviting  club 
:hair  awaits.  Clutter  h-  ;spt  to  a  minimum,  though  a  nearby  bar  table  is  ideal 


t'owers,  your  mom;: 
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O  O  M 


H.O.R.N.E  INTERNATIONAL  DESIGNS,  INC. 


THE  DINING  ROOM 


ability  to  afford  four-star  restaurants  and  24-hour  room  service  is  certainly 
trker  of  the  good  life,  but  sometimes  the  true  meaning  of  living  well  is  hav- 
i  good  home-cooked  meal  (no  matter  if  it's  not  you  doing  the  cooking!), 
what  could  be  a  more  delicious  setting  for  a  simple  roast  chicken  or  fine 
nignon  than  H.O.R.N.E  International  Design's  Ait  Deco-influenced 
:  Modeme"  dining  room?  The  lush  life  is  reflected  in  many  of  the  room's 
fully  chosen  signature  touches:  the  round-topped  Lucite  dining  table, 
:urved  corner  of  the  fireplace,  the  rich  red  damask  curtains  (a  reproduc- 
3f  an  actual  1920s  French  fabric),  the  leaded  stained-glass  windows, 
authentic  Japanese  screen  and  the  Venetian  glass  chandelier  that 
is  from  the  domed  ceiling.  It's  a  feast  for  the  eyes,  and  an  ideal  place 
ci  jlinaryJeasLolyQUL-Qwn.  


RITA  ST.  CLAIR  ASSOCIATES,  INC. 


THE  CONNOISSEUR'S  RETREAT 


Being  a  top  executive  isn't  just  about  collecting  frequent- 
flier  miles;  it's  about  the  opportunity  to  collect  mementos  of 
your  travel  —  whether  they're  objets  d'art  from  the  capitals 
of  Europe,  artifacts  from  Australia  or  antiquities  from  Asia.  All 
that  matters  is  that  they  truly  mean  something  to  you.  Rita 
St.  Clair's  exquisitely  designed  room  is  a  splendid  show- 
case for  the  traveler  with  a  discerning  eye  —  one  who 
appreciates  the  gorgeous  lines  of  an  1 8th-century  Chinese 
opium  bed  or  the  haunting  beauty  of  a  Japanese  screen 
showing  an  actress  painting  her  face.  The  richness  of  all  of 
life's  many  experiences  is  reflected  in  the  room's  cobalt- 
glazed  walls,  gold-stenciled  border,  antique  Oriental  carpet, 
Florentine  footstool  and  Italian  chandelier.  A  center  table 
provides  a  spot-on  place  to  spread  out  books,  study  art- 
work or  simply  enjoy  a  light  repast.  To  each  his  own  taste, 
as  it  is  said.  


Celebration  of '  The  Good  Life 


THE 
WASHINGTON 
DESIGN 
CENTER 


Visit  The  CEO  Design  House  at  The  Washington  Design  Center,  Washington,  D.C.'s  premier  design 
destination,  to  see,  feel  and  experience  how  each  of  these  nine  world-class  designers  interpret  The  Good  Life. 

The  CEO  Design  House  will  be  open  through  June  25,  2005.  Monday  to  Friday,  10  a.m.  to  5  p.m., 
and  Saturday,  10  a.m.  to  3  p.m. 


The  Washington  Design  Center 

300  D  Street,  SW,  Washington,  D.O 


For  more  information,  call  202-646-61 18  or 
visit  merchandisemart.corn/dcdesigncent^r. 


OHLER 


Shall  we  dance  in  the  kitchen? 


"cod  when  you  have  a  refrigerator  that  inspires  you 
\  cheer,  or  simply  dance  to  your  favorite  concert  in 
th-.         vt  of  your  own  kitchen.  With  a  built-in  LCD  TV, 
nov,  ience  the  world  in  a  whole  different  way! 


Electronics  by  Thomas  Jackson 


Splish  Splash 


Thirteen  new  gadgets  that  can  take  a  bath 


I 

he  living  may  be  easy  for  you  this  sum- 
mer, but  it's  hell  on  portable  electronic 
devices.  While  you're  shooting  rapids, 
eking  in  the  surf  and  golfing  through 
sasters,  the  cameras,  phones  and  MP3 
;rs  you  can't  live  without  risk  catastrophic 
;ry  corrosion  and  permanent  data  loss.  Of 
se  you  could  leave  the  toys  at  home  when 
:'s  rain  in  the  forecast,  but  that  would  de- 
the  purpose  of  having  them,  wouldn't  it? 
get  makers  seem  to  think  so.  In  the  inter- 
f  keeping  you  turned  on  and  tuned  in  no 
:er  where  you  are,  they're  engineering  a 
generation  of  products  impervious,  or  at 
resistant,  to  the  ubiquitous  wet  stuff, 
entax's  5-megapixel,  watertight  OptioWP 
map  away  in  sideways  rain  or  up  to  five  feet 
ath  the  ocean's  surface.  It  has  a  speedy  .05- 
nd  shutter  release  and  a  generous  2-inch 
)  screen  ($350,  www.pentaximaging.com). 
le  other  end  of  the  technological  spectrum 
e  Frogeye,  Russian  camera  maker  Lomo's 
hibious  version  of  its  famed  Soviet-era 
ter,  the  Kompakt  Automat.  Waterproof  in 
)  13  feet  of  water,  it  takes  garishly  colorful,  artistically 
y  photos  ($75,  www.lomography.com). 
)n  the  telephone  front,  Nokia  offers  the  5140,  a 
Isome  if  chubby  handset  that  can  be  splished  as 
as  splashed,  but  not  completely  dunked.  (To  sup- 
lent  its  water  resistance,  the  device's  battery  is  en- 
ced  in  a  rubbery  internal  housing.)  The  phone  has 
nera  and  video  recorder,  as  well  as  an  unusual  array 
utdoorsy  features:  a  digital  compass,  a  flashlight, 
watch  and  FM  radio  ($250,  www.nokiausa.com). 
irola's  1325  IS,  a  push-to-talk,  GPS-enabled  Nextel 
ie,  is  a  gadget  fit  for  a  war  zone.  In  fact,  it  meets  mil- 
standards  for  dust,  shock,  vibration  and  rain  ($400, 
y.motorola.com).  And  for  the  war  zone  that  is  your 
yard,  there  is  Panasonic's  5.8GHz  cordless  phone, 
OC-TG5439S,  which  can  withstand  afternoon  thun- 


Trained  seals, 
clockwise  from  left. 
Pentax's  OptioWP, 
H20  Audio's 
iPod  case,  Nokia's 
5140,  Oregon 
Scientific's  MP120 


FORBES  FYI  51 


ter  a  morning  ol 


in  his, 


ieeh 


tissue  massaae  s perns  so  reiuinumw 


Elk  Mountain  Resort  offers  more  than  just  luxurious  accommodations,  fine  dining 
and  275  acres  of  pristine  Rocky  Mountain  wilderness  just  34  miles  out  of  Telluride. 
It  offers  you  Valhalla. .  .and  limitless  opportunities  to  challenge  your  body,  your  mind 
and  your  fears  in  ways  totally  unique  in  the  world  of  luxury  resorts.  Disappear  into 
"nature's  ultimate  playground"  for  the  week — or  the  weekend — with  your  spouse, 
your  family  or  your  friends  and  experience  an  adventure  unlike  any  other. 


Explore 
Elk  Mountain 
Resort  up  close 
with  our  free  DVD. 

970-252-4900 

elkmountainresort.com 


Eik  Mounthih  Resort 

^Luxury.  .  .  wi/k  a  /wig/ 


If  you  knew  cancer 
was  the  deadliest 
childhood  dis 


YOU'D  BE  IN- A 


Thirty  percent  of  children  with  cancer  today 
won't  live  long  enough  to  graduate  from 
college.  Our  kids  deserve  better.  Help 
us  support  research  that  can  help  them  live 
longer,  healthier  lives.  Call  1.800.458.6223 
or  visit  www.ConquerKidsCancer.org. 
With  your  help  today,  we  can  give  them 
more  .tomorrows. 


THE  BEGINNING  OF  THE  END 
FOR  CHILDHOOD  CANCER. 

'  '  Formerly  the  National  Childhood 
r  ;  Cancer  Foundation 


derstorms,  pool  splashes  and  tosses  acri 
the  patio  ($150,  www.panasonic.com). 

Some  gadgets,  like  handheld  GP 
are  waterproof  by  necessity — otherw 
they'd  be  useless  in  wet  and  woolly  plac 
The  latest  offerings  from  Garmin  (l 
GPSMAP  76C,  $536,  www.garmin.co 
and  Magellan  (the  eXplorist  600,  $4 
www.magellangps.com)  can  both  wii 
stand  total  submersion  for  up  to  30  m 
utes.  Garmin's  even  floats. 

Water  resistance  is  a  less  obvious 
quirement  for  televisions.  Neverthele 
a  company  called  SunBriteTV  has  j 
introduced  a  20-inch  flat-screen  LCD  1 
for  backyards  and  other  open-air  spa 
($2,195,  www.sunbritetv.com).  Equ 
surprising  is  the  raft  of  waterproof  M 
players  to  hit  the  market  recently.  S 
has  one,  the  256MB  NW-S23  ($1 
www.sonystyle.com),  as  does  Ore§ 
Scientific,  whose  512MB  MP120  pi 
MP3S  and  FM  radio  ($180,  www2.orej 
scientific.com).  Finis  has  released 
SwiMP3,  which  conveys  music  by  v 
rating  your  cheek  and  ear  bones  ($2 
www.finisinc.com).  H20  Audio,  mes 
while,  makes  watertight  housings 
iPods  and  a  heftier  version  for  iRiv 
300  series  MP3  players,  designed  expre: 
for  scuba  divers  (iPod  housings,  $150;  1 
1300  for  iRiver,  $200;  www.h20audio.co 
If  you  thought  exploring  shark-infes 
waters  was  exciting,  you  should  try  it  Vi 
the  Jaws  sound  track  blaring  in  your  eai 


TAPE  DISPENSE* 

•  Last  fall  JVC  released  the  world's  fir 
hard-disk  camcorder,  the  Everio  GZ 
MC100,  offering  home  videographe 
and  nascent  filmmakers  a  welcome 
alternative  to  those  little  miniDV  tap 
Now  they're  following  up  with  the 
GZ-MC500,  a  souped-up  version  wh 
separate  red,  green  and  blue  "CCD'' 
sensors  capture  tack-sharp,  vividly 
colorful  images,  even  in  low  light.  T 
removable  4-gigabyte  hard  drive  cai 
store  up  to  one  hOL 
of  DVD-quality 
L  video  (with 
I  Dolby  Digital 
or  thousands 
of  5-megapixel 
still  photographs. 
$1,800.  www.jvc.co 
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Grilling  out  has  gone  uptown.  Hot  new  products  are  stirring  the  passions  of 
backyard  chefs,  and  surprising  new  combinations  of  aromas  are  wafting 
from  shiny  professional-grade  grills.  Barbecuing  has  evolved  into  a  high-end, 
first-class  event  for  summer  time  grillers,  tailgate  party  hosts,  gourmet  cooks 
and  professional  pit-masters. 

"I've  noticed  a  lot  more  all-stainless-steel  models,  and  smoke  boxes  are 
gaining  in  popularity,  too,"  says  Ken  Callaghan,  executive  chef  at  New  York's  urban 
barbecue  restaurant  Blue  Smoke.  "The  new  electric  rotisseries  are  phenomenal 
for  beef  rib  eye,  large  pork  roasts  or  Asian-style  duck.  The  meat  cooks  more  evenly, 
and  you  don't  have  to  attend  to  the  grill  as  much." 

By  Susan  H.  Burnell 
or  lighter  summer  fare  at  home,     a  way  to  recapture  traditional  tastes  using 


Callaghan  likes  to  grill  a  combination  of 
tomatoes,  red  peppers,  sliced  onion  and 
zucchini   to  accompany  swordfish, 
salmon  or  tuna  steaks.  Before  serving, 
he  purees  some  of  the  vegetables  along  with  a 
bit  of  garlic,  vinegar  and  olive  oil  to  serve  as  a 
sauce  atop  the  grilled  fish. 

Cooking  meals  over  fire  is  a  form  of  enter- 
taining that  is  at  once  primal  and  au  courant. 
One  style,  "campfire  cuisine,"  has  evolved  as 


cast-iron  skillets  over  a  grill.  "It's  like  pan  roast- 
ing except  it  puts  smoke  flavor  into  the  food," 
explains  Scott  Roberts,  owner  of  the  Salt  Lick 
barbecue  restaurant  in  Driftwood,  Tex.  To  impart 
a  smoky  flavor,  he  spreads  water-soaked  pecan 
hulls,  hickory  or  live-oak  wood  chips  over  the  fire. 

For  a  main  course  that's  sure  to  ignite  a  lively 
discourse,  try  flavorful,  tender  and  nutrient- 
dense  buffalo  meat.  "Bison's  great  for  enter- 
taining, because  when  you  grill  up  some  bison 
steaks,  the  meat  becomes  the  focal  point  of 
the  conversation."  says  Dave  Carter,  the 
National  Bison  Association's  executive  director. 

Beyond  backyard  entertaining,  there's  a  cor- 
porate side  to  barbecue,  says  Ray  Lampe, 
author  of  Dr.  BBQ's  Big-Time  Barbecue  Cook- 
book (St.  Martin's  Griffin,  2005).  "The  business 
world  is  realizing  that  bonding  and  team-building 
goes  well  with  barbecue.  It's  not  just  food,  it's  a 
culture  —  full  of  history  and  traditions.  Barbecue 
taps  into  the  passion  people  have  for  food." 


i    MASTER  OF  THE  GRILLE 

" 1  he  distinctive  honeycomb  grille  of  CMC's  Yukon  Denali 
H  is  sure  to  get  you  noticed  at  a  summer  gathering.  From 
its  chrome-surround  grille  and  halogen  fog  lamps  to  its 
power  folding  side  mirrors,  Denali  badging  and  available 
v  •      20  inch  chrome  wheels  ,  tins  full-size  SUV  makes  an 
impressive  statement.  Beyond  its  luxurious  good  looks,  the 
Yukon  Denali  is  all  about  substance. 

Like  the  barbecue  grills  chosen  by  serious  chefs,  the  Yukon 
Denali  is  Professional  Grade.  Its  innovative  engineering 
exceeds  expectations  and  inspires  confidence.  Under  the  hood 
sizzles  a  Vortec  6000  V8  engine  with  the  most  horsepower  in 
its  classn.  The  Yukon  Denali's  tight  turning  radius  is  also  best-in- 
class".  Steering  and  control  precision  is  achieved  with 
full-time  all-wheel  drive  (AWD),  AutoRide®  suspension  system 
and  StabiliTrak®  vehicle  stability  control  system,  giving  you  a 
smooth  ride  and  precise  handling. 

Whether  you're  traveling  rugged  country  roads  in  search  of 
the  perfect  slab  of  ribs,  taking  a  weekend  trip  with  the  kids, 
towing  your  boat  to  the  marina  or  shopping  for  antiques,  the 
GMC  Yukon  Denali  offers  the  power,  security  and  comfort  you 
need.  It  has  a  towing  capacity  of  up  to  8,100  pounds*,  seating 
for  eight  and  104  cubic  feet  of  cargo  space5. 

You  and  your  passengers  will  appreciate  the  Yukon  Denali's 
nine-speaker  Bose®  premium  audio  system,  XM  Satellite 
Radio®*,  automatic  tri-zone  climate  control  and  available  rear 
DVD  entertainment  system.  The  available  touch-screen  naviga- 
tion radio  will  help  keep  you  on  track,  while  the  OnStar® 
service**  will  give  you  the  peace  of  mind  of  24-hour  connec- 
tivity to  a  live  advisor. 

Designed  to  a  higher  standard,  the  Yukon  Denali  reflects  your 
own  discerning,  intelligent  and  accomplished  style.  Its 
controlled,  powerful  presence  on  the  road  will  give  you  a 
relaxed  sense  of  confidence  knowing  you've  made  a  wise 
choice.  The  best  of  the  best  is  what  you  work  for,  and  it's  what 
you  can  count  on  when  you  own  the  precision-engineered, 
Professional  Grade  GMC  Yukon  Denali. 


MASTER  WHAT'S  BEYOND  THE  GRILLE 


Learn  more  about  the  GMC  Yukon  Denali  at 
www.gmc.com/denali.  Not  sure  which  GMC  is  right 
for  you?  Go  to  www.gmc.com  for  the  entire  lineup 
of  full-  and  midsize  SUVs  and  trucks  in  a  simple 
comparison  format. 

t  Use  only  GM-approved  wheel/tire  combinations.  See  dealer  for  details. 

tt  Based  on  2005  GM  Large  Utility  Segment.  Excludes  other  GM  vehicles. 

t  Maximum  trailer  ratings  are  calculated  assuming  a  properly  equipped  base 
vehicle  plus  driver.  See  the  GMCTrailenng  Guide  for  details. 

§Cargo  and  load  capacity  limited  by  weight  and  distribution. 

•Available  only  in  the  48  contiguous  states.  Basic  service  fees  apply. 
Visit  gm.xmradio.com  for  details. 

**An  OnStar-equipped  Yukon  Denali  includes  a  one-year  Safe  and  Sound  servicl 
plan.  Call  888^JONSTAR  (888^166-7827)  or  visit  www.onstar.com  for  system  liil| 
tations  and  details. 

©2005  Bose  Corp.  All  rights  reserved 
©2005  XM  Satellite  Radio  Inc.  All  rights  reserved. 
The  XM  name  and  related  logos  are  registered  trademarks  of  XM  Satellite  Radio| 

©2005  OnStar  Corp.  All  rights  reserved.  OnStar  and  the  OnStar  emblem  are 
registered  trademarks  of  OnStar  Corp. 

©2005  General  Motors  Corp.  All  rights  reserved.  Yukon,  Denali,  GMC  and  GMC 
logo  are  registered  trademarks  of  General  Motors  Corporation. 


WHILE  SUMMER  SIZZLES,  CORAZON  TEftUILA  SPARKLES 
>  state-grown  and  hand-bottled,  Tequila  Corazon  de 
Agave  is  the  world's  best-tasting  100%  blue  agave 
tequila.  Made  in  the  traditional  method  with  a  two-step 
distillation  process  and  aged  in  oak  barrels,  Corazon 
f  has  a  dazzling  authenticity  that  complements  your 
entertaining  style. 

Corazon  de  Agave  is  grown,  cultivated,  distilled  and  aged 
to  perfection  in  new  charred-oak  barrels  and  hand-bottled 
at  Destiladora  San  Nicolas  Estate  in  Mexico.  Corazdn  is 
created  from  100%  blue  agave,  grown  in  the  rich,  red  soil 
of  the  highlands  of  Arandas,  Jalisco.  The  agave  grown  in  this 
region  is  considered  to  be  the  largest  and  sweetest  of 
all  agave  plants,  and  takes  up  to  12  years  to  mature  to  full 
flavor.  For  this  reason,  Corazon  de  Agave  is  produced  from 
only  these  select  plants. 

Available  as  a  Blanco,  Reposado  or  Ahejo,  Corazon  can 
be  enjoyed  neat,  on  the  rocks  or  in  a  variety  of  cocktails 
that  are  sure  to  stir  conversation  and  add  sparkle  to  any 
barbecue  event. 

Corazon  de  Agave  Blanco  embodies  the  true  essence  of 
the  heart  of  the  agave  —  clean,  crystal-clear,  crisp  and 
smooth.  It  possesses  a  mellow  and  elegant  agave  flavor 
surrounded  by  a  hint  of  cardamom,  smokiness  and  subtle 
straw-like  notes.  Soft  and  creamy  on  the  palate,  its  finish 
is  warm  and  lingering. 

Corazon  de  Agave  Reposado  is  aged  in  new  Canadian  oak 
barrels  for  up  to  one  year,  resulting  in  a  softness  and  depth 
previously  found  only  in  fine  aged  cognac  and  single-malt 
scotch.  Like  these,  it's  meant  to  be  sipped  slowly.  Pale  bronze 


X 


in  color,  its  nose  is  complex  and  intriguing,  with  subtle  aga 
and  cedar  notes  summoning  up  the  sweet  fragrances 
vanilla,  dry  dates  and  almonds. 

Tequila  Corazon  de  Agave  Ahejo  is  also  aged  in  Canadh 
oak  barrels,  then  allowed  to  mature  fully  for  two  years  in  t 
barrels  as  it  absorbs  and  captures  the  natural  essenc 
imparted  by  the  oak.  When  it  emerges,  Corazon  de  Aga 
Ahejo  presents  the  smoothest  sipping  tequila,  richly  complj 
with  a  hint  of  vanilla,  almond  and  spice  undertones. 

Once  available  only  regionally,  ultra-premium  Tequ 
Corazon  de  Agave  is  now  imported  by  Sidney  Frank  Importii 
Company,  Inc.,  and  can  be  found  nationwide. 

Learn  more  about  the  passion,  precision  and  perfection 
that  goes  into  every  hand-numbered  bottle  of 
Tequila  Corazon  de  Agave  at  www.tequilacorazon.com. 

CORAZON  ULTRA-PREMIUM  MARGARITA 
1  1/2  parts  Corazon  de  Agave  Reposado 
3/4  part  Grand  Marnier® 
Fresh  lime  juice 
Splash  of  Amaretto 

Hand-shake  with  ice  and  strain  into  a  martini  glass. 
Add  a  splash  of  Amaretto  as  a  floater. 
Garnish  with  a  fresh  lime  slice. 

1  part  Corazon  de  Agave  Blanco 
1  part  cranberry  juice 
Splash  of  orange  juice 
Juice  from  half  a  lime 

Shake  all  ingredients  together  and  serve  straight 
up  in  a  martini  glass. 

Garnish  with  a  wedge  of  lime. 


Drink  Responsibly 

tequilacorazon.com 


Corazon*  Tequila.  40%  Alc_/Vol.  {80  proof).  Imported  exclusively  by  Sidney  Frank  Importing  Co.  Inc..  New  Rochelle.  NY  1 0:H 


WOK  ID  b  Bbil    LAKLit    jnlr  L  liiic  -r  u._.-.- .  ~ 


Great  service  doesn't  mean  being  seen 
It  means  being  noticed. 
The  difference  is  Crystal  clear. 


Luxury  as  they  say  is  in  the  details.  It  is  so  often  the  little  details  that  make  all  the 
different.  And  on  a  Crystal  cruise,  the  differences  are  many. 

Exclusively  on  Crystal:  World's  Best  Service  from  award-winning  European  dining 
staff.  Wine  tastings  with  the  Society  of  Wine  Educators.  24-hour  concierges, 
all  members  of  the  prestigious  "Les  Clefs  d'Or"  360°  teak  Promenade  Deck. 


Always  included:  Distinctive  worldwide  destinations.  Dining  at  all  specialty 
restaurants.  Specialty  coffees  and  pastries  in  the  Bistro.  All  non-alcoholic  bever 
Penthouse  butler  service  with  personal  bar.  Town  center  shuttle  service. 

To  experience  the  Crystal  difference,  contact  your  travel  agent, 
visit  www.crystalcruises.com  or  call  1  866  569  7200. 


CRYSTAL 


CRU 


Real  Escapes  by  Laurie  Werner 


A  Palazzo 
To  Call  Home 

rhe  timeless  world  of  the  Venetian  aristocracy  lives  on. 


I 

hree  truisms  about  Venetian 

citizens:  (A)  They  believe 

that  this  romantic,  illogical 
s  of  islands  is  clearly  superior 
e  rest  ot  the  Italy  and  psycho- 
rally  still  separate  from  it; 
hey  don't  mind  climbing  like 
ntain  goats  up  and  down  the 
;  of  bridges  and  can  navigate 
ifying  labyrinths  of  streets; 
they  operate  within  a  social 
ture  that  is  insular,  exclusive 
'arely  infiltrated  by  tourists, 
ou  can  adapt  to  A  and  B  after 
ding  some  time  here,  but  the 

way  to  experience  C  is  to 
don  hotels  and  move  into  a 
te  residence.  "  To  really  live  as 
of  Venice,  part  of  the  fabric  of 
ity,  you  need  to  stay  in  a  place 
is  lived  in  by  a  Venetian,"  ex- 
s  Riccardo  Lanza,  a  partner  in 
:a  &Baucina,  a  London-based 
oany  that  organizes  private  rentals,  property  pur- 
rs, private  tours  and  events  in  Europe.  "Even  if  you're 
e  top  suite  at  a  hotel,  you're  still  in  mass  tourism, 
re  still  sharing  the  same  concierge." 
enting  an  apartment  can  be  daunting,  however.  The 
s  filled  with  palazzo  owners  renting  out  dreary  spaces 
etter  than  third-rate  hotel  rooms.  One  shining  ex- 
on  is  the  Palazzo  Mocenigo,  a  grand  16th-century 
e  near  San  Marco  belonging  to  Francesca  Bortolotto 
ati,  owner  of  the  Hotel  Bauer  and  II  Palazzo,  and 
y  available  to  rent.  The  five-bedroom  piano  nobile,  or 


Kick  off  your  Pradas:  a  drawing  room  in  the  Palazzo  Accademia 
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Out 
to  the 
Ballgame 


Take  Me  Out  to  the  Ballgame 

Offer   includes   overnight  guest 
room,  a  discount  on  two  tickets  to 
the  Marlins  Baseball  game.  Free  SELF 
parking  and  "take  me  out  to  the  ball 
ity  upon  arrival 


main  floor,  with  its  18-foot  ceilings,  rare 
antique  pieces  and  Deco  extravagances 
(such  as  a  gold-tiled  bathroom  with  a  swan 
motif)  faces  the  Grand  Canal  on. one  side, 
an  Italian  garden  on  the  other.  Nestled 
within  the  garden  is  the  more  modest  but 
still  charming  town  house,  a  one-bedroom 
duplex  with  simpler  furnishings  and  a  full 
kitchen,  stocked  by  the  staff  of  the  Bauer, 
who  act  as  support  for  both  residences. 

Both  are  unoccupied  and  can  be  rented 
at  any  time.  But  the  most  Venetian  option, 


a  theatrical  designer. 

In  order  to  match  client  to  apartma 
Lanza  8c  Baucina  conduct  extensive  p 
sonal  interviews.  Once  a  guest  is  in  r< 
dence,  they  also  coordinate  other  aspe 
of  their  stay:  arranging  introductions 
interesting  citizens  in  town;  organiz 
private  tours  of  the  Doges'  Palace  or 
Guggenheim  after  the  crowds  have  gc 
home,  or  of  palaces  owned  by  relati 
and  friends  that  are  never  open  to 
public;  setting  up  the  best  guide,  the  1 
boatman,  the  best  table  i 
restaurant.  "Basically,  yoi 
living  as  the  owners  wou! 
says  Lanza. 

And  if  the  experiei 
leads  to  a  desire  for  a  Ion 
commitment  to  Venice,  t. 
also  arrange  property  sa 
(The  going  rate  these  d 
for  Venetian  palazzi  in  a  : 
estate  market  that  gener 
goes  solidly  up:  about  $13,0 


as  Lanza  suggests,  is  to  take  one  of  the 
residences  that  are  currently  occupied 
and  temporarily  slip  into  that  owner's  life. 
Through  personal  connections  (Lanza 
and  his  brother,  Aleramo,  are  counts, 
their  partner,  Antonio  Licata  di  Baucina,  a 
prince),  his  firm  exclusively  represents  eight 
of  the  most  beautiful  private  residences  in 
the  city,  and  the  owners  can  be  persuaded 
to  move  out  for  a  stretch  so  a  guest  can 
move  in.  All  are  in  prime  locations: 

•  A  five-bedroom  palazzo  on  the  Grand 
Canal  near  Campo  San  Barnaba  in  Dorso- 
duro  with  striking,  eclectic  decor — con- 
temporary pieces  mixed  with  brocade  walls 
and  ornate  gilded  mirrors — offers  one  of 
the  highest  terraces  overlooking  the  city. 

•  The  Palazzo  Accademia,  with  an  old- 
world  elegance  worthy  of  a  doge,  has  two 
bedrooms,  grand  salons  furnished  with  an- 
tiques and  intricate,  massive  chandeliers 
and  four  tall  windows  on  the  Grand  Canal. 

•  Marie  Armenta's  exquisite  apartment, 
which  also  looks  out  on  the  Grand  Canal 
on  one  side  and  a  garden  on  the  other, 
has  three  bedrooms,  a  tiled  Moroccan 
fantasy  bathroom,  museum-quality  Empire 
furniture,  a  mix  of  gorgeous  objets  that 
she's  assembled  during  her  international 
travels  and  evocative  North  African- 
themed  murals  painted  by  her  daughter, 


per  square  meter  for  top  properties 
$5  million  for  a  really  special  place.) 
process  of  acquisition  can  be  particu 
ly  long  and  complicated,  but  Lanz;; 
Baucina  stay  with  you  throughout — e 
through  the  inevitable  restoration.  (If 
think  restoring  an  old  house  is  challe 
ing,  try  working  on  one  built  over  wal 
But  that  struggle,  for  those  preparec 
undertake  it,  is,  undoubtedly,  the  rr 
Venetian  experience  of  all. 

Palazzo  Mocenigo,  about  $45,000 
week,  $155,000 per  month;  Mocenigo  To* 
bouse,  about  $j,joo  per  week,  $6,200 
month,  011-59-041-240-6909,  fax  on* 
041-240-6874,  www.bauervenezia.c 
Lanza  &  Baucina,  011-44-207-758-2 
fax  011-44-207-758-2888,  www. la' 
laucina.com;  houses,  about  $15,000- sj<?,t 
per  week.  • 
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Set  Sail  for 


Summer  Escape 


By  Georgia  R.  Byrd 


Azimut  is  setting  sales  records  with  the  introduction  of  its  sexy  new  speedster,  which  boasts  a  hard  top  that  slides  open  elect 


SUMMER  ONTHE  SEAS  SHINES  WITH  A  DAZZLING  ARRAY  OF  YACHTS 
FOR  CHARTER  AND  SALE,  AS  WELL  AS  DESTINATIONS  LIKE  EXCLUSIVE 
VILLAS  WITH  DOCKS  AND  PRISTINE  PRIVATE  BEACHES.  THIS  SUMMER'S 
PLAYGROUND  EXTENDS  TO  SEASIDE  ISLANDS  AND  OPEN  WATERS 
WORLDWIDE,  FROMTHE  PICTURESQUE  MEDITERRANEAN  TO  THE  SHORES 
OFTHE  SUNNY  BAHAMAS,  AND  INCLUDES  AMENITIES  SUCH  AS  JET  SKIS, 
KAYAKS  AND  SCUBA  EQUIPMENT  -  WHATEVER  DISCERNING  TRAVELERS 
SEEK  FORTHE  PERFECT  SUMMER  ESCAPE. 


This  yachting  primer  highlights  the 
latest  luxury  motoryachts  from  the 
world's  largest  builders,  Azimut  and 
Benetti  Yachts;  the  continent's  most 
splendid  charter  yachts,  showcased  by 
Beverly  Hills'  Elite  Yacht  Charters;  the 
U.S.  East  Coast's  largest  and  most 
comprehensive  shipyard  for  service, 
refit  or  repair,  Global  Ship  Systems;  an 
exclusive  agency  specializing  in  luxurious 
rental  properties,  Unusual  Villa  &  Island 
Rentals;  and  one  of  the  world's  favorite 
traveling  companions,  the  American 
Express  Card. 

With  a  simple  remote-control  com- 
mand, a  42-foot  plasma-screen  television 
rises  slowly  from  a  discreet  decorative 


seawater  beckons  as  the  latest  scores 
from  your  favorite  sporting  event  are 
broadcast  on  the  screen  above. 

After  you  enjoy  your  refreshing  hot-tub 
experience,  your  personal  chef  prepares 
a  dinner  of  fresh  lobster  plucked  from 
the  ocean  during  a  crew  member's 
morning  dive  excursion.  Then  get  ready 
for  a  night  of  dancing  on  shore  as  a 
speedy  tender  transports  you  to  dancing 
and  fun  in  a  quaint  seaside  village. 

Such  are  the  pleasures  of  a  charter 
cruise,  sailing  without  the  worries 
associated  with  boat  ownership. There 
is  no  concern  for  maintenance,  crew, 
destinations  or  details.  A  team  of 
yachting  professionals  such  as  Beverly 
Hills-based  Elite  Yacht  Charters  can 
coordinate  all  of  your  vacation  desires. 

"We  offer  the  finest  motor  and  sailing 
yachts  for  charts  :n  the  range  of  80'  to 


over  300'.  Whether  you  wish  t 
the  Mediterranean  during  the  I 
or  the  Caribbean  during  the 
season,  we  offer  hundreds  of  fa 
yachts,  especially  if  you're  lookj 
something  new,"  says  Kelley  Sm 
Elite  Yacht  Charters. 

"With  more  than  15  years'  exp 
and  many  high-profile  clients,  cd 
tiality,  customized  service  and  dis 
are  assured,"  she  adds.  "Elite  w 
care  of  every  detail  of  your  f iv 
vacation  or  corporate  trip,  s 
when  you  step  on  board  you  w 
in  the  privacy  and  exclusivity  of 
own  yacht.  Every  detail  of  yourrip 
customized  to  your  exact  specific? 
Additionally,  Smitten  emphasizeQi 
Yacht  Charters'  crew-to-guest  rtto 
one-to-one,  with  all  accommodB 
and  cuisine  boasting  five-star  ra*gs. 


TRAVELING  W  ITH 
AMERICAN  EXPRESS  I 
Whether  it's  the  glamouof** 

world-renowned  celebrity  playc  V- 
secret  destinations  known  <MM 
astute  captains,  or  the  splertH^ 
a  moonlit  night  out  on  thefl 


e  yacht  charter  is 
han  you  might  imagine. 


easier  to  arrange 


tart  by  using  the  American  Express  Card, 
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sea,  cruising  the  Mediterranean  in 
summer  is  a  luxury  travel  experience 
that  is  both  popular  and  unsurpassed. 

Spend  your  days  sailing  along  the 
Cote  d'Azure  on  your  luxurious  yacht,  or 
use  your  tender  to  zip  over  to  quaint 
waterside  cafes  in  Golfe-Juan.  Dock  in 
Monte  Carlo,  where  the  nighttime 
atmosphere  is  electric.  Experience  a 
Saturday  afternoon  shopping  in  Saint 
Tropez  or  enjoy  an  evening  on  the  aft 
deck  as  your  personal  chef  prepares 
gourmet  cuisine  off  the  coast  of  Cannes. 

Conveniently,  the  charter  yacht  client 


Express,  "Yacht  charter  has  become 
increasingly  popular,  and  Cardmembers 
have  told  us  they  want  the  convenience 
of  being  able  to  put  all  their  yacht  charter 
fees  on  the  American  Express  Card. 

"Given  our  unique  Cardmember 
base,  American  Express  is  specifically 
qualified  to  meet  the  needs  of  the  yacht 
charter  industry,  and  our  yacht  charter 
partners  recognize  this.  By  partnering 
with  various  key  players  in  the  yacht 
charter  industry,  we  are  providing  our 
mutual  customers  with  added  benefits, 
including  the  convenience  and  ease 


Cardmembers  to  use  the  Card  where 
they  want  to  spend,  and  the  luxury  tr< 
space  is  definitely  one  of  those  are. 
says  Curtm.  "Whether  chartering  a  ya 
flying  on  a  private  jet,  or  staying  i 
private  residence  club,  American  Expr 
Cardmembers  want  the  conveniei 
and  benefits  of  using  their  Ameri 
Express  Card." 

BUILD  YOUR  OWN  YACHT 

A  grand  charter  experience  oil 
motivates  charter  clients  to  becc 
yacht  owners.  The  appeal  of  a  perso 


The  Benetti-built  yacht,  Domani,  offers  interior  elegance  and  ample  space  for  outdoor  entertaining  options. 


may  secure  scenes  like  these  by 
charging  his  or  her  dream  vacation  on 
the  American  Express  Card.  Purchasing 
charter  yacht  vacations  using  the 
American  Express  Card  offers  con- 
sumers simplicity  and  convenience, 
and,  depending  on  the  American 
Express  product  they  carry,  may  also 
offer  potential  rewards  such  as  points, 
miles  or  cash  back. 

According  to   Kyle  Curtin,  vice 
president,  fravei  and  Entertainment 
v-    ' 1  American 


of  payment  that  American  Express 
Cardmembers  are  looking  for." 

Those  key  yacht  charter  partners 
span  the  globe  and  include  Fraser 
Yachts,  the  Sacks  Group,  International 
Yacht  Collection,  the  Moorings  and 
literally  hundreds  of  others.  American 
Express  services  have  even  expanded 
into  the  yachting  service  industry, 
offering  a  fast,  efficient  way  to  charge 
refit,  repair  and  routine  maintenance 
work  for  yacht  owners  and  captains. 

"  We  are  committed  to  enabling  our 


ized  vessel  designed  to  satisfy  t 
own  demands  leads  prospective  bu 
to  a  dominant  player  in  the  wori' 
"custom-built  motoryachts. 

Azimut-Benetti  of  Italy  is  the  w 
leader  in  order  volume,  building  ya 
under  the  Azimut,  Benetti  and  Atlc 
names.  Recent  acquisitions  incl 
Fraser  Yachts  and  Azimut  Cap 
associated  with  marina  developn 
and  other  projects  spanning  the  wo 
seas  and  seaside  communities. 

Historically,  both  Azimut  and  Bei 


JUST      BOUGHT     ONE      OF     THOSE  NICE, 
CONVENTIONAL      OPEN      YACHTS     YOU      LIKED      SO  MUCH? 


WWW.AZIMUTOPEN.COM 


YACHTS 


H  EAST  -  ALLIED  RICHARD  BERTRAM:  354-462-5527;  GREAT  LAKES  -  SKIPPER  BUD'S:  847-87-23200 
RTH  EAST  -  SURFS1DE  3  MARINA:  63 1 -424-271  O;  WEST  COAST  -  WAYPOINT  YACHTS:  619-295-1556 
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Paolo  Vitelli, 


Chairman,  Azimut-Benetti 

have  wooed  owners  and  prospects  from 
Cannes  and  Genoa  to  Monaco  and  Ft. 
Lauderdale  with  magnificent  composite, 
steel  and  aluminum  motoryachts  and 
rnegayachts.  According  to  its  chairman, 
Paolo  Vitelli,  the  company's  production  of 
vessels  from  30'  to  220'  has  transformed 
it  into  one  of  the  most  successful 
companies  in  the  world. 

With  Vitelli  at  the  helm,  Azimut-Benetti 
owns  the  boldest  order  book  in  the 
world.  Benetti  alone  sold  seven  yachts 
in  the  first  two  months  of  2005,  with  a 


present  standing  order  for  31  yachts 
from  clients  in  Russia,  North  America, 
Europe,  Middle  East,  the  Ear  East, 
South  America  and  Australia. 

Between  Azimut  and  Benetti,  there 
is  a  build  for  every  taste,  a  design  for 
every  desire  and  a  flair  for  outstanding 
craftsmanship.  For  these  reasons,  both 
Azimut  and  Benetti  have  created  special 
classes  of  yachts,  each  one  challenging 
the  competition. 

"Our  product  is  the  very  symbol  of 
innovation  with  regard  for  tradition," 
says  Vitelli.  That  mix,  according  to  Vitelli, 
is  defined  by  classes  boldly  characterizing 
their  own  identities  and  markets. 

Azimut  boats  are  sold  as  motorcruisers 
up  to  20  meters  in  length,  and  character- 
ized as  motoryachts  over  the  50'  models. 
The  new  Azimut  Open  lines  combine 
sport  and  elegance  in  vessels  that  can 
be  "open"  or  "closed."  Each  vessel  offers 
"unprecedented  innovations,"  according 
to  Vitelli. 

Benetti  Yachts  are  trademarked 
and  known  the  world  over  for  lavish, 
plush  accommodations  and  defined  in 
sleek  lines  and  inventive  use  of  space 
throughout.  The  composite  line  (using 


composite  materials)  includes  Trada 
Classic  and  Vision.  Steel-built  yachts 
the  norm  for  custom-built  yachts  c 
50  meters. 

Today,  Azimut's  range  of  fly-bri< 
motoryachts  for  sale  includes  yac 
from  40'  to  116'.  Since  October  2C 
the  newest  range  of  Azimut  Open  I 
boats  (S  line)  from  50'  to  100' 
taken  charge  of  the  world  of  h 
speed  motoryachts. 

Benetti's  list  of  new  launches  inclu 
a  much-publicized  45m  vessel  in  2 
that  is  just  a  sample  of  the  compai 
capabilities.  Built  specifically  for  cha 
for  an  American  owner  who 
stressed  the  need  for  children's  saf 
Domani  has  been  praised  by  the  wc 
wide  press.  Cruising  the  Mediterran 
in  the  summer  and  the  Caribbean  id 
winter  months,  this  is  the  thirc 
Benetti's  Vision  series  and  feati 
some  new  options,  thanks  to  the  di 
input  of  Vitelli  and  his  experieni 
Benetti  construction  team. 

Inside  Domani,  Benetti's  signa" 
design  elements  abound.  Boas 
a  layout  similar  to  that  of  anc 
Benetti  favorite,  Patricia,  Domani  oi 


Azimut's  new  86S  has  a  stunning  surprise  —  a  master  suite  with  natural  art,  ocean  views 


replete  with  sea  spray. 


YOU  CAN  GO  NO  FURTHER. 


ITALIAN  EXCELLENCE  SINCE  1873 


w  ww.  b  en  etti  yachts  Jt 


ForTradition  and  Classic  in  USA  please  contact 
ALLIED  RICHARD  BERTRAM 

801  Sea  Breeze  Blvd.  -  Fort  Lauderdale,  FL  -  33316 
95.4.467.8405  -  fax  +  I  954.763.2675  e-mail:  platinum@alliedrichardbertram.com'  website:  www.alliedri 
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rich  cherry  accents  throughout  the  mail 
saloon  with  teak,  burl,  off-white  carpet 
and  subtle  earth  tones,  all  designed  by 
noted  interior  expert  Frangois  Zuretti. 

Sampling  the  company's  offerings  is 
simple  thanks  to  today's  technology.  Both 
Benetti  and  Azimut  showcase  their  lines 
on  striking  Web  sites:  www.azimut 
yachts.com  and  www.benettiyachts.com. 

LAND  LOVERS  AHOY! 

Thirty-five  minutes  from  Pans,  a 
magnificent  private  chateau  awaits.  On 
the  other  side  of  the  world  lies  Musha 
Cay,  an  exotic  150-acre  island  rental 
that  provides  complete  privacy  and 
seclusion.  This  property  offers  11 
bedrooms,  30  servants,  22  golf  carts, 
inclusive  food  and  liquor,  eight  boats,  a 
pool,  private  beaches  and  the  ultimate 
in  communications  equipment. 

Sound  like  a  dream?  Not  according 
to  John  Greer,  president  and  chief 
executive  officer  of  Unusual  Villas 
&  Island  Rentals.  With  a  company  that 
is  one  of  the  most  highly  acclaimed 
by  the  luxury  market  media,  Greer 
offers  more  than  4,000  Web  pages 
filled  with  luxurious  accommodations 
for  you,  your  guests,  your  megayacht, 
and  your  crew  and  captains 
(www.unusualvillarentals.com).  Explore 
your  travel  options  or  discover  the 
perfect  vacation  villa  or  private  island. 

SERVICE  WITH  A 
SOUTHERN  FLAIR 

Owning  a  seven-  or  eight-figure 
megayacht  means  maintaining  that 
yacht,  usually  with  the  help  of  an 
outside  service  provider.  One  of  the 
world's  premier  shipyards  for  service 
and  refit  is  reaping  accolados  from 
owners  and  captains  who  have  experi- 
enced the  technology  and  service  at 
Global  Ship  Systems  (GSS)  in  Savannah, 
Georgia.  This  shipyari  one  of  the 
world's  most  ~ccomrrv..  ng  yards, 
■  the  Cc     .  titles  to  s;  s  lultaneously 


offer  haul  and  under  cover 
'(out  of  water  and  under 
cover)  for  yachts  and  com- 
mercial vessels  up  to  300'. 
In  its  first  year  of  operation, 
GSS  has  received  numerous 
letters  of  commendation  for 
outstanding  performance. 

This  summer  brings  repeat 
customers  back  for  work,  and 
according  to  its  chief  execu- 
tive officer,  Robert  S.  Creech 
III,  the  list  of  yachts  entering 
the  Savannah  port  reads  like 
a  Who's  I/Mho  of  megayachts. 

Work     was  recently 
completed  on  the  295'  Royal 
Denship-built  motoryacht 
Princess  Mariana.  This 
elegant  yacht  received  the 
GSS  royal  treatment  while 
dry-docked  in  the  yard's 
covered  paint  shed.  Brian 
Thorn,  the  yacht's  captain,  praised  the 
work,  saying  the  Savannah  workforce 
"showed  great  tenacity  and  tact  in 
dealing  with  our  projects." 

Bill  W.  Leonard,  vice  president  of 
Italy's  Benetti  Yachts  service  division, 
was  equally  impressed  by  the  Global 
team's  quick  turnaround  and  high-quality 
work  in  delivery  of  a  145'  Benetti  Vision 
series  motoryacht. 

"The  captain  and  crew  each  report  to 
me  their  satisfaction  with  the  quality  of 
work  while  at  Global  Ship  Systems. 
Global  has  a  full  schedule  of  vessels 
designated  for  service  work,  and  due 
to  the  dedication  of  the  employees,  it 
was  able  to  provide  high-quality  service 
and  meet  or  exceed  promised  delivery 
times,"  he  says. 

Global  Ship  Systems  is  noted  for 
having  one  of  the  largest  dry-dock 
structures  in  the  world,  which  attracts 
rr  v  oversized  vessels  that  most 
^tional  shipyards  are  unable 
immodate.  The  facility  has  a 
535-foot  graving  dock  with  retractable 


Robert  S.  Creech  III,  CEO, 
Global  Ship  Systems 

cover;  a  covered  boathouse  spam 
the  entire  wet  slip;  a  covered  p 
booth  accommodating  two  ships  u 
200  feet  each;  and  a  160,000-squ 
foot  composite  materials  fabnca1 
building.  Additionally,  the  comr. 
offers  visiting  yacht  owners,  capt 
and  crew  a  variety  of  appec 
shipyard  amenities  such  as  semiprii 
onsite  office  facilities,  a  cafeti 
complimentary  daily  newspapers,  f 
doughnuts,  24-hour  security  and  a 
area  network. 

Driven  by  the  combined  expertise 
team  of  marine  engineers,  craftspe 
and  construction  professionals, 
yachts  experiencing  this  exemr. 
service  and  facilities  include  the 
super  yacht  Katana;  the  motoryl 
(M/Y)  Ronin,  a  180'  Luerssen;  ancj 
Feadship-built  M/Y  Meduse.  O 
vessels  that  visited  the  yard  in  its 
year  of  operation  include  Lady  Jc 
148'  Heesen;  Jo,  a  170'  Ber 
Scherezade,  a  150'  Hogdon;  and  a  re 
of  the  Gallant  Lady. 


Savannah,  Georgia  USA. 

Situated  in  a  world-renowned 
city  filled  with  beauty,  charm, 
vibrant  nightlife,  lush  golf  courses 
and  luxurious  accommodations, 
Global  Ship  Systems  is  your 
choice  today  for  die  refit  and 
servicing  of  the  world's  largest 
privately  owned  yachts. 


Global  Excellence* 

Southern  Splendor, 


HP! 

Equipped  with  one  of  the  largest 
dry-dock  buildings  in  the  world, 
Global  Ship  Systems  offers 
a  535  foot  graving  dock  with  a 
retractable  cover;  a  covered  boat 
house  spanning  an  entire  wet  slip, 
and  21  acres  of  the  most  advanced 
technology  and  skilled  craftsmen  in 
die  yachting  industry. 


WORLDWIDE    MARINE  SERVICES 


301  N.  Lithrop  Avenue  •  S.iv.inn.ih.  GA  31415  USA 
Contact: Jama  D.StnMing*  912.239.1 1 30 


Annaliesse,  36  guests,  32  crew,  full  spa 


Spte  Yacht  Charters 
offers  hundreds  of 
luxury  yachts  worldwide. 


For  a  truly  customized 
and  ultimate  vacation, 
the  experience  of  chartering 
a  private  yacht 
combines  the  luxury  of  a 
floating  private  villa 
with  five-star  cuisine 
and  service. 


Allow  us  to  create  your 
customized  vacation. 

Contact: 
Elite  Yacht  Charters 
468  Camden  Drive,  Suite  200 
Be  erly  Hills,  CA  90210 
Tel:  (US)  310  552  7968 
Fax:  (US)  310  553  2551 
ww"    ;.  syacht.com 
info<? 
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Visitors  join  a  long  list  of  distinguished 
clients  who  have  sampled  Savannah's 
Southern  flair  and  comfort.-  The  city 
offers  fine  housing  options  ranging  from 
private  beach  villas  and  secure  rental 
accommodations  to  charming  historic 
inns  and  lavish  hotels.  Recently  developed 
Hutchinson  Island,  located  across  the 
river  from  Global  Ship  Systems'  shipyard, 
affords  clients  the  luxury  of  a  five-star 
resort  and  private  club,  as  well  as 
services  at  the  world-famous  Greenbrier 
Spa  and  an  18-hole  Troon  golf  course. 
The  corporate  headquarters  for  Gulf- 
stream  Aerospace  is  just  a  short  drive 
from  the  yard,  enabling  many  private 
yacht  owners  the  luxury  of  servicing  both 
yachts  and  jets  simultaneously. 

For  more  information  or  to  make  a 
reservation  for  service,  contact  Jim 
Stribling  at  912-239-1130  or  Leslie  Lallande 
at  954-471-8721.  Be  sure  to  visit  the  Web 
site:  www.globalshipsystems.com.  ■ 


WEB  DIRECTORY 


ELITE  YACHT  CHARTERS 

www.eiiteyacht.com 

FRASER YACHTS 

www.fraseryachts.com 

INTERNATIONAL  YACHT  COLLECTION 

www.yachtcollection.com 

THE  SACKS  GROUP 

www.sacksyachts.com 

AZIMUT  YACHTS 

www.azimutyachts.com 

BENETTI  YACHTS 

www.benettiyachts.com 

UNUSUAL  VILLA  & 
ISLAND  RENTALS 

www.unusualvillarentals.com 

GLOBAL  SHIP  SYSTEMS 

vglobalshipsystems.com 


1-19  BEDROOMS 
$500  TO  $5,000  PER  PERSI 
PER  WEEK 


1  .8  MILLION 

unique  visitors 
on  our  web  site 
Over  2,000  villas  in  thi 
Caribbean,  Europe,  Mexu 
Hawaii,  Costa  Rica 
and  throughout  the  worh 
well  as  50  private  islan 


and '  £fs/a/id 'Qtentaik 


Luxurious  Accommodatio 
In  Discreet  locations 
For  Demanding  individua 

Call  John  Greer 
USA:  800-846-7280 
International:  804-288-2£ 
Or  Browse  the  Web 
www.unusualvillarentals.' 


Wheels 


by  Bill  Baker 
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ack  in  the  Saddle 


<  UP  ON  BLOCKS 

Automobile  enthusiasts  will 
revel  in  the  sleek  curves 
on  display  at  Christie's  16th 
annual  Exceptional  Motor  Cars 
auction,  to  be  held  on  August 
18  at  the  Monterey  Jet  Center. 
Last  year's  auction  drew  more 
than  1,000  people  and  sold 
$7  million  worth  of  vintage 
cars,  including  a  1956  Ferrari 
500  Testa  Rossa  that  went 
for  a  coo!  $1.3  million.  This 
year  Christie's  has  raised 
the  stakes  with  entries  such 
as  the  1961  Ferrari  250  GT 
"Breadvan"  Berlinetta,  shown 
here  at  Le  Mans  in  1964.  It  is 
expected  to  coast  to  a  first- 
place  finish  with  an  estimated 
auction  price  of  $3.5  to 
$5  million,  www.christies.com. 


/hen  Wilson  Pickett  released  "Mustang  Sally"  in 
the  hit  single  ensured  that  Ford's  hot  little  pony  car 
d  be  celebrated  at  every  future  rock  'n'  roll  revival.  It 
)ut  the  brand  name  on  the  lips  of  baby-boomers-in- 
ng  for  years  to  come.  Over  the  ensuing  four  decades, 
Motor  Company  experimented  with  several 
rent,  and  sometimes  regrettable,  iterations 
e  car.  This  year  the  2005  Mustang  GT 
:rtible  (and  coupe)  is  a  welcome  and  wor- 
accessor  to  its  more  admirable  forebears, 
he  4.6-liter,  300  hp,  3V  OHC  engine  fit 
5  the  GT  sounds  for  all  the  world  like  the 
Mustang  390  GT  that  Steve  McQueen 
rjrtalized  in  Bullitt.  Drop  the  top,  slide  in 
)  of  Lalo  Schifrin's  cool  San  Francisco  jazz 
from  the  movie  and  listen  to  an  exhaust  growl  that 
:s  back  through  a  generation, 
iside,  there's  no  shake,  rattle  or  roll.  The  interior  is 
h  and  comfortable.  The  five-speed  manual  feels  a  bit 
ry  at  times,  but  brakes,  steering  and  power  are  spot- 
)ur  test  car  listed  for  $33,710 — $1,295  °f tnat  was  f°r 
haker  1000  stereo,  with  a  microwave-sized  subwoofer 
g  up  the  right  side  of  the  trunk  compartment.  Nice 
ion,  but  we  recommend  you  pass.  It'll  only  slow  your 
:ang  down,  www.fordvehicles.com/cars/mmtang. 


>  E-Z  ON  E-Z  OFF 

What  are  the  advantages  of  the 
new  Nolan  X-1002  flip-front 
helmet?  Well,  it's  perfect  for 
sipping  a  Starbucks  latte,  or  for 
taking  snapshots,  or  for  showing 
a  remorseful  expression  to  the 
highway  patrolman  who  just 
clocked  you  at  50  miles  over 
the  speed  limit.  It  also  comes 
with  a  "Smart  Lift"  pivoting 
system  that  moves  the  chin  bar 
up  and  back  as  it  opens, 
reducing  that  bulky,  top-heavy 
feeling  you  get  with  other 


flip-front  helmets.  Best  of  all, 
the  three-pound,  six-ounce 
carbon/Kevlar/fiberglass  Nolan 
opens  with  one  hand.  Black, 
gray,  silver  or  white.  $399.  (866) 
2HELMET,  helmets@aol.com. 
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Samsung's  Four  Seasons  of  Hope,  Sears  and  Boomer  Esiason  have  teamc 
to  make  a  difference  in  the  community.  The  funds  we  raise  help  to  find  a  c 
for  cystic  fibrosis.  The  Boomer  Esiason  Foundation  has  raised  over  $35  m 
dollars  and  is  advancing  the  cause  through  partnerships  with  companies 
Samsung  and  Sears.  We're  proud  to  support  this  deserving  cause.  To  fine 
how  you  can  help,  contact  the  Boomer  Esiason  Foundation  at  212-525-77 
Samsung's  Four  Seasons  of  Hope.  A  little  hope  can  make  a  big  differenc 
www.fourseasonsofhope.com 


Style  &  Design  by  Puddy  Doddridge 


Did  School  Chic 

Designers  are  rediscovering  secrets  of  the  past. 
Green  River  fossils  combine  age  and  beauty. 


ife's  funny.  One  minute  you're  a  pre- 
historic bowfin  cruising  through  the 
A  primordial  ooze.  Suddenly  it's  50  mil- 
years  later  and  boom! — you're  a  coffee 
;  in  somebody's  designer  living  room.  For 
past  several  years,  the  Green  River  Stone 
tipany  has  been  harvesting  fossils  from  its 
quarry  in  western  Wyoming.  Aeons  ago, 
area,  called  Fossil  Lake,  was  a  subtropical 
iwater  sea  that  teemed  with  palm  trees 
fish.  Today  Green  River  retrieves  slabs 
xk  and  teases  out  the  wonderfully  eerie 
*es  that  have  been  imprinted  over  the  mil- 
iia  since  the  lake  vanished.  Cut,  polished 
smoothed,  the  end  results  are  hand- 
red,  made-to-order  tables,  tile  countertops 
murals  that  range  in  color  from  choco- 
-brown  to  bluish-gray  to  tan.  Each  piece 
fferent  and  may  include  prehistoric  palm 
ds  and  schools  of  fish — even  a  52-inch  'Jk 
le  and  a  crocodile  have  been  offered 
iter-top  immortality.  Prices  vary  based  on 
and  rarity  of  fossil  content:  vanity  and  counter  tops,  S/50- 
i/sq.ft.;  tiles,  $i^o-$^oo/sq.ft.;  backsplash.es,  $6^o-$^,ooo; 
I  murals,  $i,ooo-$2^o,ooo.  www.greenriverstone.com. 
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PERSONAL  TRAVELER  H 

I  n  the  last  decade,  business  aviation  has  experienced  exponent 
growth  as  corporations  large  and  small,  executives  and  entrepreneu 
I  discover  the  significant  advantages  and  surprising  affordability  of  foi 
going  the  airlines  in  favor  of  using  private  aircraft.  Now  these  aircraft  a\ 
bringing  to  personal  travel  the  same  revolution  in  speed,  flexibility  ai 
convenience  that  business  travelers  have  experienced  for  years. 


"People  who've  never  flown  pri- 
vately before  are  abandoning  first- 
and  business-class  and  turning  to 
this  option  in  droves,"  says  Ken 
Austin,  executive  vice  president  of 
Marquis  Jet,  one  of  the  companies 
fueling  the  growth  of  private  avia- 
tion with  its  "jet  card"  program. 

Several  factors  are  guiding  this 
personal  air  travel  renaissance:  the 
need  to  do  mors  with  less  available 
time;  the  desire  to  eliminate  the 
debilitating  commercial  travel  expe- 
rience; and  the  ability  to  reach 
otherwise  inaccessible  destinations. 

Best-selling  author,  lecturer  and 
entrepreneur  Tod  '  ican  pur- 
chased a  Marqu  .ard  and 


quickly  learned  that  the  time  sav- 
ings multiplied  his  business  pro- 
ductivity dramatically.  But  Duncan 
also  discovered  that  he  could  fly 
direct  to  a  small  airport  near  his 
second  home  in  52  minutes  versus 
a  seven-hour  car  journey.  This 
means  that  in  addition  to  the 
business  benefits,  he  gains  extra 
days  of  precious  family  time.  "How 
much  is  that  worth?"  asks  Duncan, 
"it's  priceless." 

So  whether  to  get  home 
unhampered  by  commercial  sched- 
ules, travel  to  out-of-the-way  vaca- 
tion destinations  or  go  to  a  family 
gathering,  more  people  are  flying 
privately  and  transforming  a  long, 


stressful  ordeal  into  perhaps  i 
best  part  of  the  travel  experienc  I 
relaxing  interlude  that  seems  to  ( 
far  too  quickly. 

Fortunately,  it's  never  b  n 
easier  for  anyone  —  whether  a  f  I 
timer,  a  frequent  user  or  an  aspi  J 
pilot  —  to  take  advantage  of  pri\  I 
air  travel. 

The  Enlightened  Personal!  j 
eler  is  your  portal  to  this  expancB 
world  of  air  travel.  Here  you'll  lei 
about  the  new  ways  of  accessB 
private  aircraft,  making  them  si 
pier  and  less  expensive  to  use,  I 
you  will  meet  travelers  and  disccB 
how  this  revolution  could  afm 
your  travel  plans  in  the  future. 


ts  not  just  a  card 


Its  a  ch 


oice. 


A  choice  to  speed  up  your  life. 


A  ch 


oice  to  slow  it 


down. 


A  choice  to  create  t 


i  m  e. 


Eni 


oy. 


MARQUISJET 

274   6391  5381 

JOKH  T  MATERS  

06/05  THRU  06/06       ,  01 

FALCON  2000 


j  As  a  Marquis  Jet  Card Owner, jou get  the  uncompromising  quality,  consistency  and  safety  oj 
\NetJetsf  25  hours  at  a  time.  The  best  feet,  pilots  and  service  in  the  world.  Make  the  choice 
to  accomplish  more.  Call  L888.JET.04g6  or  visit  Marquisjet.com. 

|  All  program  flights  operated  by  NetJets*  companies  under  their  respective  FAR  Part  135  Air  Carrier  Certificates 
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THE  PRIVATE  TRAVEL 
PARADIGM 

Once  travelers  get  off  the  air- 
lines, they  find  the  entire  country 
opens  up.  And  due  to  the  smaller 
number  of  passengers  and  the  close 
oversight  at  the  terminals  for  private 
aviation,  there  are  no  lengthy  secu- 
rity checks  and  long  lines. 

Thousands  of  airports  in  the  U.S. 
are  available  to  private  and  business 
travelers,  but  airlines  fly  to  less  than 
10%  of  those  destinations.  Making 
matters  worse,  about  75%  of  all  air- 
line traffic  flows  through  only  about 
30  hub  airports,  which  means  that 
when  an  intermediary  stop  is 
involved,  you'll  spend  the  better  part 
of  a  day  getting  anywhere. 


"I  don't  think  people  and  com- 
panies understand  the  point-to- 
point  flexibility,  and  what  it  means 
to  have  access  to  over  5,000  air- 
ports in  this  country,"  says  CNN 
anchor  Miles  O'Brien,  who  pilots  his 
own  single-engine  aircraft  to  cover 
breaking  stories  it  would  be  impos- 
sible to  get  to  by  airlines.  "All  of  a 
sudden  you  have  a  lot  of  options." 

-ver  the  past  few  years,  a  vari- 
ety of  new  aircraft  models  have 
come  to  the  market,  enabling  trav- 
elers to  find  an  aircraft  Lhat  perfect- 
ly matches  their  missions.  Concur- 
rently, v~  -  industry  has  introduced 
access  private  avia- 


tion, making  it  simpler  and  less 
expensive  than  ever.  These  access 
options  include  fractional  and 
whole  ownership;  jet  card  pro- 
grams; charter;  and  for  a  large  and 
growing  number  of  users,  piloting 
their  own  aircraft. 

So  now  that  you  know  some  of 
the  benefits  private  aviation  can 
provide,  which  access  option 
makes  the  most  sense  for  you? 

FRACTIONAL  OWNER- 
SHIP—A  SHARE  WITH 
THE  BENEFITS  OF  THE 
WHOLE 

Fractional  programs  have 
brought  thousands  of  companies 
and  individuals  the  benefits  of  pri- 
vate jet  ownership  at  a 
fraction  of  the  cost  of  a 
whole  airplane.  Owners 
contract  for  as  few 
as  50  hours  annually 
over  a  five-year  period, 
which  guarantees  avail- 
ability whenever  and 
wherever  they  need  the 
aircraft.They  pay  an  ini- 
tial capital  investment 
and  a  monthly  mainte- 
nance fee,  plus  a  fixed 
per-flight-hour  rate  for 
the  time  they  are 
aboard.  The  fractional 
companies  take  care  of  all  the  oper- 
ational demands  of  maintenance 
and  management.  And  a  host  of 
new  program  options  and  aircraft 
choices  is  making  fractional  owner- 
ship even  more  flexible  and  cost- 
effective,  enabling  customers  to 
select  a  program  that  fits  their 
needs  precisely. 

IMPECCABLE  SERVICE 
AND  UNCOMPROMISED 

SAFETY 

Four  U.S.  companies  dominate 
the  fractional  marketplace:  NetJets 
(the  originator  of  the  fractional  jet 
ownership  concept),  Raytheon's  Flight 


Options,  Bombardier's  Flexjet 
CitationShares  (which  is  jointly  ovsl 
by  Cessna  Aircraft  and  TAG  Aviatl 
In  addition,  high-quality  regional  cl 
ators  offer  fractional  shares  in  tj 
and  single-engine  turboprops.  II 
the  concept  has  expanded  to[ 
owner-flown  piston  engine  man 
place,  where  the  latest  aircraft  mcl 
are  available  in  fractional  shares.) 

Each  major  fractional  comq 
operates  a  range  of  aircraft  and 
vides  flexible  ownership  options| 
example,  Flight  Options  offers 
tional  shares  in  a  wide  rang 
Raytheon  aircraft,  as  well  as 
Cessna  Citation  X  (the  fastest  civj 
aircraft  in  the  world)  and  the  lal 
cabin  Embraer  Legacy.  Flight  Opl| 
also  offers  combination-share 
grams  where  a  total  of  50  or  n| 
annual  hours  can  be  split  amongl 
different  aircraft  types. The  comfl 
has  also  introduced  a  single-fee| 
Pass  Card  that  allows  users  to 
chase  flight  time  on  Flight  Opt 
aircraft  in  25-hour  increments. 


FROM  THE  FAIRWAYS 
TO  THE  AIRWAYS 

Professional  golfer  and  I 
TOUR  champion  Kenny  Perr 
among  those  using  a  Flight  Opt 
fractional  solution.  With  a  sche 
of  more  than  20  tournaments 
year,  having  the  right  tool  for  th< 
is  as  critical  off  the  course  as  it  i: 
After  17  years  on  the  TOUR  travt 
aboard  commercial  flights, 
opted  for  a  Flight  Options  combi 
share  program,  giving  him  f 
time  in  a  small-cabin  Rayth 
Beechjet  and  a  midsize  Hav 
Now,  rather  than  driving  an  hoi[ 
more  to  Nashville  from  his  hon 
Franklin,  KY,  Perry  takes  off  frc 
small  airport  15  minutes  away 
flies  directly  to  tournaments,  e  i 
nating  debilitating  car  treks  like 
two-hour    road    journey  f 
Atlanta's  commercial  airport  tc 
Masters  at  Augusta  National. 


- 


>e  your  American  Express  Card  for  your  next  private  jet  flight. 

Nothing  could  be  more  convenient.  Use  the  Card  to  pay  for  your  private  flights  and  write  one 
;s  check  or  avoid  the  task  of  sending  wire  transfers. 

And  when  you  use  an  eligible  and  enrolled  Card,  you  can  earn  one  Membership  Rewards  point 
r  virtually  every  dollar  you  charge  -  so  you'll  see  your  Membership  Rewards  points  take  off  too* 

Whether  you're  booking  a  charter,  purchasing  a  membership,  or  paying  monthly  fees  on  a  fractional 
are,  do  it  with  your  American  Express  Card  and  make  every  private  jet  flight  more  rewarding. 

USE  THE  AMERICAN  EXPRESS  CARD  AT  THESE  PARTNERS  AND  OTHER  PRIVATE  JET  COMPANIES 

Bombardier  Flexjet    CitationShares  -  Sentient  Jet  -  Bombardier  Skyjet    TAG  Aviation  -  Delta  AirElite    LeBas  International 


MAKE  LIFE  REWARDING! 


jmbership  Rewards  program  terms  and  conditions  apply.  For  more  information  on  the  Membership  Rewards  program  or  for  program  terms  and  conditions, 
itwvwamericanexpress.com/rewards  or  call  1-800-AXP-EARN 


■ 

ICANI 


?005  American  Express  Company.  All  rights  reserved 
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"It's  improved  my  quality  of 
life,"  says  Perry.  "It  makes  every- 
thing so  much  easier.  I'm  not  as 
exhausted  or  tired.  I  would  drag 
myself  around  the  golf  course  for 
six  hours  and  then  I  would  have  to 
go  to  an  airport  and  wait  for  two  or 
three  hours  to  catch  the  next  flight 
out  to  the  next  destination.  It's  a 
process  that  beats  you  up  all  the 
time,"  he  says.  "Now,  I  get  off  the 
golf  course  and  go  right  to  the 
plane.The  best  thing  is  that  you  can 
go  anywhere  at  any  time. To  me, 
that  is  such  a  bonus.  It's  given  me 
freedom  because  there's  no  fixed 
time  schedule.  It's  given  me  life.  1 
can  breathe  now.  It's  just  been  an 
incredible  experience." 

OWN  YOUR  OWN 

For  many  private  aviation  users 
with  a  high  demand  for  flight  time 
or  other  special  needs,  outright 
ownership  makes  perfect  sense. 
More  than  15,000  companies  and 
individuals  across  the  globe  oper- 
ate their  own  jets  and  turboprops, 
and  many  thousands  more  pilot 
their  own  single-  and  twin-engine 
piston  aircraft. 

Of  course,  outright  ownership 
typically  comes  with  operational 
responsibilities:  hiring  and  super- 
vising flight  crews;  arranging  for 
maintenance  and  a  hangar  for  stor- 
age; and  keeping  up  with  regulatory 
paperwork  and  calculating  the  tax 
benefits.  But  here,  too,  growing 
options  have  made  outright  own- 
ership easier  and  more  manage- 
able. "All  of  the  necessary  functions 
can  be  outsourced  to  a  professional 
management  firm  that  will  handle 
the  ownership  and  operational 
responsibilities,"  says  Gil  Wolin, 
vice  president,  corporate  commu- 
nications for  San  Francisco-based 
TAG  Aviation,  a  company  that  pro- 
vides management  services  to 
business  jst  o  vners.  TAG  is 
gest  global 


charter  companies,  operating  more 
than  150  aircraft  worldwide  and 
boasting  more  than  55  bases  in 
the  U.S.  alone. 

Owners  have  many  high-quality 
management  firms  to  choose  from 
across  the  country. 
However,  dealing  with 
larger,  national  man- 
agement companies 
can  provide  significant 
advantages.  In  addition 
to  having  the  depth  of 
personnel  to  provide 
the  professional  skills 
required  to  maintain 
and  operate  aircraft, 
they  have  a  high- 
volume  buying  clout 
that  enables  them  to 
negotiate  discounts  on 
fuel,  training,  insurance, 
parts  and  other  services.  "These 
savings  are  passed  to  the  owner, 
resulting  in  lower  operating  expenses, 
frequently  offsetting  monthly  man- 
agement fees,"  says  Wolin. 

The  long-standing  benchmark 
to  justify  full  jet  ownership  was  typ- 
ically the  need  for  300  or  more 
flight  hours  per  year.  However,  new 
realities  have  altered  this  calcula- 
tion.The  enhanced  ability  to  offer 
an  underutilized  plane  for  charter 
through  a  charter  management 
organization  such  as  TAG  has  been 
the  impetus  for  many  new  aircraft 
sales.  In  fact,  nearly  all  aircraft 
available  for  charter  are  owned  by 
corporations  that  generate  revenue 
from  chartering  them  out  when 
they  would  otherwise  not  be  in  use. 

CHARTER  —  MAXIMUM 
FLEXIBILITY 

Charter  is  one  of  the  most  flex- 
ible ways  to  access  private  jets.  It 
doesn't  require  long-term  com- 
mitments, capital  investments  or 
monthly  fees.  Charter  customers 
can  select  the  appropriate  aircraft 
for  each  mission,  and  the  growing 


number  of  aircraft  now  avaiU 
for  charter   means  custorrl 
enjoy  a  wide  selection  and  q 
availability. The  high  demand 
charter  aircraft  has  brought  ml 
new  charter  operators  and  ll 


kers  into  the  industry.  Howe 
not  all  charters  are  equal  and 
all  have  the  experience  and  ci 
bilities  to  provide  the  quality 
consistency  that  leading  cha 
organizations  offer. 

Potential  charter  custonl 
looking  for  top  flight  compa 
can  turn  to  third-party  audi 
firms,  such  as  ARG/US  andWyx, 
that  track  important  safety  dat. 
charter  operators  and  flight  cre| 
Still,  asking  pertinent  questior 
essential,  Wolin  points  out: 
flight  crews  simulator-trained  t>^ 
annually  in  rigorous  airline-s 
regimes?  What  is  the  total  exffr 
ence  of  each  pilot  and  his  ort 
experience  on  that  aircraft?  r|< 
long  has  the  crew  worked  toge 
as  a  team  (cockpit  crew  coorc 
tion  is  a  cornerstone  of  safe 
What  is  the  company's  ovip 
safety  record?  How  long  he 
been  in  operation?  What  insun 
does  it  carry?  "The  Federal  Avic 
Administration  (FAA)  regulatfl 
are  the  minimum  starting  pop 
says  Wolin.  "The  highest-qu 
companies  go  well  beyond  this 


Personal  Air  Travel... 


Together,  we  make  it  happen. 

World-class  service  for  the  personal  air  travel  needs  of  the  most  experienced 
travelers  is  easier  than  ever  with  the  winning  combination  of  TAG  Aviation  and 
American  Express.  You  select  the  aircraft,  the  schedule,  and  your  companions  for 
each  flight.  TAG  ensures  the  safety,  security,  and  convenience  critical  for  today's 
travel.  American  Express  makes  payment  easy. 

It's  simple;  utilize  TAG'S  expertise  and  the  convenience  of  using  your  American 
Express  card.  One  call  does  it  all. 


American  | 

EXPRESS 


1-800-332-2145  ■  www.tagaviation.com 
Personal  Air  Travel  Solutions 

Charter  services  in  the  US  are  arranged  by  AMI  Jet  Charter,  Inc.  d/b/a  TAG  Aviation  (FAA  Cert  #  IJ0A409I) 


Aviation 


New  York 
Los  Angeles 
Minneapolis 


1-800-331-1930 
1-800-627-8465 
1-800-726-1673 


jets@tagaviation.com 

flybyjet@tagaviation.com 

fly@tagaviation.com 


San  Francisco 
Houston 

Chicago 


1-800-332-2145 
1-877-959-8200 
1-800-314-2131 


charter@tagaviation.com 

travel@tagaviation.com 

flyjets@tagaviation.com 
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provisions,  operating  to  airline 
standards,  training  crews  to 
demanding  airline  criteria  and 
using  only  factory-approved  main- 
tenance programs  together  with 
factory-trained  technicians.  You 
may  pay  a  little  more  for  the  best, 
but  it's  worth  it,"  he  says. 

JET  TRAVEL  CARDS  — 
HYBRID  ADVANTAGES 

Jet  travel  card  programs  —  the 
newest  form  of  private  jet  access  — 
combine  the  consistency  and  relia- 
bility of  fractional  ownership  with 
the  ease  and  convenience  of  char- 
ter. While  many  fractional  owner- 
ship companies  have  their  own  in- 
house  jet  card  programs,  Marquis 
Jet  offers  25-hour  increments  in  air- 
craft from  the  NetJets  fleet.  For  a 
single  payment,  Marquis  Jet  Card 
members  gain  access  to  a  specific 
type  of  NetJets  aircraft. They  enjoy 
the  same  level  of  safety,  security 
and  uncompromising  personal  ser- 
vice fractional  owners  receive,  but 
without  having  to  make  a  major 
up-front  ownership  investment  or 
pay  a  monthly  management  fee. 

The  simplicity  of  card  programs 
like  these  offering  consistent,  high- 
quality  service  is  bringing  a  vast 
new  audience  to  private  jet  travel 
who  never  before  dreamed  it  pos- 
sible, says  Marquis  Jet's  Austin. 
"They  are  finding  out  that  private 
jet  travel  is  very  attainable." 

MANAGING  THE 
CHALLENGE  OF  TIME 

Peter  de  Savary,  English  entre- 
preneur and  one-time  British  Chal- 
lenger for  the  America's  Cup,  uses 
Marquis  Jet  Cards  to  help  manage 
his  crowing  private  real  estate 
empire  on  both  sides  of  the 
Atlantic.  De  Savary  currently  oper- 
ates seven  high-end  private  mem- 
bership ciubs  including  Carnegie 
Abbe'  t,  Rl;  Cherokee 

juth  Carolina;  the 


Abaco  Club  in  the  Bahahnas;  and 
Skibo  Castle  in  Scotland.  All  the 
properties  are  situated  well  off 
commercial  airline  routes. 

"I  probably  require  50  to  75 
hours  annually,  and  although  frac- 
tional ownership  was  an  option,  I 
prefer  the  Marquis  Card  because 
it's  easy  and  straightforward,"  says 
de  Savary,  who  owns  a  card  for  a 
midsize  Cessna  Citation  Excel  and 
another  for  the  fast  Citation  X, 
both  of  which  he  uses  extensively 
for  flights  between 
his  East  Coast  and 
Bahamas  properties. 
He  flies  commercially 
to  and  from  the  U.K. 
every  three  to  four 
weeks  and  calls 
for  his  Marquis  Jet 
when  he  arrives. 
"And  if  I  need  a 
plane  in  Europe,  I 
can  use  my  Marquis 
Card  there  as  well," 
he  says.  "For  a  busy 
person  like  me,  it's 
uncomplicated,  and  I 
get  an  excellent  level  of  service 
and  flexibility.  Generally  I'm  going 
to  smaller  destination  airports,  and 
the  ability  to  fly  direct  and  land 
closer  to  where  I  need  to  be  is 
essential." The  time  savings  for  de 
Savary  is  enormous.  "I  am  very 
happy,"  he  says.  "It's  zero  hassle 
for  me." 

K.C.  Knudsen  agrees.  A  luxury 
home  developer  from  Council 
Bluffs,  IA,  Knudsen  has  millions 
of  miles  on  United  Airlines,  but  he 
uses  a  Marquis  Card  "for  the  time 
and  convenience  factor"  when 
shuttling  between  properties  in 
Aspen,  CO;  Park  City,  UT;  and 
Jackson  Hole,  WY.  "Having  the 
Marquis  Card  has  allowed  us  to 
consider  more  real  estate  pro- 
jects," he  says. 

As  a  result  of  his  newfound 
mobility,  Knudsen  is  consuming 


Marquis  Jet  Cards  every  thre> 
four  months.  "The  convenie 
factor  is  pretty  significant,"  he  sJ 
"The  price  is  certainly  a  consid 
tion,  but  it  is  such  a  time-saver 
you  eliminate  the  wear  and  tea 
your  body."  He  also  found  his  IN 
quis  Card  equally  convenien| 
Europe  where  he  could  easily 
between  sites  in  Cannes,  Frail 
Pisa,  Italy;  and  Marrakech,  More 
in  one  to  two  hours.  "It  was  jus| 
efficient,"  he  says. 


CHARGE  IT  WITH  PLAS" 

Private  jet  travel  has  beccl 
commonplace  enough  to  att 
the  interest  of  credit  card  con 
nies  eager  to  smooth  the  waJ 
travelers  who  want  to  charge  t 
flight  time  on  a  credit  card.  Ar| 
ican  Express,  for  example, 
established  arrangements  v| 
seven  major  charter,  fractic 
share  and  card  program  con 
nies  enabling  premium  Centu 
and  Platinum  card  member 
charge  their  flights  while  gair 
other  exclusive  benefits. The 
vate  Jet  Services  Program,  fee 
ing  some  of  the  most  respeil 
names  in  the  industry,  inclucl 
Bombardier  Skyjet  and  Fle:l 
CitationShares,    Delta  AirEl 
LeBas  International,  Sentienil 
and  TAG  Aviation,  gives  < 
members  far  greater  payn 
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bility  plus  free  flying  hours, 
its  for  ground  transportation, 
js  miles  and  more.  Members 
illed  in  the  Membership 
ards  program  also  receive 
ts  for  each  expenditure.  Pur- 
ing  a  25-hour  jet  travel  card, 
example,  can  net  nearly 
jgh  Membership  Rewards  to 
sr  first-class  tickets  to  Europe 
back.  Credit  card  programs 
this  are  one  more  factor  in 
jxpanding  accessibility  of  per- 
il jet  travel. 

IT  YOURSELF 

^  large  number  of  private  avi- 
i  users  pilot  their  own  aircraft, 
e  fly  business  jets,  but  the  far 
ter  number  pilot  aircraft  that 
nuch  easier  and  less  expen- 
to  operate.  Even  a  single- 
ne  piston  aircraft  can  trans- 
people  door-to-door  on  many 
;  of  800  miles  or  less  faster 
i  a  commercial  airliner.  It  is 
a  lot  more  fun. 

I  have  a  summer  home  on 
:ha's  Vineyard,  and  it's  a  pretty 
h  place  to  get  to,"  says  Donald 
ce,  Jr.,  who  heads  a  NewYork- 
}d  investment  consultancy, 
owns  a  single-engine  Cirrus. 
3re  aren't  many  commercial 
its,  and  it's  a  five-hour  drive 
)  New  York  City,  plus  you  have 
o-hour  ferry  ride.  It's  an  hour 
fifteen  minutes  in  my  Cirrus." 
"he  Cirrus  is  a  new  aircraft 
gn,  part  of  a  revolution  in  air- 
development,  digital  avionics 
power  plants  that  is  bringing 
er-flown  aircraft  into  the  new 
ury.  Built  from  composite  mate- 
,  the  Cirrus  features  an  all-digital 
s  cockpit  much  like  those  of  the 
t  jets,  simplifying  piloting  duties 
enhancing  safety. The  interior  is 
ny  and  as  comfortable  as  that  of 
luxury  car.  Moreover,  the  aircraft 
its  own  parachute  system  that 
be  deployed  in  the  event  of  an 


emergency,  allowing  the  aircraft  to    Alan  Klapmeier,  president  and  CEO 


float  gently  to  earth. 

A  LIFE-CHANGING 
EXPERIENCE 

"An  airplane  is  a  product  that 
truly  changes  people's  lives,"  says 


of  Duluth-based  Cirrus  Design, 
manufacturer  of  Cirrus  aircraft.  "It 
is  a  fantastic  example  of  freedom 
and  productivity.  This  is  a  huge 
asset  for  people  who  say  they 
don't  have  enough  time  in  their 


Fractional,  leasing  or  membership? 

Another  reason  to  call  Flight  Options  right  now. 


Flight  Options  is  the  only  single-source  provider  of  fractional  ownership, 
leasing  and  a  fully  refundable  JetPASS  membership  in  the  industry.  Which 
means  that  from  financial  commitment  to  cabin  size,  we  have  the  aircraft 
and  program  options  to  meet  all  your  changing  needs.  So  make  your 
choice  in  private  jet  travel  a  wise  one-choose  Flight  Options. 

877.703.2348  |  www.flightoptions.com 

Flight  Options,  tLC  is  an  affiliate  of  Raytheon  Company. 
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lives.  All  of  a  sudden  you  can  see 
your  grandchildren  grow  up.  You 
can  meet  with  your  clients  more 
often.  Or  you  can  get  a  second 
home  and  actually  use  it.  You  can 
do  all  the  things  you  don't  nor- 
mally have  time  to  do." 

As  Klapmeier  notes,  many 
owners  use  aircraft  for  business  as 
well  as  pleasure,  as  does  Donald 
Rice,  who  spends  two  to  four  days 


a  week  on  the  road  —  or  actually  in 
the  air.  "A  lot  of  our  customers  are 
in  smaller  cities  that  aren't  conve- 
nient to  fly  to  commercially,"  Rice 
says.  A  typical  trip  might  take  him 
from  New  York  to  Akron,  then 
Raleigh-Durham  and  on  to  Jackson, 
MS  before  returning  home.  "The 
FBO  (the  executive  terminal)  pulls 
my  airplane  out  of  the  hangar. 
I  drive  my  car  right  up  and  load  my 
luggage.  I  can  take  whatever  I  want 
and  I'm  off." 

Here  again  new  access  options 
are  easing  the  way  into  the  sky. 
Fractional  companies  have  formed 
to  divide  up  shares  in  aircraft  like 
the  Cirrus,  just  as  they  have  done 
for  business  jets.  Miles  O'Brien,  for 
example,  the  CNN  anchor,  gets  his 
plane  through  a  fractional  program 
that  operates  Cirrus  aircraft. 

"I  was  in  Mow  York  Hoing  some 
work  reer  ;  y  ?nd  i  call  id  .he  [Air 
Shares  Eli!    facility  and  asked  if  I 


could  get  an  airplane  to  fly  to 
Boston  to  see  my  grandmother," 
O'Brien  says.  "I  just  hopped  in  the 
Cirrus  and  flew  up  to  Bedford  for 
the  afternoon." 

O'Brien's  grandfather  was  a 
wool  merchant  who  used  a  World 
War  ll-vintage  biplane  to  make  sales 
calls,  consistently  outflanking  his 
competition.  O'Brien  is  enjoying 
that  same  advantage  on  the  news- 
beat,  thanks  to  his  air- 
plane. Recently  he 
flew  to  Tennessee  to 
cover  the  devastation 
caused  by  deadly 
tornados,  spawned  by 
storms  that  also 
knocked  out  commer- 
cial air  service.  O'Brien 
made  the  "live  at  five" 
broadcast  with  ease, 
while  other  reporters 
were  stalled  at  com- 
mercial airports  wait- 
ing for  flights. 

Besides  enabling 
him  to  beat  the  competition  to  the 
story,  O'Brien's  airplane  also  gives 
him  the  ability  to  return  home  at  night 
to  spend  time  with  his  family,  in  addi- 
tion to  the  sheer  joy  and  pleasure  he 
gets  from  piloting  his  own  aircraft. 

YOU'RE  IN  CONTROL 

For  those  who  want  to  become 
a  pilot,  learning  has  never  been 
easier.  Much  of  the  knowledge  por- 
tion of  the  training  can  be  done  on 
computer,  online  or  via  DVD.  And 
graphics  and  interactive  lessons 
make  learning  much  more  enjoy- 
able. In  addition,  as  noted,  new  air- 
planes with  latest-generation 
avionics  —  including  moving-map 
displays  with  live  weather,  traffic 
and  terrain  information  —  make 
flying  safer  and  easier  than  ever. 

A  nonprofit  group,  Be  a  Pilot 
(www. beapilot.com),  is  helping 
aspiring  aviators  find  their  way 
into  the  sky.  The  organization 


issues  introductory  flight  cer 
cates  good  at  more  than  2, 
flight  schools  around  the  I 
and  Canada,  offering  a  1 
flying  lesson  for  just  $49. 
program  has  attracted  sc 
250,000  people  eager  to  la 
about  private  aviation. 

So  whether  one  travels  i 
new,  comfortable  single-enc 
aircraft  or  in  a  private  jet  vl 
room  for  eight  to  ten  passeng 
the  convenience,  simplicity 
time  savings  of  private  avial 
are  changing  the  parameter 
the  personal  travel  equation. 

As  Cirrus  owner  and  p 
Donald  Rice  says,  "With  priv 
aviation,  you  just  go  to  the  airp 
get  on  a  plane  and  go,  and  yoL 
in  a  time  frame  that  makes  sen 
And  this  form  of  travel  has 
more  benefit,  he  adds:  "Thi 
such  a  civilized  experience." 
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ATLANTIS  ON  TWO 
13-YEAR-OLDS  A  DAY 

What  part  of  '60-Foot  Waterslide  doesn't 
sound  fun?  A  grown  man  and  his  two 
courageous  mentors  experience  kid 
Nirvana  in  the  Bahamas.  By  Oliver  Bath 


PHOTOGRAPHS  BY  MACDUFF  EVERTON 


Atlantis  was  the  brainstorm  of  a  i 
named  Sol  Kerzner,  who  also  built 
Sun  City  resort  complex  in  South  Af 
Kerzner  visited  Paradise  Island  as  a  yo 
He  apparently  liked  it,  and  years  later 
what  wealthy  people  get  to  do — bou 
the  whole  damn  thing,  or  at  least  80  per 
of  it.  Over  the  years,  this  vermif< 
appendix  of  rock  and  beach  along  Na 
Harbor  has  had  some  latter-day  Ki 
Khan  landlords — Huntington  Hartt 
Donald  Trump  and  Merv  Griffin — b 
was  Kerzner  who  conceived  the  pre 
erectio  ad  absurdum:  Baltimore  Aquar 
meets  Las  Vegas.  His  inner  child  is 
much  on  display  here,  amidst  the  lagc 
and  waterfalls  and  Jules  Verne  archi 
ture.  Kerzner  did  not  return  from  L< 
Land  with  empty  hands. 

I'd  like  to  have  been  at  the  first  meet 
when  he  revealed  his  master  plan.  It 
met  with  skepticism,  but  he  was 
deterred.  "He  doesn't  like  to  hear 
words  'It  can't  be  done,'"  said  my  sou 
I  don't  either,  but  in  my  case  no  one  se 
to  care.  At  any  rate,  Kerzner  turned 
to  be  quite  right.  Build  a  waterslide 
they  will  come.  The  casino  may  have 
something  to  do  with  it.  It's  been  a  g 
success,  with  a  steady  80-percent-] 
occupancy.  Two  more  Atlantises  are  s 
to  rise,  in  Dubai  and  Morocco. 

Here  at  the  one  in  Nassau,  an  exfl 
sion  is  underway:  a  600-suite  hotel,  a  4 
unit  "condo-hotel"  and  a  "Marina  Vill 
to  adorn  a  dock  area  that  accommod 
more  than  60  large  yachts.  By  the  t 
the  pink  dust  settles,  Atlantis  will  b 
aquapolis  unto  itself,  with  more  tj 
3,300  rooms  and  a  staff  of  8,000. 

Meandering  through  this  Xanadu 
acid  will  be  a  half-mile-long  "water  coas 
simultaneously  accommodating  4, 
people  on  rubes.  After  a  nice,  long,  g( 
float,  the  unsuspecting  lambs  will  the 
fed — if  I  got  this  right — into  a  "w 
generator,"  which  will  randomly  pr 
them  down  one 
three  electrifying  sli 
Ridiculous,  you 
I  agree.  Where  is 
proportion?  The  ts 
More  to  the  poi 
where's  my  rese 
tion?  I  can't  wait. 


Two  of  the  Atlantis 
slides.  fop;  The 
60-foot  long  Leap 
of  Faith  descends  a 
"Mayan  temple." 
Bottom:  the  Serpent 
Slide.  Opposite 
page:  the  world's 
largest  aquapolis 


eanwhile,  I  and  my  two  13-year-old 
Is  had  to  make  do  with  the  existing 
'slides,  40  waterfalls  and  fountains, 
joons,  34  acres  of  aquariums  and 
ming  areas,  three  towers,  35  restau- 
and  lounges,  the  casino  and  50,000 
eatures. 

ave  you  ever  hand-fed  spot- 
ted eagle  rays?  I  now  have. 
This  was  never  an  item  to  be 
checked  off  my  "Must  Do 
Before  Dying"  list.  The  ex- 
perience consists  of  standing 
-deep  in  a  lagoon,  holding  fistfuls 
:ad  squid  while  two  dozen  rays, 
meter-wide  wingspans  undulating, 
lach  you,  slowly,  slowly,  and  then... 
im-inhale  the  squid  from  your  hand, 
lclination  was  to  flee,  screaming,  but 
esiring  to  humiliate  myself  in  front 
-year-olds,  I  managed  to  hold  my 
id,  doing  little  nervous  sideways  jigs 
:  approach  of  an  especially  horrid- 
ng  one.  Several  started  at  my  ankles 
Rimmed  their  way  up  my  legs,  pro- 
ig  a  sensation  I  would  not  describe 
ightful.  Hours  later,  shuddering  and 
hing,  I  said  to  the  boys  in  the 
tor,  "I  still  smell  of  squid."  A  fellow 
from  Texas  perhaps,  said  gravely, 
'don't  sound  good." 
le  feeding  of  Rose,  on  the  other  hand, 
a  sight  I  shall 

ily  take  with  me  IF  YOU  HAVE 
e  grave.  Rose  is  Q|yJ  YOUR 

nanta  ray  who 

iits  the  vast  "Ruins  Lagoon"  viewable 
the  lower  lever  of  the  main  lobby, 
vdngspan  measures  11  feet.  She  weighs 
1  pounds.  Every  day  she  gets  to  eat  30 
ds  of  krill,  those  unlucky  miniature 
iplike  things  located  near  the  bottom 
:  aquatic  food  chain.  Her  feeder  lowers 
-filled  bucket  at  the  end  of  a  pole  and 
y  pours  the  reddish  muck  into  Rose's 
h.  Life  is  good,  if  you're  Rose, 
er  two  predecessors  eventually  out- 
the  lagoon.  Apparently  the  only  way 
nove  and  then  release  into  the  sea  a 
)-pound  manta  ray  is  by  helicopter, 
jrry  I  missed  that  sight.  I'm  also  sorry 
ive  missed  the  occasion  when  the 
nerhead  sharks  were  brought  in 
eir  new  lagoon  home  on  gurneys, 


through  the  casino.  It's  not  every  day  that 
life  affords  such  metaphorical  congruence. 

The  Predator  Lagoon  is  filled  with — 
as  the  name  suggests — some  of  nature's 
crunchier  species,  the  chef  d'oeuvre  being 
an  eight-foot  tiger  shark.  The  time  to  see 
the  Predator  Lagoon  is  at  night:  You  walk 
through  an  acrylic  tunnel  to  the  sound  of 
mood  music  and  look  up  at  sharks  gliding 
over  you,  with  the  full  moon  above  them. 
It  is  an  arresting  vista.  We  made  this  eerie 
promenade  every  night  after  dinner.  We 
would  then  cross  the  rope  bridge  over  the 
lagoon  and  watch  the  dorsal  fins  of  ham- 
merhead sharks  swirling  in  the  moonlit 
shallows.  Conor's  verdict:  "Awesome." 

We  swam  with  dolphins.  This  is  done 
on  an  island  a  half  hour  away.  If  you  have 
not  swum  with  dolphins,  I  recommend 
that  you  do.  The  grand  finale,  after  rub- 
bing their  bellies,  kissing  them  lip-to- 
rostrum  (Conor:  "Yuch"),  feeding  them 
and  dancing  with  them  (a  slightly  absurd 
but  nonetheless  enjoyable  exercise  where 
you  hold  their  flippers  while  they  squeak 
and  flap),  consists  of  the  "foot  push."  You 
lie  on  your  stomach,  arch  your  back  and 
lock  your  legs.  Two  dolphins  then  put 
their  snouts  (rostrums,  technically)  to  your 
soles  and  propel  you  through  the  water  at 
an  exhilarating  speed.  If  you  have  to  choose, 
sensation-wise,  between  having  spotted 
eagle  rays  suck  on  your  kneecaps  and  the 

TO  CHOOSE  BETWEEN  HAVING  SPOTTED  EAGLE  RAYS  SUCK 
KNEECAPS  AND  THE  DOLPHIN  FOOT  PUSH,  I'D  GO  FOR  THE  LATTER. 


very  beating  heart  of  Atlantis.  The  main 
event,  the  ne  plus  ultra  and  sine  qua  non. 
I  estimated  that  the  boys  went  down  it 
50  times  in  two  and  a  half  days.  I  was  told 
the  record  is  70  times  in  one  day. 

You  sit  down  at  the  opening  of  a  tube 
and  wait  for  the  light  to  turn  from  red  to 
green.  You  hope  the  light  will  never  turn 
green.  You  might  even  say,  "I  don't  have 
to  do  this."  But  then  you  would  endure 
the  scorn  of  two  13-year-old  boys.  So  you 
cross  your  feet  (this  protects  the  male  of 
the  species)  and  cross  your  arms  over  your 
chest  (saving  the  undertaker  the  trouble), 
and  you  push  off. 

The  laws  of  physics  being  what  they 
are  (32  ft/sec2),  it's  over  quickly.  Before 
you  know  it,  you  have  descended  60  feet 
at  an  85-degree  angle.  You  go  through 
the  acrylic  tunnel  like  a  message  inside  a 
pneumatic  tube,  so  there  is  little  time  for 


dolphin  foot  push,  I'd  go  for  the  latter.  As 
I  was  exiting  the  pool,  a  frisky  six-month- 
old  dolphin  named  Salvador  decided  it 
would  be  fun  to  play  swim-into-the-kid- 
neys-of-the-man-in-the-pool-at-fifteen- 
miles-per-hour.  So  now  I  know  what  it  is 
like  to  be  sucker-punched  by  a  dolphin. 
I've  never  seen  two  happier  13-year-olds. 

Except  for  the  rest  of  the  time,  which 
they  spent  going  down  the  waterslides. 
There  are  five.  They  descend  the  sides  of 
a  replica  Mayan  temple.  Two  of  the  slides 
run  side  by  side  so  that  you  can  race  your 
partner  to  the  bottom:  The  Jungle  Slide 
corkscrews  and  bobsleds.  Conor's  remark, 
as  I  exited:  "Dad,  you  got  air." 

But  all  those  are  child's  play  beside  The 
Leap  of  Faith.  The  Leap  of  Faith  is  the 


admiring  the  sharks  around  you.  Then 
you  are  deposited — plop — into  a  pool. 

According  to  Conor  and  Booey,  who 
witnessed  the  event,  I  instead  skipped 
across  the  surface  of  the  pool  like  a  flat 
stone;  possibly  the  result  of  my  body 
having  gone  rigid.  They  worried  I  might 
continue  out  of  the  pool  and  across  the 
patio  into  the  concession  stand.  The 
bruise  is  impressive.  Even  now,  a  week 
later,  people  at  the  office  drop  by  and  ask 
to  see  my  purple  badge  of  courage.  I'm 
really  quite  proud  of  it.  • 


Atlantis,  Paradise  Island,  Bahamas.  The 
extensive  choice  of  room  rates  ranges 
from  $225  to  $25,000.  (800)  ATLANTIS, 
www.  atlantis.  com. 
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I  Stron 
Downeaster 

When  the  designers  at  Maine's  Brooklin  Boat  Yard 
set  out  to  build  the  Hoi  An,  they  drew  her 
lines  from  lessons  of  the  past,  by  David  Taylor 


►n  an  increasingly  throwaway.  cookie-cutter  world,  there 
are  pockets  of  resistance  to  the  standardized  blanding  of 
culture  where  men  and  women  of  craft  and  art  work  to 
produce  something  unique,  lasting  and  beautiful.  One  of 
those  places  is  the  Brooklin  Boat  Yard  in  Brooklin.  Maine. 

There  are  about  400  boatyards  along  the  Maine  coast. 
I  The  Brooklin  Boat  Yard  is  special  among  them  because  it 
Icprimarih-  in  wood  rather  than  fiberglass  or  steel  The  yard, 
iad  on  Eggemoggin  Reach  between  Penobscot  and  Jericho 
s.vas  started  in  the  1950s  bv  Amo  Dav,  who  built  wooden 
rr  boats  for  the  local  trade.  Soon  after.  Joel  White  joined  the 
becoming  the  sole  owner  in  i960.  Joel  was  the  son  of  E.B. 
li,  the  author  of  such  classic  novels  as  Charlotte's  Web  and 
tiLittk,  who  wrote  in  a  voice  so  concise,  bright  and  acute  mat 
p>se  appeared  effortless.  That  artistry  was  passed  down  to 
I  a  his  DNA,  and  later  to  his  son.  Steve  \Miite.  who  went  to 
for  his  rather  in  1978  and  took  over  the  dairy  running  of  the 
treeing  Joel  to  concentrate  on  design.  The  yard  expanded, 
x  Stephens,  a  voung  boatbuilder,  arrived  to  work  under  Joel 
flbasic  tenet  of  sailboat  construction  is  that  the  longer 
vterline  compared  to  overall  length,  the  faster  the  boat, 
it  1990s,  vards  all  over  the  world  were  churning  out  fiber- 
soars  built  to  this  equation.  The  formula  called  for  short 
pnd  abruptly  truncated  stems  with  little  overhang  at  either 
■hus  maximizing  waterlines  tor  speed,  bu 
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he  wants  in  a  boat,  and  when  he  and  his  family  decided  to  build 
one,  he  investigated  builders  in  England,  Sweden,  Spain  and 
Turkey.  In  the  end,  he  came  back  to  the  Brooklin  Boat  Yard, 
down  the  road  from  where  he  grew  up  and  where  he  spends  the 
summers,  not  because  of  proximity,  but  because  it  was  the  best 
yard  he  could  find  for  philosophy,  expertise  and  price.  Steve 
White  and  Robert  Stephens  were  not  only  willing  to  involve  him 
in  the  process,  they  were  eager  to  collaborate  on  every  facet  of  the 
boat's  construction. 

The  owner's  needs  were  specific.  He  and  his  wife  were  looking 
for  a  boat  that  would  spend  most  of  its  time  as  a  day  sailer,  one 
that  could  take  family  and  friends  for  an  afternoon's  sail  on  the 
bay,  but  they  also  wanted  the  option  of  blue-water  sailing,  of 
cruising  for  days  with  comfort,  safety  and  speed.  They  wanted 
a  traditional  look  and  were  attracted  to  the  designs  of  Lena, 
a  47-foot  sloop  designed  by  Stephens  and  launched  in  2001; 
the  W-46  series,  also  designed  by  Stephens;  and  the  old  New 
York  32s  designed  by  the  firm  Sparkman  6c  Stephens  in  the  late 
'30s.  Lena,  built  for  racing  in  light  winds  on  the  coast  of  Maine, 
lacked  headroom  below  and  seemed  a  bit  tender  for  work  off- 
shore. The  W-46  was  a  more  balanced  design,  but  did  not  quite 
meet  their  needs.  The  New  York  32  was  beautiful,  but  they  felt 
it  had  too  narrow  a  beam  relative  to  length.  In  the  end,  the  boat 
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Hoi  An' %  designers  took  inspiration  from  classic  yacht  designs: 

the  New  York  32,  designed  in  the  late  1930s 


and  the  W-46  series  racing  sloop. 


they  created  with  Robert  Stephens  was  unique  to  their  via 
To  begin  with,  Stephens  took  the  basic  structure  of  the  W 
pulled  out  the  ends  and  made  the  cabin  trunk  look  more 
the  New- York  32's.  The  owners  also  asked  for  more  beam 
deeper  draft  to  add  stability.  Though  Hoi  An  retains  a  low  |l 
file,  Stephens  increased  the  freeboard  to  make  it  drier  in  hJ 
weather.  The  deckhouse  was  kept  as  small  as  possible,  so  the  d 
are  broad  and  unobstructed,  ideal  for  sunbathing  day  sail 
The  foredeck  is  wide  and  clear  for  sail  handling  and  storii 
dinghy.  All  lines  lead  back  to  the  cockpit,  so  the  boat  cai 
handled  by  one  or  two  people  without  difficulty. 

The  cockpit  was  derived  from  the  W-46  and  t 
refined.  The  helmsman's  seat  humps  like 
oxbow  at  the  aft  end  of  the  cockpit  to  prol 
comfortable  seating  while  the  boat  is  hee 
and  it  is  high  enough  to  give  a  clear  view  < 
the  deckhouse  if  he's  sitting  amidships.  1 
lower  ends  of  the  seat  curl  in  to  the  port 
starboard  seats  if  one  prefers  to  sail  from  leeward  as  if  on  A 
racer.  The  combing  of  the  cockpit  is  broad,  with  a  base 
winches  and  a  comfortable  seat  for  sailing  from  high  to  windw 
The  cockpit  has  a  table  for  dining  on  deck  if  the  weather  is  gJ 
and  the  bugs  aren't  hungry,  and  a  refrigerator  is  built  under 
hump  of  the  helmsman's  seat.  Removable  teak  seats  on  the  1 
pulpit  and  stern  life  rail  are  typical  grace  notes. 

Below,  the  quarters  are  simple,  aglow  with  varnish  and  oi 
ing  the  basic  comforts  with  few  frills.  There  are  five  berths  in 
two  cabins.  Between  the  fore  cabin  and  the  main  cabin 
flexible  space  with  different  uses  depending  on  which  doc 
open  and  which  is  closed:  It  becomes  a  full-height  dressing  rc 
for  the  forward  cabin  or  a  full-width  head  with  a  shower. " 
main  cabin  has  three  berths,  and  the  table,  an  ingenious  piec 
woodwork,  folds  into  the  bulkhead  glass  holder  to  leave  an  d 
floor  plan  so  you  can  stow  a  spinnaker  without  difficulty. ' 
navigation  station  and  the  galley  are  located  aft  in  the  main  c; 
so  they  can  be  easily  reached  from  the  cockpit.  All  the  electro 
are  centralized,  and  the  GPS-radar  is  easily  visible  from  the  di 
The  owner's  wife,  a  legendary  cook,  designed  the  galley  specifu 
to  her  requirements.  It  is  a  U-shape,  which  allows  her  to  ra 
everything  from  a  single  position.  Innovations  include  a  s 
opening  refrigerator  that  gives  easy  access,  and  a  saltwater  rint 
pump  for  the  sink  to  preserve  freshwater. 

More  than  12,000  man-hours  went  into  the  building  of  Hoi 
Almost  10,000  of  those  hours  were  in  carpentry.  The  craftsrr 
ship  is  so  precise  that  the  seam  where  the  interior  sheathin 
the  hull  meets  the  cabin  sole  does  not  have  the  usual  mold 
When  the  owner  asked  Steve  White  about  this,  White  said, "' 
carpenters  cover  their  seams."  There  are  no  bad  carpenters  at 
Brooklin  Boat  Yard. 

If  you  ask  how  much  Hoi  An  cost,  thev  will  not  tell  you.  Ifl 
want  to  know  how  much  it  will  cost  to  build  a  boat  to  vour  sf 
ifications,  they  will  be  happy  to  discuss  it.  Of  course  J.  P.  Mor 
famously  said  that  if  you  have  to  ask  the  cost  of  a  yacht,  you  pn 
ably  can't  afford  one.  But  what  did  he  know?  Call  Brooklin  E 
Yard  and  find  out.  (207)  J59-22J6,  www.brooklinboatyard.co\ 


ey,  is  that  a  Stave?"  the  guy  asks. 

A  friend  and  I  are  sitting  at 
the  bar  of  the  Canoe  Club  in 
Hanover,  New  Hampshire,  half- 
way through  a  75-piecc  poultry- 
shaped  jigsaw  puzzle  with  a  deviously  irregular 
border  entitled  "Chicken  Salad."  Our  martinis 
are  long  gone,  but  we've  been  too  focused  on 
the  tiny  mahogany  pieces  to  order  more.  Our 
neighbor  buys  us  a  round. 

The  bartender  delivers  drinks,  and  stays. 
He's  heard  of  Stave  as  well,  the  boutique  puzzle 
workshop  in  nearby  Norwich,  Vermont.  "You 
guys  must  have  big  wallets,"  he  says,  impressed. 

This  gets  the  attention  of  two  microbrew- 
drinking  Dartmouth  fraternity  boys,  who  lean 
over  to  watch  us  put  the  chicken's  tail  together. 

When  the  last  piece  fits,  up  goes  a  collective 
hurrah. 

Stave  puzzles  attract  notice.  Hand-cut  to 
order  from  mahogany-backed  plywood,  full  of 
creatively  shaped  and  personalized  pieces,  they're 
gorgeous  to  look  at — and  expensive.  "Chicken 
Salad,"  a  relatively  small  puzzle,  costs  nearly 
$500,  and  the  prices  go  up  to  $16,500  (for  a  giant, 
hand-painted  limited-edition  puzzle  called 
"Dollhouse  Village" — 96  out  of  100  had  been 
sold  at  print  time).  Though  pricey  entertain- 
ments, Stave  puzzles  have  attracted  a  loyal  fol- 
lowing, and  it's  easy  to  see  why.  Spill  the  thick, 
smooth  pieces  onto  a  tabletop,  fit  a  few  together 
and  you're  immersed  in  the  job  at  hand.  Steve 
Richardson,  owner  of  Stave,  has  made  a  30-year 
career  out  of  mesmerizing  and  outfoxing  his 
customers,  which  include  the  families  Bush,  Lilly 
and  Gates.  "Problem  is,  they're  too  damn  bright," 
says  Richardson.  "I've  always  got  to  come  up 
with  something  new.  I  can't  rest  on  my  laurels." 

A  former  student  of  math  and  computer  sci- 
ence, Richardson  has  evolved  into  the  self-styled 
"Chief  Tormentor"  at  Stave,  the  brain  trust  be- 
hind such  innovations  as  the  "Phony  Corner"  (a 
corner  that's  not  a  corner)  and  the  "Whammy 
Edge"  (edge  pieces  that  abut  rather  than  inter- 
lock). Stave  puzzles  come  with  "dropout"  nega- 
tive space;  three-dimensional,  stand-up  pieces; 
and  a  special  piece  that  doesn't  fit  anywhere  at 
all.  Richardson's  hardest  puzzles  can  be  formed 
a  number  of  ways — but  only  one  permutation  is 
correct.  Fake,  for  example,  "Champ,"  a  44-piece 
blue  dragon  that  goes  together  32  different 
ways  —  but  must  be  made  to  eat  his  own  tail. 
Richardson  designed  ^hcs;  Trick  puzzles  with 


his  "sharpy"  customers  in  mind, 
those  odd,  loyal  few  who  relish 
the  opportunity  to  spend  great 
quantities  of  money  and  time  on 
aggravation. 

Stave's  staff  of  expert  cutters 
make  more  than  3,000  puzzles 
each  year,  sold  directly  through  their 
catalogs  and  over  their  website  to  an  active 
customer  base  of  5,000,  many  of  whom 
Richardson  knows  personally.  During 
my  visit  to  the  Stave  puzzle  workshop, 
he  showed  me  a  pair  of  letters  from  a 
New  York  lawyer  whose  wife  had  given  him 
"Flutterby,"  a  nasty  little  thing  made  up  of 
pieces  cut  almost  entirely  along  color  lines  to 
deprive  the  puzzler  of  overlapping  cues.  The 
first  letter  admonished  Richardson  for  his  near- 
impossible  design.  The  second,  dated  three 
weeks  later,  lauded  his  ingenuity — and  included 
a  photo  of  the  completed  puzzle. 

There  are  other  letters  in  Richardson's 
workshop.  One  is  on  H.  M.  Yacht  Britannia 
stationery,  headed  "At  Sea,  18th  May,  1991," 
and  contains  the  following:  "The  Queen  was 
delighted  to  receive  your  kind  gift  of  a  Shake- 
spearean jigsaw  puzzle,  which  came  to  her  from 
Mrs.  Bush.  Her  Majesty  much  looks  forward  to 
enjoying  it."  Another  bears  the  Presidential  seal: 
"Laura,  our  guests,  and  I  spent  a  lot  of  quality 
time  together  as  we  worked  on  the  Staves." 

The  cutting  room  is  around  the  corner, 
where  a  number  of  women  sit  at  band  saws, 
deftly  pushing  sheets  of  plywood  through  hair- 
thin  blades.  Richardson,  who  finds  cutting 
"therapeutic,"  cuts  a  couple  of  interlocking  pieces 
for  me.  "It  takes  six  months  of  training  to  learn 
how  to  do  that,"  he  says.  Believe  him.  I  tried 
cutting  a  simple  interlock — and  managed  only 
a  lumpish  curve. 

Each  Stave  puzzle  is  initialed  and  dated  by 
its  cutter,  and  arrives  in  a  handsome  blue  box, 
with  just  a  handwritten  clue  to  the  image  inside. 
Richardson  calls  his  creations  "what  you  give 
someone  who's  got  everything  in  the  world," 
and  he's  right — especially  if  vou  count  time 
and  patience  as  possessions.  But  gift-givers  be 
warned;  you  may  be  passing  along  a  costly 
habit.  Richardson  gave  me  "Chicken  Salad"  for 
free,  and  I'm  already  hungry  for  more.  • 

Stave  Puzzles,  Norwich,  Vermont;  (802)  295-5200, 

www.stave.com. 
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Diabolically  designed,  sinfully  expensive 
and  marvelously  challenging  to  solve, 
a  Stave  jigsaw  puzzle  is  much  more  than  the 
sum  of  its  parts,  by  Taylor  Antrim 

I  Did  The 

Funky 
Chicken 


'VE  BEEN  BITTEN  BY  A  HORSE,  KICKED  BY  A 
mule  and  had  my  heart  broken  by  several  women. 
But  until  my  recent  trip  to  Argentina,  I'd  never, 
ever  been  attacked  by  a  fish. 

The  stream  was  12  feet  wide,  flowing  just  over 

Imy  knees.  I  was  throwing  huge  streamers  with  an 
eight-weight  fly  rod  to  golden  dorado — a  fresh- 
water game  fish  that  strikes  with  an  explosion  and 
leaps  and  fights  with  searing  strength.  In  less  than 
a  half  hour  I  landed  four  large  fish — one  more  than 
eight  pounds — and  began  walking  upstream  to 
look  for  new  water. 
Nearing  a  shallow  bend  in  the  stream,  I  heard  a 
splash  about  12  feet  ahead.  In  one  of  those  mo- 
ments my  mind  will  forever  replay  in  slow  motion, 
a  large  golden  dorado  arced  out  of  the  water,  head- 
ing directly  at  my  face.  This  can't  be  happening,  can  it?  A  jump- 
ing fish  at  forehead-height,  coming  right  at  me?  I  raised  my  left 
hand  to  my  upper  chest  and  twisted. 

The  impact  knocked  me  backwards  onto  one  knee.  I  looked 
dowi  and  saw  blood  covering  my  left  hand  and  a  flap  of  skin  that 
expose*.]  white  muscle  and  tendon. 

I  thought  I  might  scream — but  instead  I  started  laughing,  as 
long  and  hard  as  I  have  laughed  in  years.  Gradually,  wonderfully, 
fresh  air  entered  ,1  tii>;ht,  dark  place.  It  was  absurd,  being  attacked 
by  a  fish.  But  I  -  actly  the  right  place  at  the  right  time 
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with  fine  people,  doing  what  I  loved:  fishing. 

I  was  in  Argentina  because  it  was  winter  at  home.  Snow 
tered  the  ground,  streams  were  frozen,  my  dog,  Bosco, 
turned  peevish  and  my  wife  was  traveling  far  too  much.  To  qi 
the  movie  Animal  House,  it  was  time  for  a  road  trip. 

Sometimes  the  stars  line  up  right.  At  a  neighborhood  gat] 
ing  I  met  Justi  Campa,  co-owner  of  Fly  Fishing  Patagonia,  j 
31-year-old  son  of  a  Spanish  doctor  was  raised  in  Charlottesv 
Virginia,  and  fell  in  love  with  fishing  at  a  young  age.  After  g] 
uating  from  college,  Justi  traveled  to  Argentina  to  fish  for  a 
ing  and  master  Spanish.  Now  Justi  and  Oscar  Dono,  his  par 
and  head  guide,  organize,  supervise  and  guide  outdoor  ad\i 
tures  throughout  Argentina  and  parts  of  Chile  and  Urug 
Their  enthusiasm  is  infectious  and  their  planning  meticulou 

After  exchanging  a  few  e-mails  with  Justi,  I  found  myseli 
a  nine-hour  flight  from  Washington  Dulles  to  Buenos  Aire 
an  absolutely  simple  trip.  A  meal,  an  in-flight  movie,  a  sle 
ing  pill  and  I  awoke  in  one  of  the  great  cities  on  earth.  I 
quickly  transferred  to  the  domestic  airport  for  the  two-h 
flight  to  Patagonia. 

My  first  destination  was  San  Carlos  de  Bariloche,  a  charrr 
town  of  100,000  tucked  up  against  the  Andes  on  the  shore 
Lake  Nahuel  Huapf.  Justi  and  Oscar  greeted  me  at  the  airj 
and  gave  me  a  quick  tour  of  the  region.  The  air  was  clear  and 
houses  and  streets  covered  with  flowers.  Mt.  Catedral,  on 
South  America's  largest  ski  areas,  loomed  above  the  town. 
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ere  headed  north  to  the  steppes,  dry  grasslands  similar  to 

:ography  of  Wyoming  or  parts  of  Montana. 

e  stopped  at  Estancia  Forti'n  Chacabuco,  a  working  cattle 

that  caters  to  hunters  and  outdoorsmen,  about  45  minutes 
Bariloche.  After  unpacking,  I  took  a  horseback  tour  of  the 

led  by  a  gaucho  with  the  unlikely  name  of  Alistair. 
e  rode  quietly  toward  the  Andes  and  dismounted  on  a  high 
1  above  the  ranch.  Scanning  the  area  with  binoculars,  we 
saw  several  bugling  male  deer.  Alistair  explained  that  the 
—  imported  from  Europe  almost  100  years  ago  and  now 
d  throughout  the  region — had  just  started  their  rut.  When 
e  comes  across  the  scent  of  a  ready  female,  his  neck  swells 
e  charges  towards  her,  stopping  only  to  throw  his  head  back 
ugle.  "Like  teenagers,"  Alistair  quietly  commented. 
)  be  close  to  the  best  trout  streams  we  moved  our  base  to 
icia  Peuma  Hue.  Located  within  Nahuel  Huapi  National 
this  hotel  marries  European  elegance  and  Patagonian  style, 
nain  building,  with  four  bedrooms,  is  made  of  logs  and 
glass  windows  that  overlook  the  pristine  shores  of  Lake 
irrez.  The  lodge  is  owned  and  run  by  Evelyn  Hoter,  a  true 
itine  beauty,  who  apologized  when  I  arrived  for  putting  me 
nail  but  elegant  cabin.  It  seems  the  main  lodge  was  full  with 
"ican  families,  a  well-known  rock  star  and  the  daughter  of  a 
:r  president  of  the  United  States. 

uffered  through.  The  clear  days  were  filled  with  trout  fish- 
nid  some  of  the  most  glorious  scenery  imaginable.  Each  day 


we  fished  new  water  and  tried  different  presentations.  Justi  and 
Oscar  took  turns  guiding  me  in  a  pontoon  drift  boat.  From  the 
front  seat  I  tried  everything  from  "chuck  and  duck"  with  six- 
weight  sinking  tip  lines  and  heavy  streamers  to  delicate  dry  fly- 
fishing using  smaller  rods  and  lines. 

We  landed  hard-fighting  brown  trout  up  to  20  inches,  thick, 
acrobatic  rainbows  and  elegantly  colored  brook  trout.  Two  of  the 
three  days  we  never  saw  another  person,  much  less  another  fish- 
erman. At  lunchtime  we  would  pull  to  shore,  and  I  would  be 
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served  eggs  and  meat  and  salad  and  fruit  and  wine  —  more  I 
than  six  people  could  consume.  At  day's  end  the  guide  wl 
hand  me  a  beer  and  open  a  folding  chair  so  I  could  comfonl 
remove  my  waders. 

After  dinner,  I  took  a  Cuban  cigar  down  to  the  lake,  rulM 
my  sore  casting  arm  and  stared  at  the  sky.  I've  seen  the  stars  I 
northern  Michigan,  Nevada  and  Alaska,  but  in  Patagonia  II 
the  Southern  Cross  for  the  first  time.  The  Milky  Way  gle 
overhead  and  pushed  across  the  sky  like  a  river.  I  thought  of 
pie  I  wanted  to  share  this  with;  I  reminded  myself  that  it 
winter  at  home. 

The  next  morning  we  flew  north  of  Buenos  Aires  tc 
province  of  Corrientes.  The  change  was  abrupt,  like  flying  : 
Montana  to  Missouri.  The  climate  went  from  semiari 
semitropical,  and  the  land  became  flat,  lush  and  green  and  en 
by  wide  alluvial  rivers:  a  perfect  spot  to  fish  for  golden  dorac 

After  a  drive  of  several  hours,  we  reached  Estancia  La  Pe 
a  huge  cattle  ranch.  The  grounds  and  buildings  are  coven 
flowering  bushes  that  made  the  ranch  seem  like  the  set 
movie.  This  impression  was  enhanced  by  the  owner,  Aug 
Rohner,  who  bears  a  striking  resemblance  to  Sean  Corn 
Each  morning  and  at  noon  he  joined  us  for  meals  on  a  p 
under  an  arched  portico  covered  with  flowers.  Cattle  drifted 
the  yard  only  to  be  chased  away  by  the  persistent  yaps  of  Ja 
a  tiny,  enthusiastic  canine. 

One  day  at  lunch  Javier  began  to  bark  and  darted  behinc 
house.  Suddenly  his  barking  changed  to  terrified  yelps,  an 
sped  towards  us  with  his  ears  back  and  his  legs  pump 
Chasing  him  at  full  speed  was  a  huge  bird  called  a  greater  i 
The  bird's  neck  was  stretched  out  and  his  beak  was  open 
inches  behind  the  dog.  Greater  rhea  birds  look  much  like 
triches,  can  outrace  a  horse  and  grow  to  five  feet  tall.  The 
dog  was  smart:  He  ran  around  a  large  bush  and  plunged  thrc 
a  small  hole  in  the  screen  door  just  inches  from  our  table. 

The  50-pound  bird  halted  a  few  feet  from  us,  glowering 
looking  like  a  cross  between  a  huge  Muppet  character  and  1 
Soprano.  Slowly  the  rhea  straightened  his  neck,  his  feathers 
ruffled,  and  he  backed  away.  For  a  moment  I  wondered  w 
was  doing  in  the  land  of  killer  animals.  Then,  from  arounc 
corner  strolled  four  tiny  rheas,  each  a  miniature  replica  o 
adult.  The  small  birds  sauntered  down  to  the  swimming  poo' 
began  splashing  about  in  the  water  while  the  father  circled,  k 
ing  watch.  Later  the  adult  rhea  came  close  and  we  fed  him  h 
from  our  outstretched  palms. 

Justi  asked  me  if  I  wanted  to  fish  or  take  the  afternoon 
While  a  morning  by  the  pool  might  have  been  enticing,  I  o 
n't  pass  up  a  chance  at' golden  dorado.  It  is  a  fishing  experi 
like  no  other.  Dorado — also  called  tiger  fish  for  their  gold 
black  coloration  as  well  as  their  fierce  feeding  habits — gro 
more  than  35  pounds,  and  many  consider  the  toothy  beast: 
best  freshwater  game  fish  in  the  world.  For  fly-fishermen 
presentation  is  similar  to  trout  fishing  in  the  West.  We  qu 
drifted  near  the  bank  of  the  river  and  cast  gaudily  colored  strt 
ers  at  likely  water. 

When  a  golden  dorado  hits  the  fly,  the  effect  is  breathtal 
Water  explodes  everywhere,  and  the  fish  begins  a  series  of  ai 
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and  strong  runs.  Occasionally  one  will  spot  a  fly  and  leap 
out  of  the  water,  flip  in  midair  and  strike  on  the  way  down. 
:e  trout,  dorado  don't  hesitate,  don't  sip  their  meals,  don't 

1  and  consider.  No  matter  how  large  the  water,  the  strike  al- 
sounds  like  a  fat  man  doing  a  cannonball  into  a  small  pool, 
iter  several  days  of  arm-jerking  action,  not  to  mention  being 
ced  by  a  fish,  I  was  ready  for  a  break.  Justi  arranged  a  horse- 
tour  of  the  massive  ranch. 

>  we  rode  by  several  small  lakes,  we  saw  masses  of  ducks: 
ling  ducks,  small  green  teal  and  southern  wigeon.  Using  a 
lination  of  English,  Spanish  and  goodwill,  my  guide, 
es,  told  me  that  in  the  fall  and  winter  Estancia  La  Pelada  is 
r wealthy  Europeans  keen  on  dove  and  duck  hunting.  These 
few  rise  early  for  the  morning  flight  of  ducks,  enjoy  lunch 

siesta,  then  hunt  dove  till  dark.  If  the  weather  stays  warm, 
unters  can  also  opt  for  fishing  dorado, 
issing  one  large  lake,  Ulysses  told  me  to  stop  my  horse  and 
sd  over  binoculars.  I  saw  forms  perhaps  150  yards  away  at 
Ige  of  the  water.  Here  was  wildlife  I  had  never  seen  before. 

were  called  capybaras,  and  looked  something  like  large 
rs.  Capybaras  are  actually  the  world's  largest  rodents,  and 
ive  in  family  communes  in  grasslands.  The  meat  is  said  to 
Licious,  and  much  of  the  leather  in  the  region  (as  well  as  the 

I  brought  back  for  my  son)  is  made  from  capybara  hides. 

2  were  shy,  oddly  lovely  creatures,  and  as  we  drew  near,  the 
)  of  20  or  so  quietly  disappeared  under  the  water. 


the  sun  was  setting  as  we  headed  back  towards  the  ranch, 
but  one  more  unique  sight  awaited.  Ulysses  dismounted 
to  open  a  gate,  and  I  rode  forward.  Coming  down  the 
road  in  front  of  us  were  two  riders  on  horses.  It  was 
Saturday  night  and  a  gaucho  and  his  young  son  were 
traveling  to  a  dance.  Both  wore  the  traditional  gaucho 
outfits:  black  flat-brimmed  hats,  baggy  trousers,  shiny 
boots  with  finely  detailed  spurs  and  silver  belts.  The  gauchos 
were  riding  nearly  identical  bay  horses  with  white  faces  and 
socks.  The  horses  were  trotting  in  unison.  As  they  neared  me,  fa- 
ther and  son  turned  at  the  same  time,  raised  their  left  hands  to 
the  brims  of  their  hats  and  quietly  nodded.  As  they  passed,  they 
sat  tall,  and  the  horses,  again  in  unison,  broke  into  a  slow  lope. 
The  father  and  son  then  turned  their  faces  towards  each  other 
and  continued  their  conversation. 

I  spent  much  of  the  flight  back  to  Washington  pondering  why 
I  was  so  affected  by  the  gracefulness  of  that  pair  on  horseback. 
Then  I  looked  at  my  hand  and  smiled.  I  was  healing.  I  had  been 
away  for  nearly  two  weeks  and  it  would  be  nearly  springtime 
when  I  landed.  I  scribbled  notes  and  fell  asleep.  I  was  eager  to  get 
home,  to  tell  my  stories  and  to  plan  a  trip  with  my  family.  • 

For  the  Patagonia  trout-fishing  trip,  Fly  Fishing  Patagonia  recommends 
a  minimum  seven-night  stay,  $4^o-$^o per  night.  For  the  Corrientes 
golden  dorado  trip,  the  company  recommends  a  four-night  minimum, 
$450 per  night.  (434)  249-1783,  www.flyfishingpatagonia.com. 
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"he  Summer  of  42 

A  middle-aged  magazine  editor  looks  back  fondly  on  the  summers 

when  he  worked  his  tail  off  for  $25  a  week,  by  Christopher  Buckley 


uring  college  summers,  I  worked  as 
first  mate  and  cook  on  a  sailboat  named  Suzy  Wong.  She  was  a  42-foot-long  Sparkman  &  Stephens 
yawl  (two  masts),  all  teak  and  mahogany  and  scrollwork  dragons  and  Buddhas,  topsides  painted 
fire-engine  red,  built  in  Hong  Kong  for  four  young  American  officers  mustering  out  of  the  Navy 
and  wanting  to  sail  home.  My  father  bought  her  in  Miami,  where  the  group  landed  after  many 
adventures,  including  being  stuck  in  a  30-day-long  sandstorm  in  the  Red  Sea.  •  To  defray  the  costs, 
my  father  chartered  her  out  to  paying  clients.  Our  home  port  was  Stamford,  Connecticut,  on  Long 
Island  Sound.  We'd  sail  anywhere  the  client  wanted  to  go:  Long  Island,  Newport,  Block  Island, 
Buzzards  Bay,  Martha's  Vineyard,  Nantucket,  Cape  Cod,  Maine.  Danny,  my  best  friend,  was 
skipper.  •  When  I  signed  on  as  mate,  Suzy  was  more  than  a  decade  old  and  beginning,  like  any  lady 
of  a  certain  age,  to  show  a  little  wear  and  tear.  By  the  time  we'd  gotten  her  ready  for  sea  in  mid-June, 
I  had  no  fingerprints  left,  from  sandpapering.  She  leaked  from  the  top  and  she  leaked  from  the 
bottom.  I  was  always  lifting  up  the  floorboards  to  see  how  much  water  had  accumulated  in  the  bilge, 
and  when  you  hit  the  bilge  pump  toggle  switch,  you  never  quite  knew  if  you  were  going  to  hear  the 
reassuring  rrrrrrr  sound  indicating  that  it  was  in  fact  emptying  the  bilge.  I  probably  spent  a  total 
of  a  year  of  my  life  acutely  focused  on  Suzys  bilges.  •  On  one  memorable  occasion,  one  of  the 
charterers  poked  his  head  out  and  asked,  with  admirable  calm,  "Is  the  water  supposed  to  be  above  the 
floorboards?"  We  were  20  miles  offshore,  and,  as  usual,  the  marine  radio — one's  link  to  the  U.S. 
Coast  Guard  and  other  vessels — was  not  working.  •  At  such  times,  Danny  would  spring  into  action. 
I  say  "spring"  literally.  One  lasting  image  of  him  is  of  his  lower  legs  protruding  from  underneath 
the  engine  blocks  to  the  accompaniment  of  purple  mutterings.  In  matters  of  the  bilge,  the  culprit 
was  usually  the  stuffing  box,  where  the  propeller  shaft  penetrates  the  hull  of  the  boat.  •  There  was 
always  something.  A  boat  is  a  24/7  verification  of  Murphy's  Law.  Once  we  had  to  dismantle  an 
unpleasantly  clogged  head  (toilet)  and  carry  it  out  onto  deck  above  the  heads  of  the  people  eating 
dinner,  one  of  them  a  distinguished  monsignor  of  the  Catholic  Church.  But  1  think  I  won't  go  into  that. 


ILLUSTRATION  BY  ANASTASIA  VASILAKIS 
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For  refrigeration,  we  had  an  icebox,  which  after  five  days 
smelled  like  a  Third  World  mortuary.  Another  lasting  image  of 
Danny:  his  face  a  prune  of  revulsion  as  he  extracts  a  package 
of  dripping,  spoiled  chicken  breasts.  For  cooking  we  had  an 
alcohol  stove  and  outdoor  barbecue.  You  approached  the  alcohol 
stove  as  you  would  a  live  hand  grenade,  after  making  a  sign  of  the 
cross.  You  had  to  prime  the  burner  with  a  handheld  propane 
torch,  then  furiously  pump  air  into  the  stove's  fuel  reservoir  to 
force  the  alcohol  up  onto  the  burner.  You'd  then  open  the  burner 
valve,  at  which  point  the  fun  really  began.  For  four  summers,  I 
had  no  eyebrows  from  June  to  September. 

Steaks  and  burgers  we  would  cook  on  the  outdoor  charcoal 
briquette  barbecue.  It  hung  cantilevered  over  the  stern.  One 
night,  anchored  in  a  swift  current  in  the  cold  waters  of  Maine,  I 
was  cooking  some  very  nice  steaks  for  the  party  below.  They  were 
a  demanding  quartet.  I  don't  think  the  term  "tyPe  A"  existed 
then,  nor  did  I  have  much  concept  of  what  a  "venture  capitalist" 
was,  but,  in  retrospect,  these  folks  were  both.  They  were  many 
martinis  into  their  cocktail  hour,  and  they  wanted  their  steaks, 
and  they  wanted  them  now.  My  only  aim  was  to  please,  mainly 
in  hopes  of  a  good  tip  at  the  end  of  the  charter.  I  cut  into  one  of 
the  steaks  to  see  if  it  was  ready.  The  entire  barbecue  swiveled  180 
degrees  and  dumped  four  Omaha  steaks  and  dozens  of  sizzling 
charcoal  briquettes  into  the  five-knot  current  off  Swans  Island. 

Danny  and  I  leapt  into  the  inflatable  dinghy, 
fired  up  the  outboard  motor,  which  for  some  odd 
reason  started,  and  buzzed  off  with  flashlights  in 
pursuit  of  the  runaway  steaks.  We  retrieved  two, 
and  drove  over  another  with  the  propeller,  turning 
it  from  filet  mignon  into  Salisbury  steak.  The  party 
were  thankfully  too  far  into  the  martinis  to  discern 
that  their  meat  had  been  mutilated  and  finished  in 
outboard-motor  oil.  I  hovered  nervously.  They  did 
not  ask  for  the  salt. 

Most  of  our  charterers  were  nice  people,  and  we 
worked  hard  to  make  their  time  aboard  Suzy  Wong 
a  good  one.  Sometimes  we  succeeded  in  a  round- 
about way,  by  going  aground  or  getting  badly  lost 
in  fog  off  a  rocky  coast  at  night.  On  such  occasions,  we  would  try 
to  make  our  panic  and  dread  a  shared  experience  by  involving  the 
charterer  in,  say,  helping  to  row  the  spare  anchor  and  a  hundred 
feet  of  rusty  chain  to  windward  in  a  howling  gale,  then  winching 
it  in  to  the  point  of  requiring  rotator  cuff  surgery.  Or  of  pointing 
out  into  total  blackness  and  telling  the  charterer  that  if  they  ever 
wanted  to  see  their  loved  ones — or  Cleveland — again,  then 
they'd  better  help  us  find  the  crucial  two-second  blinking  green 
light  marking  Graveyard  Reef.  Such  were  the  joys  of  going  to  sea 
with  Danny  and  me. 

What  we  lacked  in  seamanship,  we  tried  to  make  up  for  in 
<  :  :\er  ways.  We  had  no  electric  blender,  but  that  did  not  stop  us 
ms  ing  banana  daiquiris  for  our  guest  Many  a  cocktail  hour 
found  me  squec^.--  'ananas  into  mush    ith  my  bare  hands. 

hed  off  the  film  yfWD-40. 
thi  charterer  v  is  nice,  Dan  and  I 
■  :  late  afte  i  00  \,  "Whaddya  say  to 


The  charterer  would  say,  "Where  are  we  going  to  buy  lob 
out  here?" 

We'd  steer  to  the  nearest  lobster  pot,  which  was  never  fl| 
these  waters.  Before  you  get  morally  outraged,  let  me  quickhj 
that  after  we  pulled  the  pot  up  and  plucked  out  a  couple  oi  I 
boilers,  we  would  ask  the  charterer  to  put  into  the  trap  as  payijl 
a  fifth  or  two  of  nice  whiskey.  They  were  happy  to  do  so. 

Except  for  the  venture  capitalist.  His  comment,  on  bl 
asked  for  a  bottle  with  which  to  recompense  a  lobsterman  1 
ing  five  grand  a  year,  was,  "So,  who's  looking?"  As  my  fai 
sometimes  says,  "The  problem  with  socialism  is  socialism, 
problem  with  capitalism  is  capitalists." 

The  summers  passed  quickly,  even  when  we  found  oursij 
bone-weary  on  watch  at  4  a.m.,  aground,  storm-tossed,  onil 
sinking,  unclogging  heads  or  dealing  with  type  A's.  My 
was  $25  a  week,  and  after  cigarettes  and  beer  there  was  stilil 
bucks  left  for  a  splurge  dinner  ashore.  Pretty,  suntanned  girh 
terialized  wherever  we  went.  "Cute  boat.  Can  we  come  abo\ 
We  met  improbable  people.  We  read  Zen  koans  by  candlell 
Drank  wine  out  of  goatskins.  Fished  for  squid  in  phosphore 
water.  Shot  off  flares.  Slept  on  deck  under  a  million  stars, 
our  first  hangovers  together.  Made  bonfires  on  beaches.  SI 
naked  at  night.  Blew  out  sails.  Took  apart  the  engine.  Seal 
sand  cliff  to  rescue  a  trapped  family.  Drank  rum  to  keep  wail 
a  storm.  Did  dangerous,  stupid  til 
and  howled  with  glee,  so  scared  thsl 
only  thing  to  do  was  laugh.  I  woull 
laugh  now,  because  now  adve: 
looks  like  inconvenience,  rather 
the  other  way  around.  There'sl 
tragedy  of  maturity  for  you. 


Even'  now  and  th 
might  s  "  t-  e;  cb  othei 
lobster      dinner  tonic 


VENTUALLY  MY  FATHER  S| 
Suzy  Wong.  One  day,  many  years 
a  photo  appeared  of  her  on  the 
page  of  a  newspaper,  accompanyi  I 
article  about  how  people  were  stal 
the  process  of  getting  their  boats 
water.  It  showed  someone  varnishing  her  transom,  an  oil 
had  performed  myself  countless  times.  Is  she  still  afloat  ncl 
someone  cursing  and  repacking  the  stuffing  box? 

Dan  and  I  have  lost  touch.  Once  we  could  not  only  finisll 
other's  sentences  but  also  each  other's  silent  thoughts.  Pel 
he'll  read  this  somewhere,  in  an  airport,  on  his  way  to  a  conl 
ing  flight.  Or  perhaps  he's  reading  this,  from  Joseph  Conrl 
"A  gone  shipmate,  like  any  other  man,  is  gone  for  ever; 
never  saw  one  of  them  again.  But  at  times  the  spring-flcl 
memory  sets  with  force  up  the  dark  River  of  the  Nine  El 
Then  on  the  waters  of  the  forlorn  stream  drifts  a  ship — a 
owy  ship  manned  by  a  crew  of  Shades.  They  pass  and 
a  sign,  in  a  shadowy  hall.  Haven't  we,  together  and  upcl 
immortal  sea,  wrung  out  a  meaning  from  our  sinful  lives?  (I 
bye,  brothers!  You  were  a  good  crowd.  As  good  a  crowd  I 
fisted  with  wild  cries  the  beating  canvas  of  a  heavy  foresl 
tossing  aloft,  invisible  in  the  night,  gave  back  yell  for  yel 
westerly  gale."  • 
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WAVE  MUSIC,  by  Clifford 
Ross;  Aperture;  $75 

Clifford  Ross  created  a  sensation 
in  the  art  and  science  worlds 
last  year  when  he  unveiled  the 
Rl,  an  oversized  film  camera  of 
his  own  design  capable  c'  taking 
astonishingly  detailed  pictures. 
According  to  MIT's  Michael  Hawley, 
Ross's  76xl35-incl';  p-int  of  Colorado's 
Mt.  Sobris — shot  wrth  l\  e  Rl— was  '  the 


most  technically  perfect  mural-size 
photograph  ever."  Only  problem  was,  the 
composition  itself  was  a  bit  of  a  bore. 
Not  so  with  Ross's  latest  offering,  a  series 
of  black-and-whites  of  hurricane  waves 
taken  off  East  Hampton,  Long  Island. 
Shot  with  conventional  handheld  cameras, 
the  photographs  capture  huge,  frothy 
swells  as  they  crush  the  sand  beneath 
them.  Ross  did  not  come  by  these 
pictures  easily — he  waded  into  the  roiling 
surf,  tethered  to  a  lifeline — yet  they 


have  a  balanced,  sculptural  quality 
about  them.  Now  if  he  could  just  get 
there  with  that  Rl.... 

—THOMAS  JACKSC 


EVERYTHING  BAD  IS  GOOD  FOR 

by  Steven  Johnson;  Riverhead;  $2 


Here's  a  sentence  you  don't  read  eve  •,. 
day:  "[P]opular  culture  has,  on  averai 

grown  more  complex  and  intellects  L 

challenging  over  the  past  30  years."  ^ 


r 


So  writes  Steven 
Johnson  at  the  start 
of  his  compelling — 
and  yes,  convincing — 
defense  of  video 
games,  TV,  the 
Internet  and 
Hollywood  movies. 
The  work-and- 
reward  structure  of 
games  like  the 
and  Grand  Theft  Auto  series  develops 
ce  and  perseverance,  a  kind  of 
ive  resolve,  argues  Johnson.  And 
sn  reality  TV,  offers  complicated 
ve  structures  and  emotionally  rich 
s  in  human  relationships.  Your 
en't  zoning  out  in  front  of  the 
hey're  focused  on  it.  If  Johnson's 
ty  to  look  on  the  bright  side  can 
;xtreme,  it's  nonetheless  exciting  to 
om  such  an  articulate  optimist.  We 
a  kind  of  anti-Brave  New  World, 
ures  us,  in  which  economic  incentive 
5  increasingly  complex  media, 
in  turn  makes  us  smarter.  The  only 
i  Johnson's  happy  sense  of  things? 
es  us  the  answer  with  a  knowing 
book  reading.  —TAYLOR  ANTRIM 

HDIAN  DAYS,  by  Sally  Gable 
larl  I.  Gable;  Knopf;  $23 

|  When  Sally  Gable 
went  looking  for  a 
summer  home  in  the 
New  York  Times  real 
estate  section,  she 
l[j  thought  she'd  find  a 

—  cottage  in  New 
I  Hampshire.  Instead, 

s«iti  tisu  -&   

the  Gables  settled  in 
■Zfa  Italy's  Veneto  region 
J--*     at  Villa  Cornaro,  a 
m  structure  built  in  the  16th  century 
Irea  Palladio — among  the  most 
itial  architects  in  history.  Palladian 
Sable's  account  of  more  than  15 
is  spent  at  Cornaro,  is  at  once 
gue,  memoir  and  art  history  text, 
transforms  herself  from  Atlanta  choir 
>r  to  Palladio  expert,  deciphering 
a's  300-year-old  grafitti  and 
ig  its  trademark  double  portico 
would  later  inspire  Thomas 
on's  Monticello).  Yet  she  never  lets 
ider  forget  that  restoration  is  a 
:erm  for  finding  a  good  contractor. 


\OIAN 


The  Gables  undergo  numerous  home-owner 
mishaps — a  scorpion  infestation,  a 
collapsing  roof  and  the  occasional  electrical 
blackout.  Sally  Gable's  world  (which 
includes  resonant  tales  of  small-town  life 
in  Piombino  Dese)  is  both  timeless  and 
completely  modern,  a  life  that  moves 
in  and  around  an  architectural  masterpiece. 
And  that  is  the  way  Palladian  Days  should 
be  enjoyed:  dreaming  of  the  Venetian 
countryside,  a  tall  glass  of  Prosecco 
in  hand.— STEPHANIE  COOPERMAN 

DARK  GENIUS  OF  WALL  STREET, 
by  Edward  J.  Renehan,  Jr.; 
Basic  Books;  $30 

Even  for  a  Gilded 
Age  robber  baron, 
Jay  Gould  had 
an  unenviable  rep- 
utation. The  New  York 
Times  called  him 
"the  Mephistopheles 
of  Wall  Street,"  the 
rector  of  St.  Paul's 
Episcopal  Church 
in  lower  Manhattan 
compared  him  to  "a  thief  in  the  night" 
and,  not  to  be  outdone,  one  of  his  first 
biographers  described  him  as  "a  human 
carnivore,  glutting  on  the  blood  of  his 
numberless  victims."  One  hundred  and 
twelve  years  have  passed  since  he  last 
monopolized  American  commerce,  yet  the 
task  of  rehabilitating  Gould  may  still  be 
trickier  than  cornering  the  market  on  gold, 
as  he  once  unsuccessfully  attempted. 
In  Dark  Genius  of  Wall  Street,  biographer 
Edward  J.  Renehan,  Jr.,  does  as  thorough 
a  job  as  the  historical  record  permits,  all 
the  while  providing  an  informative  and 
entertaining  account  of  no-holds-barred 
finance  in  the  late  19th  century.  Renehan's 
Gould  is  an  old-fashioned  family  man, 
doting  on  his  wife  and  children.  He's  also 
an  accomplished  gardener,  personally 
tending  to  thousands  of  orchids  in  the 
nation's  largest  private  greenhouse.  And, 
to  counter  rumors  of  Gould's  consuming 
greed,  Renehan  tracks  down  virtually 
every  dollar  he  ever  gave  away,  often 
anonymously,  to  avoid  negative  publicity. 
(The  newspapers  tended  to  view  his 
philanthropy  with  derision,  unmoved  by 
the  multimillionaire's  three-  and  four- 
figure  donations.)  Of  course,  none  of  this 
is  terribly  persuasive  at  making  Gould  a 


sympathetic  character.  Fortunately,  Dark 
Genius  of  Wall  Street  does  considerably 
better  at  arguing  another  case,  less  senti- 
mental, of  deeper  historical  and  economic 
significance.  Renehan  shows  Gould  to 
be  "an  exemplary,  successful,  long-term 
CEO. ..a  workaholic  who  painstakingly 
consolidated  dying  railroads,  transforming 
them  into  highly  profitable  megalines...." 
In  an  era  that  vilifies  monopolies  and 
market  manipulation,  Gould's  story  is  an 
important  reminder  that  full-contact 
capitalism,  driven  by  unadulterated  avarice, 
built  this  country's  physical  and  financial 
infrastructure.  — JONATHON  KEATS 


Field  Guide  to 


MEAT 

How  to  Identify,  Select,  and  Prepare 
ffe    Virtually  Every  Meat,  Poultry,  and  Game  Cut 


FIELD  GUIDE  TO  MEAT, 

by  Aliza  Green;  Quirk  Books;  $15 

If  you  can't  tell  your  loin  from  your 
tenderloin,  your  merguez  sausage  from 
your  lap  cheong,  you  may  want  to  keep  this 
handy  little  butcher's  helper  somewhere 
nearby  when  you  make  out  your  shopping 
lists.  No  meaty  topic  is  too  mundane  (how  to 
stuff  a  chicken)  or  too  unlikely  (the  section 
on  choosing  and  cooking  beavers,  for 
instance)  to  escape  the  author's  patient, 
encyclopedic  treatment.  This  is  a  carnivore's 
one-stop  reference,  with  more  than  200 
color  photographs  (ever  see  a  skinned  rattle- 
snake?), a  glutton's  feast  of  information 
and  recipes  and  a  general  feeling  that  the 
proper  eating  of  these  creatures  connects  us 
to  a  grand  human  tradition  that  blurs 
time  and  geography.  —RICHARD  NALLEY 
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BEYOND  THE  SOUND  BARRIER, 

Wayne  Shorter  Quartet;  Verve;  $19 

Enigmatic,  brooding,  cerebral — that's  how  writers  have 
tried  to  define  jazz  legend  Wayne  Shorter,  but  he's  even 
more  elusive  than  that.  On  tenor  sax  he's  as  intense  as 
John  Coltrane,  but  he's  as  lyrical  as  a  songbird  when  playing 
soprano.  Meanwhile,  his  compositions  bridge  the  abstract  and  the 
melodic  in  such  a  mysteriously  engaging  way  that  one  can  only 
call  them  Shorteresque.  For  these  qualities,  critics  and  musicians 
have  canonized  Shorter,  though  he's  never  quite  enjoyed  the 
mainstream  acclaim  of  former  bandmates  Miles  Davis  and  Herbie 
Hancock.  Even  stranger,  after  a  brilliant  string  of  Blue  Note 

albums  in  the  1960s  and  play- 
ing with  Weather  Report  in  the 
'70s,  he  has  since  recorded  just 
six  albums  as  a  bandleader. 
Therefore,  any  new  Shorter  re- 
lease comes  with  high  expecta- 
tions, and  Beyond  the  Sound 
Barrier  hardly  disappoints.  This 
hour-long  live  album  features 
new  and  old  tunes,  plus  two 
covers,  including  a  lovely  take 
on  Mendelssohn's  "On  Wings  of 


Song."  Typically,  Shorter  is  questing,  leading  his  band  throug 
sinuous  pieces  that  somehow  sound  both  tight  and  open-endei 
Bassist  John  Patitucci  and  drummer  Brian  Blade  provide  puli 
and  snap,  while  Shorter's  serpentine  ruminations  call  and  r 
spond  to  the  staccato  brio  of  Panamanian  pianist  Danilo  Perez 

—MR 


GIMME  FICTION, 

Spoon;  Merge;  $13 


Spoon  is  an  Austin,  Texas-based  four- 
some with  record-industry  war  stories 
and  an  enduringly  upstart  sound.  By 
indie-rock  standards,  they're  veter- 
ans— Gimme  Fiction  is  the  band's  fifth 
full-length  in  more  than  ten  years.  It's 

also  as  good  as  anything  they've  released,  a  crisp  rock-and-rtl 
slow-burn  that  should  give  the  suits  at  Elektra  Records  (whii 
dropped  them  from  its  roster  in  1998)  fresh  cause  to  kick  then 
selves.  Opener  "The  Beast  and  Dragon,  Adored"  is  a  minimal 
mood  piece  with  a  grand,  sing-along  refrain.  "Was  It  You?"  I< 
ers  groovy  bass  over  a  tense  spine  of  snare.  Spoon's  attitude 
sides  in  singer  Britt  Daniel's  throaty  come-on  vocals;  his  false! 
in  "I  Turn  My  Camera  On,"  the  sexy  two-step  single,  should 
bring  even  career  wallflowers  to  the  dance  floor.  — TA 
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A  Caribbean  playground  for  the  family  with  endless 
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1-877-HALFMOON  •  www.halfmoon.com 
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Apparel 

Ravazzolo 

Visit  www.ravazzolo.com  or  call  our  agent  for  the  U.S.: 
Luciano  Moresco  &  Co.,  Ltd.  1-212-397-4300 

Automotive 

Aston  Martin  North  America 

Aston  Martin  is  the  world's  most  exculsive  sports  car 
company.  Since  1914  it  has  created  motoring 
legends  culminating  in  today's  DB7 
Vantage  and  VI 2  Vanquish. 
Visit  www.astonmartin.com  or  call  866-NA-  Aston 

Cadillac  Motor  Division 

Cadillac:  Break  Through! 
Visit  www.cadillac.com 

Chevrolet 

SSR:  An  American  Revolution 
Visit  www.chevy.com 

Hammer 

HUMMER  -  Like  nothing  else! 
Visit  www.hummer.com 

Aviation 

American  Express 

Visit  www.americanexpress.com 

Cirrus  Design  Corporation 

Visit  www.cirrusdesign.com 

Flight  Options 

Visit  www.flightoptions.com  or 
call  1-877-703-2348 


Grillin'  In  Style 

Corazon  de  Agave  Tequila 

Visit  www.corazontequila.com 

GMC  Trucks 

Visit  www.gmc.com 

Jewelry/Watches 

Bailey  Banks  &  Biddle 

Visit  www.baileybanksandbiddle.com  or  call  800-651-4222 

Retail 

General  Cigar 

Macanudo  and  Partagas  Cigars 
Visit  www.cigarworld.com 

Travel 

Flight  Options 

Taking  fractional  jet  ownership  to  a  new  level  of  excellence. 
Visit  www.flightoptions.com 

Wine  and  Spirits 

Louis  M.  Martini 

Louis  M.  Martini  wines  are  the  voice  of  Cabernet  Sauvignon, 
wines  that  reflect  three  generations  of  accumulated  wisdom, 
fining  vines  to  the  land  and  blending  for  balance  in  the  bottle. 
Visit  www.louismartini.com  or  call  800-321-9463 


Yachting 

Azimut  Yachts 

Visit  www.azimutyachts.net 

Benetti  Yachts 
Marquis  Jet     Visit  www.benettiyachts.it 
Visitwww.marquisjei.com      £Hte  Yacht  Chatters 
TAG  Aviation      Visit  www.eliteyacht.com 

Visit  www.tagaviation.com     Global  Ship  Systems 


Visit  www.globalshipsyscenis.com 

Unusual  Villas  and  Island  Rentals 


www.uiiusu.ilvill.irent.ils.com 


Design  House 

Kohler 

Visit  www.kohler.com 

Samsung 

Visit  www.samsung.com 
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THE  COMPLETE 

JAMES  DEAN  COLLECTION; 

Warner;  $69 


tragic  violence.  Such  knowledge  adds  to  the  poignancy  of  watch- 
ing the  actual  film,  and  hardly  diminishes  its  nail-biting  imme- 
diacy. —  MATTHEW  REED  BAKER 


No  one  burned  more  brightly,  or 
more  briefly,  than  James  Dean. 
His  legend  rests  on  just  three  movies,  all  of  them  re- 
leased together  on  DVD  for  the  first  time:  East  of  Eden, 
Rebel  Without  a  Cause  (both  1955)  and  Giant  { 1956).  He  didn't 
live  long  enough  to  see  the  last  two,  dying  at  age  24  in  the  crash 
of  his  Porsche  Spyder  on  September  30,  1955.  Premature  death, 
as  with  Rudolph  Valentino,  Jim  Morrison,  et  al.,  confers  immor- 
tality, though  who'd  want  it,  given  the  choice?  The  three  films 
that  Dean  left  as  his  epitaph  provide  evidence  of  why  he  became 
such  an  icon:  his  lupine  good  looks  as  well  as  his  most  defining 
and  paradoxical  quality — vulnerability.  In  real  life,  Dean  lacked 
his  father's  affection.  This  makes  his  role  as  a  son  opposite 
Raymond  Massey  in  Eden  and  Jim  Backus  in  Rebelboih  poignant 
and  arresting.  A  half  century  later,  the  teen  rebel  role  is  worn-out, 
but  when  these  movies  appeared,  in  the  midst  of  the  "quiet" 
Eisenhower  era,  the  beau  ideal  was  Mickey  Rooney,  son  of  the 
genially  authoritarian  Judge  Hardy.  This  trio  of  DVDs  contains  in- 
formative special  features  touching  on  this  historical  aspect,  as 
well  as  on  Dean's  relationships  with  Natalie  Wood,  Julie  Harris, 
Rock  Hudson  and  other  costars.  The  scene  in  Rebel  where  Dean 
the  alienated  teenager  loses  it  and  leaps  over  a  chair  to  assault 
and  choke  his  apron-wearing,  henpecked  father  is  hilarious  and 
chilling,  making  this  set  an  irresistible  and  conver- 
sation-provoking Father's  Day  present. 

—CHRISTOPHER  BUCKLEY 


HOOP  DREAMS;  Criterion;  $30 


"People  say,  'When  you  make  it  to 
the  NBA,  don't  forget  about  me,'" 
William  Gates  said  years  ago.  "I 
feel  like  telling  them,  'Well,  if  I 
don't  make  it,  make  sure  you  don't 
forget  about  me.'"  Gates  was  a 
teenage  basketball  prodigy  from 
Chicago,  and  his  eventual  failure 
to  make  the  pros  has  since  been  watched  by  mil- 
lions, thanks  to  the  1994  hit  documentary  Hoop 
Dreams.  For  five  years,  Steve  James,  Frederick  Marx 
and  Peter  Gilbert  filmed  Gates  and  another  boy, 
Arthur  Agee,  as  they  strove  against  the  high  expec- 
tations and  slim  odds  that  face  every  wannabe  bailer. 
The  result  was  a  mesmerizing  three-hour  saga  about 
struggling  families,  tough  neighborhoods  and  the 
basketball  industrial  complex.  At  the  time  of  the 
film's  theatrical  release,  Gates's  words  were  partic- 
ularly haunting:  No  one  could  forget  the  youth  pre- 
on  celluloid.  But  what  about  the  man  he'd 
become?  With  the  new  DVD's  bonus  materials,  you 
learn  .'hat  Gates  became  a  pastor,  Agee  started  a 
youth  foundation  and  both  lost  family  members  to 


THE  SOPRANOS:  The  Complete  Fifth 
Season;  HBO  Video;  $100 

As  a  rule,  HBO  has  always  released  one  sea- 
son of  The  Sopranos  on  DVD  just  before  the 
broadcast  premiere  of  the  next.  But  the  wait 
for  the  show's  sixth  and  supposedly  final  in- 
stallment of  episodes  (currently  slated  for 
2006)  has  grown  so  long  that  the  studio  is 
letting  go  of  the  penultimate  season  now.  Throughout  these  1 
episodes,  there's  a  gathering  sense  that  the  center  can't  hold  fo 
Tony  Soprano  and  company.  His  marriage  to  Carmela  is  in  ta 
ters.  The  Feds  are  closing  in,  and  AJ,  Tony's  male  heir,  seem 
poised  to  do  something  oedipal.  This  may  be  the  darkest  seasoi 
of  The  Sopranosyei,  but  the  show  maintains  its  perfect  balano 
of  wiseguy  histrionics  and  suburban  bourgeois  angst.  The  speci 
features  include  commentaries  from  directors  Steve  Buscem 
Peter  Bogdanovich,  Rodrigo  Garcia  and  Mike  Figgis.  Actor  Dre 
de  Matteo,  who  plays  Adriana,  doesn't  so  much  comment  on  th 
heart-wrenching  12th  episode  as  cry  through  it.  But  she  finds  sc 
lace  for  her  character's  ignominious  end  in  a  chilling  predictior 
"I  was  happy  that  [Adriana]  was  gonna  go  this  season,"  she  say: 
"because  next  season  everybody's  gonna  go...."  — TJ 


FORZA  MOTORSPORT;  Microsoft  Game  Studios;  $50  (Xb 


Most  driving  games  rewrite  the  laws  of  physics  for  the  sake  of  f 
creating  alternate  realities  where  every  car  is  indestructible  anc 
a  125-mph  power  slide  is  no  problem  at  all.  The  exception  has 
been  PlayStation's  Gran  Turismo,  a  simulation  in  which  the  car 
and  perform  more  or  less  the  way  they  do  in  real  life.  And  now 
Forza  Motorsport,  newly  designed  for  the  Xbox.  To  test  the  garr 
authenticity,  Popular  Science  ran  an  experiment  at  Road  Atlan 
racetrack,  in  which  Gunnar  Jeannette,  a  pro  with  limited  video 
experience,  compared  actual  hot  rods  with  Forza's  digital  replii 
Jeannette's  times  were  just  a  few  seconds  faster  in  the  game  tl 
I  real  life,  a  difference  he  attributed  to  the  fear  factor  that  accot  j 
driving  185  mph  in  an  actual  car.  Forza  comes  with  more  than 
models,  from  the  1969  Ferrari  Dino  246  GT  to  the  Ford  Focus.  And  thi 
possibilities  for  customization  are  limitless,  from  bodywork  to  mechanii 
adjustments  such  as  tire  pressure,  gearing  and  suspension.  As  in  real  I 

mistakes  have  consequei 
the  player  grinds  a  rail  a1 
mph,  the  resulting  dama 
affect  the  car's  performa 
Forza's  greatest  strength 
Gran  Turismo  is  its  Xbo 
capability,  which  enable 
to  upload  their  geeked-o 
rods  and  pursue  a  careei 
a  fiercely  competitive,  rri 
multiplayer  racing  circui 
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of  them  as  a  reprieve  from  the  world  around  you. 

er  it's  the  engine  roar  inside  an  airplane  cabin,  the  hustle 
of  the  city  or  the  distractions  in  the  office,  Bose 
QuietComfort1  2  headphones  help  them  fade 
softly  into  the  background.  And  they  do  it 
I  with  the  flick  of  a  switch.  You  can  savor  the 
HfcL^>  JcIk.ik-  nmsK.il  nu, iiKes  without  disturbing 
^HHH  others.  And  when  you're  not  listening  I 
l  slip  into  a  tranquil  haven  -  where  you  can  relax  and  enjoy 
md  solitude.  Clearly,  these  are  no  ordinary 
tones.  It's  no  exaggeration  to  say 
one  of  those  things  you  have 
?rience  to  believe. 

e  noise  with  Bose 

llogy.     Our  head- 
;    were  designed 
ily    tor  airplane 
rs.   But  owners 
started  telling 
w    much  they 
using  them  in 
places  to  reduce 
ions  around  them. 
Comfort"  2  head- 
incorporate  patented 
logy  that  electronically 
ies    and  dramatically 
i  noise,  while  faithfully 
ing  the  music,  movie 
te    or    tranquility  you 

Technology  re  view,  com 
,  "It's  as  if  someone  behind 
ick  reached  out,  found  the  volume  control  of  the  world, 
rned  it  way,  way,  down."  Perfect  for  listening  to  music, 
:r  you're  on  the  go,  at  home  or  in  the  office. 


Use  them  as  a 
concert  hall  -  or  a 
sanctuary. 


Rich  Warren  says.  To  enjoy  peace  and 
tranquility,  simply  turn  them  on.  To 
add  Bose  quality  sound,  attach  the 
included  audio  cord  and  connect  them 
to  a  home  stereo,  laptop  computer,  portable  CD/DVD/MP3  player 
or  in-flight  audio  system.  When  you're  done,  their  convenient 
Fold-flat  design  allows  for  easy  storage  in  the  slim  carrying  case. 

Try  the  QuietComfort"  2  headphones  for  yourself  risk  free. 

We  don't  expect  you  to  take  our  word  for  how 
iramatically   these   headphones  reduce 
noise,  how  clean  and  full  the  music 
B^.      sounds  or  how  comfortably  they 
fit.  You  really  must  experience 
them   to   believe    it.  Call 
toll  free  to  try  them  for 
30  days  on  your  next  trip, 
in    your    home    or  at 
the  office  -  satisfaction 
guaranteed.     If  you 
aren't  delighted,  simply 
return    them    for  a 
full  refund. 


Presenting 
The  Bose" 
QuietComfort"  2 
Acoustic 
Noise 
Cancelling" 
Headphones. 


Call  1-800-760-4305,  ext. 
Q4015  today.  These  head- 
phones are  available  directly 
from  Bose  -  the  most  respected 
name  in  sound.  Order  today  and 
shipping  i; 


free.  Plus,  you'll 
receive  30  free 
downloads  from  iTunes  — 
a  $30  value.  So  you  can  choose  from  hundreds  of 
thousands  of  songs  to  enjoy  with  your  new 
QuietComfort"  2  headphones. 


Receive 
30  FREE 
downloads 
from  iTunes 
when  you 
order  by 
June  30, 
2005. 


tour  music  with  our  best  headphone  sound  quality  ever. 

says  "All  sorts  of  music  -  classical,  rock,  and  jazz  - 
d  refined  and  natural."  In  fact,  our  QuietComfort®  2 
tones  deliver  audio  that's  so  crisp  and  clear,  you  may  find 
f  discovering  new  subtleties  in  your  music.  Travel  &  Leisure 
mply  says,  "Forget  'concertlike'  comparisons;  you'll  think 
you're  onstage  with  the  band." 


"The  QuietComfort  2  lives  up  to  its  name, 

enveloping  you  in  blissful  sound...  It's  easy 
to    forget    they're    on  your 
head."  That's  what  columnist 


To  order  or  for  a  free  information  kit  call: 

1  -800-760-4305,  ext.  Q40is 

Discover  all  our  innovative  products  at 

www.bose.com/q401 5 


Name 


Address 

City 

State 

Zip 

Day  Phone 

Eve.  Phone 

E-mail  (Optional) 

Mail 

o:  Bose  Corporation, 

Dept.  DMU-CJ40I5, 

The  Mo 


Better  sound  through  research  . 


i  Bose  Corporation  Patent  rights  issuer)  and/or  pending  Free  shipping  and  tree  iTunes  otters  not  to  hi'  combined  wiih  any  other  oiler  m  applied  to  previous  purrh.r «,  anil  suh|ei  I  in  change  without  notice  Risk  tree  releis  lo  30-day  trial  only  and  does 
iclude  return  shipping  Delivery  is  subject  lo  product  availability  Quotes  are  reprinted  with  permission  Simson  Garfinkel.  Technologyieviewcom.  7/9/03,  David  Carnoy,  CNE T.  5/79/03.  navel  &  leisure  Coll.  7/03,  Rich  Wairen.  News-Gazette,  5/19/03 


Q&A 


Re-animator 


T 

t's  been  more  than  25  years  since  The  Dukes  of  Hazzard 
debuted  on  prime-time  TV.  Its  costar  was  a  blaze-orange, 
^  justice-seeking  Dodge  Charger  nicknamed  "The  General 
Lee."  This  summer  The  Dukes  of  Hazzard  returns  as  a  movie 
retread,  and  the  Dodge  Charger  marks  its  rebirth  as  a  modern 
American  muscle  car.  The  vehicle's  re-creator  is  DaimlerChrysler 
auto  design  prodigy  Ralph  Gilles,  35,  who  received  his  first  public 


acclaim  with  the  2002  Jeep  Liberty.  He  went  on  to  build  the 
Chrysler  300  series,  as  well  as  the  2006  Dodge  Viper  Coupe. 

What  were  some  of  your favorite  auto  designs  as  a  kid? 

I  grew  up  in  the  1980s,  which  wasn't  a  great  time  for  Amer- 
ican cars,  or  anybody's  cars  for  that  matter.  I  loved  '6os-era 
Italian  vehicles,  and  also  a  couple  of  American  muscle  cars  from 
that  period:  the  '69  'Cuda,  the  Camaro.  I  also  loved  the  Alfa 
Romeo  GTV  from  the  late  '60s,  and  the  whale-tail  Porsche  911s 
of  the  late  '70s  were  pretty  cool. 

Are  your  automotive  sensibilities  still  all  over  the  place? 
Yeah,  a  design  just  has  to  have  passion.  I  have  really  wide  tastes, 
from  the  VW  Scirocco  to  Lamborghini  to  the  BMW  Isetta. 

It  wasn 't  so  long  ago  that  every  new  car  looked  like  a  bar  of  soap. 
Are  we  past  that  era  of  wind-tunnel  design? 

Technology  is  light-years  more  sophisticated  today.  For 
example,  the  undercarriage  of  the  new  Charger  is  a  masterpiece 
of  aerodynamics.  That  allows  you  leeway  to  show  more  design 
flair  on  the  top  side  of  the  car.  Plus,  engine  technology  has  done 
a  huge  amount  to  improve  gas  mileage. 

Arc  we  w.  a  design  renaissance? 

W.  nnd  p;.tt     h  reason  is  "hat  the  business  is  fero- 


ciously competitive  now.  In  the  past,  car  companies  mighl 
only  a  few  products;  now  manufacturers  have  one  of  aj 
everything.  At  the  same  time,  people  are  less  concerned! 
brand  loyalty.  That  means  your  design  simply  has  to  start 
above  the  others. 

How  do  you  accomplish  that? 

One  of  the  most  difficult  things  to  do  is  g 
car  street  presence.  You  know,  that  moment  wher 
pulls  up  next  to  you  at  a  light  and  you  say,  "Wow, 
that?"  A  car  should  be  recognizable  from  200  feet 
That's  why  we  gave  the  Charger  such  a  menacing 
Deliberately.  It's  got  attitude. 


What  don 't people  understand  about  auto  design? 
How  difficult  it  is  to  know  where  to  put  c 
money  into  the  car.  How  do  you  maximize  the  h 
ment?  For  example,  the  Charger's  chassis  is  absa 
phenomenal.  But  that  sort  of  thing  isn't  visible  to  the  cus 
on  the  lot.  How  do  you  celebrate  that?  You  don't  get  cre< 
it.  The  consumer  might  love  to  see  the  interior  dripping 
chrome,  but  you've  got  to  be  careful  how  you  spend  your  re 

You're  redesigning  the  Chrysler  minivan  next.  How  doyot 
a  minivan  cool  to  millions  of  soccer  moms? 

It's  got  to  have  road  presence.  It's  got  to  have  a  great  "st 
In  other  words,  how  does  it  sit  on  its  wheels?  Is  it  really  as 
as  it  looks?  Those  are  the  sort  of  elements  that  made  SL 
attractive  to  people.  We're  going  to  infuse  the  minivai 
those  virtues  without  compromising  the  cool  features.  ~\ 
got  to  be  able  to  pick  out  the  Chrysler  Town  &  Country  i: 
of  minivans  in  a  parking  lot. 

Do  you  draw  inspiration  from  other  types  of  design? 

Oh,  yeah,  everything.  I  look  at  product  design  consi 
Cell  phones,  for  instance.  The  products  are  so  unique  one 
other.  They  all  do  pretty  much  the  same  thing,  but  the 
don't  look  the  same.  I  also  love  architecture  because  it's  1 
one  person — the  lead  architect— who  has  compelled  the  b 
and  the  investors  to  create  a  building  a  certain  way.  Ph 
building  will  leave  a  mark  on  the  culture,  just  as  the  class 
do.  The  best  auto  design  needs  to  stand  the  test  of  time, 
has  to  be  great,  that's  all.  • 
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2005  A.G.  Edwards  &  Sons,  Inc.  Member  SIPC 


YOU  CAN'T  RIDE  OFF  INTO  THE  SUNSET  IF  YOUR  NEST  EGG  WON'T  CARRY 

We're  big  believers  in  a  long-term  retirement  plan  based  on  objective  financial  advice.  And  in  having  a  fi| 


ant  who  can  help  you  every  step  of  the  way.  To  see  if  your  nest  egg  could        \  n  v: 

from  a  little  Midwestern  horse  sense,  visit  agedwards.com  or  call  866-379-4243.       FULmNvlS^^  aS^I 


Your  potential.  Our  passion.  " 

Microsoft 


nwhile,  throughout  the  office... 


The  WE  CAN'T  GET  A  GRIP  ON  OUR  DATA  era  is  over. 


icrosoft  Office  has  evolved.  Have  you?  After  all,  the  way  we  work  has 
anged.  Today,  information  is  simply  everywhere.  Once  it  leaves  your  hands, 
ything  can  happen.  That's  why  the  latest  version  of  Microsoft  Office  includes 
ormation  Rights  Management  technologies.  Now  you  can  put  limits  on  the 
nting,  copying,  or  forwarding  of  sensitive  e-mail  and  documents.  It's  time 
evolve  the  way  you  work.  Discover  how  at  microsoft.com/office/evolve 


I  think  it's  time  to  upgrade  our  Office  2000. 


I'm  down  with  that. 
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s  reserved.  Microsoft,  the  Office  logo,  and  "Your  potential.  Our  passion."  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/ 


There  are  no  maps 
to  the  sweet  spot  of  the  market. 
But  we  know  a  heck  of  a  guide. 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  cat 
or  call  l-800'THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  gua\ 

by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Stanl 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust 


MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  rep- 
resents the  entire  S&P  MidCap  400,  middle  mar- 
ket companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-effcient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 


Over  the  last  five  years  MidCap  Spiders 
delivered  a  cumulative  return  of  nearly  56%. 
Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 


Average  annual 

One 
Year 

Five 
Years 

Since 

total  return  of  MDY 
as  of  3/31/05 

Inception 
(5/4/95) 

Based  on 
NAV 

10.11% 

6.55% 

14.56% 

Based  on 
Market  Price 

9.96% 

6.63% 

14.47% 

Totoi  returns  are  calculated  quarterly  using  the  daily  4.00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date .  Performance  data 
quoted  represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  snares,  when  sold  or  redeemed,  are  subject  to  market  volatility 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obtain  most  recent  month-end  performance,  pieose  call  1-800-THE 
AMEX  or  visit  ivuw.MidCapSPDR.com. 


www.MidCapSPDR.com     Ticker  symbol  Amex:MDY 
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investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.MidCapSPDR.com 

\re  results.  S&.P  MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use 
nd  S&.P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 
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itroducing  the  all-new  Infiniti  M. 

xury  is  going  places.  Fast,  It's  overtaking  convention  with  the  only  Lane  Departure  Warning  system*  and  Rear  Active 
eer  in  its  class;  Ift  connecting  with  Bluetooth  Wireless  Technology.  It's  captivating  with  Bose  Studio  Surround 
und.  It  s  leading  with  the  only  heated,  power  reclining  rear  seats*  in  its  class:  And  it's  exhilarating  with  335  horsepower: 
eall-newM.Designedtooutperform.DiscQvermoreatlnfiniti.com, 
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tain but  also  to  decrease  stress  and  reduce  depression.  In 
London  seniors  can  take  advantage  of  free  travel.  To  find 
out  how  a  range  of  cities  around  the  world  are  responding 
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favorite  spots  where  your  dollars  now  go  further. 
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AS  USUAL,  HE'LL  TAKE  THE  LEAD 

ON  THE  FIRST  HOLE, 


Year  after  year,  Jim  Nantz  is  in  one  of  the  most  spectacular  positions  at  Augusta  National:  leading  CBS's 
commentary  for  The  Masters  Tournament.  His  presence  is  now  legendary  and  so  is  the  story  of  how  he  got 
into  broadcasting.  While  watching  the  1979  Houston  Open  with  some  friends,  one  of  whom  was,  Fred  Couples, 
1992  s  Masters  Champion,  he  walked  over  to  one  of  the  broadcast  trucks  on  a  dare.  With  a  career  in  mind 
and  confidence  in  hand,  he  knocked  and  asked  for  the  executive  producer.  "Who's  calling?"  "Jim  Nantz!"  Today, 
it  seems  quite  fitting  that  CBS's  lead  commentator  for  golf  took  such  a  risky  shot. 


OYSTER  PERPETUAL  DAY-DATE  •  WWW.ROLEX.COM 
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WANT  A  BETTER  WAY 

TO  KEEP  YOUR 

ASSEMBLY  LINE 

ASSEMBLING? 


NOW  IS  THE  TIME  TO 

get  a  world-class  solution  for  your 
complex  business.  Introducing  the  Dell™ 
PowerEdge™  6850  Server  with  the  64-bit 
power  and  reliability  of  Intel®  Xeon™ 
Processors.  Get  Dell's  flexible  solution 
for  your  business  critical  applications 
and  grueling  database  demands  and 

GET  MORE  OUT  OF  NOW. 
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Competing  with  other  companies  really 
means  competing  with  their  supply 
chains.  So  where  do  you  find  an  edge? 
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To  find  out  more  about  how  UPS  Supply  Chain  Services  can  help  you  gain 
a  competitive  edge,  log  onto  UPS.com/supplychain  or  call  1-800-742-5727. 


}S  is  doing  a  lot  more 
us  than  I  ever  thought 
lipping  company  could, 
get  it  all  under  one 
brella-all  under  UPS/' 

—  Daniel  Gonzalez, 
Precision  Dynamics 
plant  manager 


Precision  Dynamics  Corporation  is 
in  a  competitive  market  with  two 
important  demands:  operational  ef- 
ficiency and  time-critical  deliveries. 

As  the  largest  U.S.  manufacturer  of 
custom  identification  wristbands, 
Precision  Dynamics  pioneered 
revolutionary  barcode  and  radio 
frequency  identification  wristband 
systems  that  provide  total  accuracy 
and  superior  security.  Customers 
include  hospitals,  law  enforcement 
agencies  and  event  planners,  their 
largest  client  category. 

"The  majority  of  our  business 
caters  to  customers  with  date- 
sensitive  events,"  says  plant  manager 
Daniel  Gonzalez.  "We  need  to  make 
sure  our  product  gets  there  on 
time,  every  time.  It's  part  of  our 
mission  statement."  In  most  cases, 
a  late  shipment  is  a  worthless  ship-  ■ 
ment,  and  at  the  same  time,  cost  is 
.always  a  factor. 

To  stay  ahead  of  their  competition, 
Precision  Dynamics  opened  a  state- 
of-the-art  manufacturing  facility  in 
Tijuana,  Mexico.  While  this  helped 
achieve  the  goal  of  operational 
efficiency,  it  presented  a  challenge 
to  the  company's  mandate  of 
on-time  delivery. 

According  to  Gonzalez,  their  great- 
est obstacle  since  adding  the  Mexico 


operation  was  solving  logistical 


issues  around  shipping  and  delivery. 


Fortunately,  the  help  they  needed 


was  close  at  hand.  After  putting 


the  business  out  to  bid,  it  quickly 


became  obvious  that  UPS  was  the 
only  company  with  the  integrated 
solution  Precision  Dynamics  was 
looking  for. 

After  working  with  Precision  Dynamics 
to  understand  their  business,  UPS 
helped  them  integrate  UPS  Trade 
DirectSM  Cross  Border  into  their 
day-to-day  shipping  schedule.  Since 
using  Trade  Direct  Cross  Border,  the 
company  has  cut  two  days  off  transit 
times  between  its  Tijuana  factory  and 
U.S.  customers.  And  it's  dramatically 
reduced  Gonzalez's  to-do  list. 

"UPS  Trade  Direct5'''  really  does  offer  a 
one-stop  solution,"  explains  Gonzalez. 
"We  just  call  UPS,  and  they  take 
care  of  everything.  They  pick  up  at 
our  door  every  morning  and  they 
take  care  of  ail  the  logistics,  the 
customs  brokerage,  the  warehousing 
and  make  the  final  delivery  to  the 
customer  — on  time." 

UPS  also  provides  Precision  Dynamics 
and  their  customers  tracking  visibility 
from  origin  to  destination,  which 
takes  the  worry-out  of  shipping.  Best 
of  all,  says  Gonzalez,  is  the  feeling  of 
trust  he  gets  from  working  with  UPS. 
"What  I  like  about' UPS  is  their  ability 
to  instill  Confidence  in  their  customers. 
Everybody  knows  UPS,  its  excellent 
reputation  and  track  record.  They 
give  us  confidence  that  our  shipment 
is  going  to  be  there  on  time,  so  we , 
can  focus  on  growing  our  business." 
Which  gives  Precision  Dynamics  a 
valuable  advantage  in  the  competi- 
tive market  they  face  every  day. 
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Frequent  Flyers  The  junk  mail  industry,  s. 

Chana  Schoenbergcr  in  the  story  beginning  on  page  90,  is  giv 
a  new  lease  on  life  to  Xerox.  This  firm  sells  a  $500,000  co 
printer  ideal  for  customized  advertising  circulars. 

Junk  is  a  lucrative  sector  of  the  ad  business,  with  a 
billion  annual  volume  that  dwarfs  the  outlays  for  magaz. 
advertising.   Lucrative,  __^f^^^^-^ 
and  wasteful.  I  don't 
know  if  the  catalogs  I  get 
from  Lands'  End  cost 
more  to  make  than  the 
shirts,  but  surely  they 
weigh  more. 

Between  printing  and 
mailing  it  costs  at  least 
half  a  buck  to  send  a 
first-class  pitch  to  someone.  If  90%  of  the  recipients  chi 
the  envelope  unopened  into  a  wastebasket,  then  the  pitJ 
man  is  spending  $5  just  to  get  one  advertisement  read.  Is 
there  a  better  way  of  getting  people's  attention? 

For  a  while,  it  seemed  that  paid  e-mail  advertising  was 
solution.  Paid,  in  the  sense  that  the  recipient  would  get  a  : 
cents  for  reading  an  online  ad.  Instead  of  spending  $5  cutt 
down  trees  and  having  Postal  Service  workers  strain  th 
backs,  the  marketer  could  send  an  electronic  pitch  to  a  carefi 
selected  audience,  attaching  a  small  cash  bribe.  Paid  spam, 
might  call  it.  During  the  Net  bubble,  the  paid-spam  indus 
commanded  a  valuation  upwards  of  $4  billion. 

There's  not  much  left  of  it.  MyPoints.com,  a  sort  of  freque 
flyer  program  for  spenders,  survives  as  a  profitable  but  tiny  sli 
of  the  bankrupt  UAL  Corp.  It  sends  out  e-mails  to  5  million  me 
bers  on  behalf  of  clients  like  Gap  and  Office  Depot.  Click  on 
ad  and  you  get  reward  points  worth  4  cents  or  so.  About  \3°A 
the  2  billion  e-mails  that  MyPoints  sends  out  annually  get  elk 

Someday,  the  experts  who  design  e-mail  software  v 
figure  out  how  to  attach  a  user-chosen  entrance  fee  to  ev 
e-mail  in-box.  If  you  don't  like  getting  spam,  you  might 
your  fee  at  40  cents  rather  than  4  cents.  This  could  be  the  u 
mate  end  to  both  the  spam  crisis  and,  once  we  got  used  to  p 
spam,  printed  junk  mail.  Save  the  trees! 

In  the  meantime,  you  can  unclutter  your  mailbox  by  us 
the  Direct  Marketing  Association's  "mail  preference  servil 
to  have  your  name  taken  off  junk  mail  lists.  These  DMA  p< 
pie  are  obviously  in  love  with  paper,  because  the  servio 
free  if  you  send  in  the  request  in  writing  but  costs  $5  if) 
make  it  electronically.  It  would  seem  that  Xerox's  busines 
safe  for  the  time  being. 
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SPECIAL  ADVERTISING  SECTION 


Aetna  Chairman 
Shares  Experience 
With  Consumer-Directe 
Health  Care 


BY  KARL  RHODES 


etna  has  pioneered  consumer-directed  health  care,  the  movement  to  put  individuals  in  charge  of  their  own  me 
spending. The  company's  employees  and  members  have  demonstrated  they  can  glean  greater  value  from  their  h 
care  dollars  than  employers  and  insurers  put  together. 

Health  savings  accounts  (HSAs)  are  an  important  part  of  this  movement,  and  Aetna  was  the  first  major  insurer  to 
HSAs  to  its  customers.  Coupled  with  high-deductible  insurance,  HSAs  allow  employees  to  accumulate  health 
dollars  by  making  pretax  contributions  to  accounts  that  carry  over  from  year  to  year  and  from  job  to  job.  Employees 
tap  HSAs  to  cover  health  care  costs  until  their  high-deductible  insurance  kicks  in. 

Aetna  Chairman  and  Chief  Executive  Officer  Jack  Rowe  recently  met  with  a  group  of  benefits  brokers  and  consull 
in  Washington,  D.C.,  to  discuss  the  company's  considerable  experience  with  HSAs.  Here's  how  he  answered  s 
key  questions. 


Q:  HEALTH  SPENDING  ACCOUNTS  HAVEN'T  BEEN 
AROUND  VERY  LONG,  SO  HOW  CAN  AETNA  CLAIM 
SO  MUCH  EXPERIENCE  WITH  THEM? 

DR. ROWE:  Before  HSAs  we  had  HRAs  (health  reimburse- 
ment arrangements),  and  we  offered  them  to  our  employees 
before  we  sold  them  to  anyone  else.  In  the  first  year,  3.5% 
of  our  employees  participated.  The  second  year  we  had 
twice  that  number,  and  the  third  year  we  had  78%. 

Q:  WAS  THERE  AN  UP-FRONT  FINANCIAL  INCENTIVE 
FOR  YOUR  EMPLOYEES  TO  JOIN  HRAs? 

DR.  ROWE:  No.  We  made  it  cost  neutral  for  them.  We  didn't 
force  this  on  peopie,  but  word  of  mouth  among  employees 
was  very  favorable,  and  it  became  part  of  our  culture. 

Q:  IS  THE  IDEA  CATCHING  ON  WITH  YOUR 
CUSTOMERS? 

DR.  ROWE:  Yes.  About  50%  of  our  national  account 
reguests  for  proposals  are  asking  for  consumer-directed 
products.  Companies  are  committed  to  providing  health 
benefits,  but  they  are  looking  for  ways  to  engage  their 
employees  more  and  share  more  of  the  costs. 


companies  are  using  HSAs  and  high- 


deductible  insurance  as  their  first  foray  into 
benefits.  Otherwise  they  wouldn't  be  offering 
insurance  at  all.  Fully  one-third  of  the  people  who 
up  for  HSAs  this  year  were  uninsured  in  previous  jj 

Q:  WHEN  PEOPLE  ARE  SPENDING  THEIR  OWN  Mi 
WILL  THEY  FOREGO  CRITICAL  PREVENTIVE  CAF 

DR.  ROWE:  That's  certainly  a  valid  concern.  So 
products,  we  covered  prevention  100%,  and  in  o 
year  preventive  utilization  increased  about  23%  in  th 
group,  compared  with  8%  or  10%  in  the  PPO  (pre 
provider  organization)  group  and  in  a  control  popula 

Q:  AS  INDIVIDUALS  BEGIN  TO  TAKE  CHARGE  01 
HEALTH  CARE  SPENDING,  WILLTHEY  BE  ABLET 
DISCERN  QUALITY,  OR  WILLTHEY  JUST  BE  LOC 
AT  THE  COST? 

DR.  ROWE:  It's  really  important  to  do  it  by  qual 

cost  —  not  just  cost.  One  way  we  do  this  is  throu 
tiered  networks,  which  allow  consumers  to  c 
specialists  who  have  lower  costs  and  good: 
records.  High-deductible,  consumer-directed  pri 
and  tiered  networks  are  the  yin  and  yang  of  the  bo 
case  for  quality. 


We 
want 
you  to 
know 


Health  Savings  Accounts 


Sometimes  all  you 
need  is  a  little  help 
getting  started. 

When  you're  ready  to  offer 
consumer-directed  health  insurance 
plans  with  Health  Savings  Accounts, 
Aetna  can  help  the  transition  go 
smoothly.  Before  enrollment,  we'll 
help  your  employees  understand 
how  tax-advantaged  savings 
accounts  work,  and  how  to 
determine  their  HSA  contribution. 
Once  enrolled,  they'll  have  access 
to  easy-to-use  online  tools  that  can 
help  them  estimate  health  care 
costs  and  better  manage  their  plan 
spending.  To  get  started  now,  call 
your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 


©2005  Aetna  Inc.     Plans  and  Health  Savings  Accounts  are  offered  by  Aetna  Life 
Insurance  Company.  Health  Insurance  plans  contain  exclusions  and  limitations.  Policy 
form  numbers  include  GR-29  and  GR-700-W. 
-200525 
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Energy  drive:  GM  Chief  Rick  Wagoner  (right)  and  fuel  cell  prototype,  the  Sequel. 


Hydrogen  Highway 


Thank  you  for  covering  GM's  vital  contribution  to  the  future  of  transporta- 
tion in  "Hydrogen  Gas"  (Apr.  25,  p.  78).  Members  of  the  California  Fuel  Cell 
Partnership  have  already  placed  more  than  90  fuel  cell  passenger  vehicles 
and  buses  on  California  roads.  Sixteen  hydrogen  fueling  stations  are  now  in 
operation.  Within  two  years  we  anticipate  that  up  to  300  such  vehicles  will 
have  been  placed  in  our  state,  along  with  50  fueling  stations. 

CATHERINE  DUNWOODY 
Executive  Director,  California  Fuel  Cell  Partnership 
West  Sacramento,  Calif. 


That's  the  Ticker 

"Blood  Works"  (June  6,  p.  85)  is  an 
excellent,  informative  story  that  will 
give  hope  to  thousands  of  patients 
suffering  from  heart  failure  and  the 
complications  that  go  with  it.  Vaso- 
gen's  solution  is  especially  important, 
given  North  America's  aging  popula- 
tion and  the  fact  that  seniors  are 
already  overmedicated. 

JACQUELINE  EHNINGER 
Dunrobin,  Canada 

Win  'Em  Over,  Grover 

I  applaud  Steve  Forbes'  call  for  Con- 
gress to  repeal  the  3%  federal  excise 
tax  on  telephones  (Fact  and  Comment, 
May  9,  p.  23).  Since  only  the  very 
wealthy  had  telephones  in  1898,  it  was 
billed  as  a  "luxury  tax."  But  in  2005 
there  are  more  telephones  in  America 
than  people.  Congress  should  repeal 
this  antiquated  tax,  whose  greatest 
impact  is  on  low-income  and  minority 
households. 

GROVER  NORQUIST 
Americans  for  Tax  Reform 
Washington,  D.C. 


Corporate  Arrhythmia? 

In  "First,  Do  No  Harm"  (June  6,  p.  1 
FORBES  took  a  sharp  wrong  turn  by  & 
gesting,  through  innuendo  rather  tl 
fact,  that  an  aggressive  competitor  c 
behave  ethically  or  do  what's  right 
patients.  It's  because  we  work  in  a  hig 
competitive  environment  that  we  t 
seriously  our  commitment  to  beh 
responsibly  in  all  aspects  of  our  busin 
To  suggest  otherwise  misrepresents 
heritage  and  our  role  as  a  market  lea 
Our  track  record  of  ethics,  leaders 
and  innovation  speaks  for  itself. 

KIRSTEN  GORSU 
Vice  Presid 

Corporate  Communications,  Medtr 
Minneapolis,  M; 

Simply  Gross 

In  "Good  Genes"  (June  6,  p.  106)  fi 
manager  J.C.  Waller  stated  that  Bios 
gross  margin  is  26%.  It  is  actually  6 
The  lower  number  was  based 
incorrect  data  supplied  to  Waller. 


Forbes 
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Send  e-mail  to  readersHforbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edite 
Please  include  address  and  phone  number 
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/  see  it-  in  every 
harsh  o-P-Pice  I  vlslh 
our  colleagues 
deliver  great- 
sol  ut-ions  because 
\A/e  list-en,  analyze, 
and  address  t-he 
challenges  cur 
clients  -Pace. 

our  clients  expect-  us 
t-o  explore  net* 
avenues  and  come  up 
wit-k  innovative  t-hinking. 
4nd  u/e  do- — day  in 
*nd  day  out-. 


William  Malloy, 
President,  Marsh 


That-'s 
Lo  be  w 


V  1'w  proud 

Marsh. 


s  deserve  more  than  a  one-size-fits-all  approach.  They  want  customized  risk  and  insurance  solutions.  At  Marsh,  we 
olutions  based  on  an  in-depth  understanding  of  our  clients'  needs.  And  that  comes  from  open  communications  and 
i  business  relationship  built  on  trust.  For  more  than  130  years.  Marsh  has  delivered  solutions  that  have  made  our 
;  successful.  As  the  world  of  risk  grows  in  scope  and  complexity,  Marsh  will  be  there  helping  our  clients.  Marsh 
d  will  continue  to  be— the  world's  #1  risk  specialist. 

MARSH 

The  Wnrlrl'c  if  1  riclr  cnorinlict 


Marsh  &  McLennan  Companies    Marsh  is  the  risk  and  insurance  unit  of  Marsh  &  McLennan  Companies.  www.marsh.< 


When  it  comes  to  on  demand  business,  the'T's  have  it. Your  business  can 
benefit  in  real  and  meaningful  ways  thanks  to  the  on  demand  IBM  eServer" 
iSeries  "  system.  Don't  just  take  our  word  for  it.  There  are  lots  of  reasons 
midsized  businesses  everywhere  have  simplified  their  business  processes 
with  the  iSeries  systems.  Here  are  a  few  of  them: 

as  in  integral. 

Greif,  a  world  leader  in  industrial  packaging,  has  experienced  substantial 
growth  through  acquisitions.  Their  iSeries  servers  helped  them  simplify 
an  increasingly  complex  IT  infrastructure.  Consolidating  on  iSeries 
servers  helped  them  significantly  reduce  their  IT  infrastructure  costs. 

as  in  instant. 

The  USTA  uses  an  iSeries  server  to  run  distinct  applications  simultaneously 
on  a  single  server,  simplifying  management  of  apps  that  previously 
ran  on  three  different  servers.  This  lets  them  post  real-time  scores  to 
USOpen.org,  which  is  viewed  by  millions  of  fans  around  the  world. 

as  in  ideal. 

Bank  Mandiri,  in  Indonesia,  needed  to  simplify  their  systems  after 
merging  with  four  different  institutions.  Now  a  single  iSeries  840 
handles  nearly  seven  million  accounts  at  788  branches. 


as  in  impressive. 

The  Asian  Art  Museum,  in  San  Francisco,  simplified  business 
operations,  increased  staff  productivity  and  enhanced  the  overall  visitor 
experience  with  the  help  of  iSeries  servers,  which  will  be  remembered 
throughout  the  ages  as  helping  keep  operation  costs  low. 

Why  now?  One  word.  Simplify.  You  have  complex  business  demands;  the 
last  thing  you  need  is  a  complex  IT  environment.  Enter  the  IBM  eServer 
iSeries  system.  Its  a  single  integrated  solution  (server,  storage  and  software) 
for  midsized  business  that  helps  you  be  more  responsive,  run  thousands  of 
the  world's  most  powerful  business  applications  and  run  multiple  operating 
environments  from  a  single  server.1  This  can  help  reduce  the  number  of 
servers  you  need.  This  can  help  reduce  the  labor  required  to  manage  them. 
And  this  can  help  reduce  internal  costs.  So  you  can  invest  those  savings  to 
fuel  growth.  Find  out  what  iSeries  customers  everywhere  are  so  excited 
about  at  ibm.com/eserver/whyi 
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NEC 

ANOTHER  DIMENSION  IN  IP  SOLUTION 


From  the  global  technology  leader  with  both  telephony  and  networking  know-how,  comes  a  multidimens 
IP  solution.  Our  years  of  expertise  in  integrating  voice  and  data  enable  a  reliable,  flexible  pure  IP  architeo 
UNIVERGE,  which  results  in  more  efficient,  competitive  solutions.  In  fact,  we've  already  successfully  inst 
IP  systems  in  top  companies,  including  a  world  leading  car  manufacturer.  NEC  IP.  From  pure  IP  to  sear 
migration  of  current  systems  that  connect  to  the  future.  It's  another  way  NEC  empowers  you  through  inno\<  »s 


IT  SERVICES  AND  SOFTWARE  ENTERPRISE  NETWORKING  AND  COMPUTING  SEMICONDUCTORS  IMAGING  AND  DISI 
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ict  and  Comment 

Steve  Forbes,  editor-in-chief 

ith  all  thy  getting  get  understanding" 


Asinine  Way  to  Treat  Ultimate  Asset:  People 


BUSH  ADMINISTRATION  IS  DOING  THE  ECONOMY  LONG- 
1  harm  by  not  reforming  our  post-9/11  immigration  and  visa 
:ies.  Since  the  terrorist  attacks,  foreigners  have  had  to  go  through 
iiderably  more  hassle  to  enter  this  country.  No  one  is  arguing 
it  the  mortal  necessity  of  tightening  our  screening  procedures, 
it  defies  belief  that  this,  the  most  technologically  advanced  of 
jns,  can't  come  up  with  software  and  hardware  to  expeditiously 
t  in  determining  who  should  and  should  not  gain  entree. 
Despite  the  weak  dollar,  the  number  of  visitors  from  overseas 
ng  the  past  three  years  is  down  23%.  International  conventions 
seminars  are  not  taking  place  in  the  U.S.  because  organizers 
t  be  sure  their  delegates  will  be  allowed  into  the  country. 
Vlore  alarmingly,  foreign  students  are  increasingly  turning  to 
-U.S.  universities.  Australia,  Canada  and  other  nations  have 
1  effectively  luring  these  students  by  assuring  them  that  if 

qualify,  they  won't  have  to  undergo  repeated,  humiliating 
les  at  their  borders.  By  contrast,  foreign  students  now  in  the 
know  that  when  they  go  home  for  summer  vacation  or  hol- 
s,  their  probability  of  returning  to  school  is  no  sure  thing. 
Unless  wannabe  visitors  to  the  U.S.  are  from  one  of  27  visa-free 
ltries,  they  are  required  to  pay  a  $100  application  fee  for  a  visa. 

fee  is  not  refunded  if  an  application  is  denied.  To  add  insult  to 
ry,  the  "30-day"  processing  time  for  a  visa  can  turn  into  months. 
Dur  high-tech  companies  are  vitally  dependent  on  immi- 
tt  brainpower.  Our  schools  are  not  turning  out  the  numbers 
merican  scientists  and  technologists  that  we  so  badly  need, 
[n  years  past  most  foreign-born  graduate  students  remained 
le  U.S.  after  completing  their  studies.  Now  they  are  in  a 


minority — a  declining  one  at  that.  Technology  guru  George 
Gilder  has  not-so-facetiously  suggested  that  when  overseas 
graduate  students  complete  their  studies  here,  green  cards 
should  be  embossed  on  their  diplomas. 

Thankfully  we  may  avoid  making  the  situation  infinitely  worse. 
The  U.S.  appears  poised  to  back  down  from  its  demand  that  by 
Oct.  26  any  new  passports  issued  by  the  nations  that  make  up  the 
Visa- Waiver  Program  be  biometric  in  order  for  their  citizens  to 
enter  this  country.  Congressional  leaders  had  indicated  that  this 
deadline — already  pushed  back  once — would  not  be  extended 
again.  The  affected  countries  have  been  making  good-faith  efforts 
to  comply,  but  only  about  half  of  them  would  be  able  to  meet  this 
deadline.  Not  surprisingly,  the  European  Union  has  been  threaten- 
ing to  give  U.S.  visitors  a  rougher  time  if  we  don't  ease  the  time 
limit  again:  It  looks  as  though  the  U.S.  may  be  willing  to  accept  dig- 
itally scanned  photographs  instead  of  biometric  chips.  This  could 
still  adversely  affect  many  potential  visitors  from  Italy  and  France, 
which  use  laminated  photos  that  don't  meet  digital  standards. 

A  more  immediate  problem  concerns  H-  IB  visas,  which  allow 
companies  here  to  hire  immigrants  with  critical  high-tech  skills. 
These  folks  can  work  in  the  U.S.  for  a  maximum  of  six  years.  Last 
year  the  quota  for  these  special  visas  was  filled  in  six  months. 
High-tech  outfits  are  continually  frustrated  by  their  inability  to 
bring  in  people  who  can  help  them  compete  and  grow.  So  why 
not  raise  the  quota — or  better  yet — scrap  it  altogether? 

We  are  gratuitously  hurting  ourselves — competitively  and 
diplomatically — at  a  time  when  South  Korea,  India,  China  and  oth- 
ers are  rapidly  ramping  up  their  high-tech  efforts  to  surpass  the  U.S. 


Bury  This  Cartel 


IONS  AREN'T  THE  ONLY  ONES  TO  ENGAGE  IN  PROTECTIONISM. 
ie  U.S.,  cities  and  states  routinely  practice  a  variation  of  it 
ugh  unnecessary  regulations  designed  solely  to  protect  certain 
essions  from  competition.  This  is  what  economists  call  "erecting 
iers  to  entry."  One  blatant  example  is  New  York  City,  where  you 
to  get  a  cosdy  medallion  in  order  to  drive  a  yellow  cab.  Wash- 
>n,  D.C.,  by  contrast,  allows  almost  any  able-bodied  person  with 
id  driver's  license  and  clean  police  record  to  enter  the  fleet. 
Hie  Supreme  Court  earlier  this  year  ducked  hearing  a  noto- 
s  case  from  Oklahoma  that  involves  the  selling  of  caskets. 
Lhoma  law  forbids  anyone  other  than  a  fully  licensed  funeral 
rtor  to  sell  caskets  within  the  state.  But  peddling  caskets  has 
ling  to  do  with  handling  dead  bodies  or  with  any  other 
bt  of  funeral  services.  This  is  protectionism,  pure  and  sim- 
No  surprise,  overpriced  caskets  are  the  most  profitable  part 
funeral  home's  services:  Markups  can  go  as  high  as  600%. 


Naturally,  entrepreneurial  retailers  see  a  ripe  market.  But  state 
law  prevents  them  from  exploiting  it.  A  licensed  funeral  director 
must  have  completed  at  least  two  years  of  full-time  college  course 
work  and  a  one-year  apprenticeship,  during  which  the  individual 
must  have  embalmed  at  least  25  bodies,  as  well  as  passed  two 
exams.  What  all  this  has  to  do  with  selling  coffins  is  left  unsaid. 

The  Institute  for  Justice— a  pro-entrepreneur  public-inter- 
est law  firm — originally  filed  the  suit  against  Oklahoma's  anti- 
competitive coffin  regulation  that  the  high  court  punted  on. 
However,  suits  challenging  similar  laws  in  other  states  guarantee 
that  the  justices  can't  keep  ignoring  this  issue. 

After  all,  two  federal  appellate  courts  have  rendered  opposite 
judgments  on  the  constitutionality  of  such  state-sanctioned  casket 
cartels.  The  Sixth  Circuit  Court  of  Appeals,  in  a  Tennessee  case,  sided 
with  entrepreneurs,  finding  that  one  needn't  be  a  licensed  funeral 
director  in  order  to  sell  "what  is  essentially  a  box"  But  the  Tenth  Cir- 
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cuit  Court  of  Appeals,  in  the  Oklahoma  case,  reached  the  opposite 
conclusion,  declaring  that  "while  baseball  may.be  the  national  pas- 
time of  the  citizenry,  dishing  out  special  economic  benefits  to  certain 
in-state  industries  remains  the  favored  pastime  of  state  and  local 


governments."  Incredibly,  instead  of  overturning  such  abuses, 1 
court  went  on  to  say  that  such  arbitrary  protectionism  is  legitim; 

The  Supremes  should  permanently  embalm  Oklahon 
style  protectionism. 


When  Flying,  Silence  Is  Golden 


THE  HOUSE  OF  REPRESENTATIVES  EXHIBITED  A  RARE  BOUT  OF 
common  sense  recently  by  passing  a  bill  that  would  change  a  cou- 
ple of  rules  concerning  Ronald  Reagan  Washington  National  Air- 
port. Previously  passengers  had  to  stay  glued  in  their  seats  for 
the  30  minutes  before  flying  into  and  after  taking  off  from  that  air- 
port. From  New  York  and  other  short  dis- 
tances, that  meant  the  entire  flight.  Those 
with  less-than-ironclad  bladders  had  to  pray 
there  were  no  delays.  The  bill,  thankfully, 
would  reduce  that  time  limit  to  15  minutes. 

Another  good  change:  As  things  stand, 
if  a  passenger  leaves  his  seat  during  that  30- 
minute  period,  the  plane  has  to  be  diverted 
to  another  airport.  Under  the  new  bill  the 
captain  would  determine  whether  or  not 
the  offending  individual  posed  a  real  threat. 


This  wouldn't  fly  in  an  airplane;  passengers 
have  no  way  to  get  away  from  annoying  users 


One  change  Washington  should  not  make:  lifting  the 
on  in-flight  cell  phone  use.  I  once  supported  such  a  move:  1 
prohibition  was  based  on  the  now-discredited  belief  that 
phones  could  fatally  interfere  with  the  aircraft  pilots'  comn) 
nications;  in-craft  phones  are  also  legalized  thievery — you  | 
outrageous  fees  to  use  'em.  But  expe 
ence  is  an  ear-busting  teacher.  Too  ms 
people  don't  know  how  to  modulate  tr 
voices  when  using  these  wireless  devi« 
Unlike  an  airport  or  most  any  otl 
place,  you  lack  mobility  in  airplar 
There's  no  way  you  can  walk  away  froi 
loudmouthed  cell-phoner.  A  sensil 
solution:  Keep  intact  the  cell  phone  II 
in  aircraft,  but  permit  passengers  to  co 
municate  with  the  world  via  their  I 
and  BlackBerrys. 


Let  the  Man  Make  It  Happen 


TIME  TO  PUT  DONALD  TRUMP  IN  CHARGE  OF  REBUILDING  THE 
Twin  Towers  at  the  World  Trade  Center  site  in  lower  Manhattan. 
That  New  York  has  done  virtually  nothing 
there  since  9/11  is  outrageous  testimony  to 
its  political  incompetence.  After  all,  the  Pen- 
tagon— also  a  victim  of  9/1 1 — was  quickly 
rebuilt.  Never  have  New  York's  bureau- 
cratic tendencies  and  inability  to  make 
decisions  reached  such  sad,  headshaking 
proportions  as  they  have  at  Ground  Zero. 

The  Donald  knows  how  to  get  things 
done.  In  the  mid-1980s  he  shamed  the  Big 
Apple  by  swiftly  rebuilding  the  Wollman 
Rink  in  Central  Park  at  a  fraction  of  what 
the  city  would  have  spent,  assuming  it  could 
ever  have  done  the  job.  The  rink  had  been 


The  Can-do  Donald,  no  apprentice  at  daring 
achievements,  unveils  new  Twin  Tower  models 


in  bureaucratic  limbo  for  a  dog's  age.  Trump  recently  unve! 
an  impressive  model  for  the  new  Twin  Towers  at  Ground  Z< 
including  an  appropriate  memorial.  Ml 
risk-taking,  want-to-get-ahead  busine: 
and  people  are  willing  to  move  to  and  wi 
in  the  new  buildings.  These  structi 
would  be  a  fitting  memorial  for  those  \ 
lost  their  lives  on  9/ 1 1  and  a  fantastic  reb 
to  the  terrorists  who  destroyed  the  origii 
Trump  has  the  tenacity  to  see  this  pre 
through.  He's  instigated  and  managed 
construction  of  numerous  buildings.  He 
the  iron-fisted  stick-to-itiveness  to  surmc 
seemingly  insurmountable  political  and  ■ 
nomic  difficulties.  Let  him  loose  on  this 
and  there  will  be  no  stopping  him — on 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Aquavit-65  East  55th  St.  (Tel.:  212-307-7311).  Though  the 
,  new  setting  is  sparse  and  nowhere  near  as  dramatic  as  its  for- 
mer home,  the  fare  is  better  than  ever.  The  aquavit,  the  her- 
ring, die  char,  the  salmon  in  brioche  crust,  the  quail,  the  lamb, 
the  venison  and  the  desserts  are  all  delicious,  all  memorable. 

Barolo— 398  West  Broadway,  between  Broome  and  Spring 
streets  (Tel.:  212-226-1 102).  Good-looking  space  with  a  beguil- 
ing garden  and  attentive  service.  But  the  culinary  selections  are 


mediocre.  A  pleasant  spot  if  food  isn't  your  sole  reason  for  goii 
•  BLT  Fish-21  West  17th  St.  (Tel.:  212-691-8888).  From  t 
scrumptious  cheddar-and-chive  biscuits  to  the  Parmesi 
gnocchi  and  from  the  tuna  to  the  roasted  rack  of  lamb,  t 
food  here  is  extraordinary.  Excellent  side  dishes:  parsn 
puree,  baked  fennel  and  a  superb  casserole  of  Hen  of  t 
Woods  mushrooms.  Caution:  The  wait  can  be  long,  the  mai 
d'  haughty,  the  staff  harried  and  the  bill  steep. 
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The  first  of  earthly  blessings,  independence. 

—EDWARD  GIBBON 


Open  the  Door  Give  me  your  geeks,  your  nerds,  your 
huddled  boffins  yearning  to  write  code.  The  U.S.  economy  has 
benefited  mightily  from  importing  skilled  foreigners  into  its  edu- 
cation system  and  its  workforce.  But  a  combination  of  ignorant 
protectionist  nativism,  the  after-effects  of  the  technology  bubble 
and  new  fears  about  national  security  threaten  its  preeminence  in 
the  international  market  for  genius.  It  is  time  that  a  nation  built 
on  the  brilliance  of  immigrants  recognized  that  the  prosperity  of 
its  future  depends  on  recreating  the  receptiveness  of  its  past. 

To  be  fair,  having  recognized  that  the  pendulum  has  swung  too 
far  in  the  direction  of  restricting  visa  applications,  the  Department 
of  Homeland  Security  has  been  making  efforts  to  streamline  the 
process.  But  now  Congress  must  do  its  part  by  raising  again  the 
limit  on  H- 1  Bs.  Fears  about  immigrants  taking  existing  employees' 
jobs  or  playing  a  big  part  in  depressing  their  wages  are  generally 
nonsense.  When  those  immigrants  are  highly  skilled,  filling  posi- 
tions for  which  no  native-born  workers  are  qualified  to  apply,  they 
are  nonsense  on  stilts.  The  U.S.  has  overreacted  to  the  threats  that 
arise  from  granting  visas.  It  should  continue  to  make  amends. 

— Financial  Times 

Pure  Favoritism  There's  one  thing  about  government 
on  which  people  of  all  political  persuasions  should  be  able  to  agree: 
Government  has  no  business  protecting  the  profits  of  the  politi- 
cally powerful  by  enacting  and  enforcing  oppressive,  arbitrary  laws 
designed  to  keep  out  competition.  When  a  state  creates  barriers  to 
entry,  prevents  entrepreneurs  from  launching  new  businesses,  and 
thus  forces  consumers  to  buy  higher-priced  products,  it's  time  for 
the  federal  courts  to  step  in.  America  should  be  the  embodiment 
of  free  and  unsubsidized  markets — not  a  playground  for  special 
pleaders  harvesting  unjust  favors  from  compliant  politicians.  The 


"J  was  spreading  some  risk  around,  and  apparently 
it  all  wound  up  in  your  portfolio." 


Supreme  Court,  if  it  [had  agreed)  to  review  Powers  v.  Har 
[would]  have  [had]  an  opportunity  to  put  the  final  nail  in  the  c 
fin  of  economic  protectionism.  Oldahoma's  casket  cartel:  R.l 
—ROBERTA.  LEVY,  Cato  Institute,  Legal  Tin 

Work  in  Progress  i  hope  our  wisdom  will  grow  w 
our  power,  and  teach  us,  that  the  less  we  use  our  power 
greater  it  will  be. 

—THOMAS  JEFFERS 

Bedlam  in  the  Air  In  this  era  of  long  airport  lines 
frazzled  nerves  from  heightened  security,  "air  rage,"  often  hit 
by  alcohol  consumption,  is  growing  more  common.  And  fl 
professionals  have  been  telling  the  FCC  that  okaying  airborne 
phones  is  a  prescription  for  bedlam.  A  flight  safety  manager  f< 
major  carrier  wrote  to  the  commission:  "As  a  safety  professio 
I  read  incidence  reports  where  passengers  become  disrup 
because  the  flight  is  10  minutes  late,  or  the  right  type  of  bevei 
is  not  offered. . ..  Cell  phones  will  just  be  another  trigger  for  tl 
types  of  events."  A  10-year  flight  attendant  wrote:  "I  have  seen 
fights  because  one  passenger  puts  his  seat  back  and  the  passei 
behind  him  wants  to  read  his  newspaper.  Can  you  imagine  w 
would  happen  when  people  are  gabbing  away  [on  cell  phone 
—PATRICIA  A.  FRIEND,  international  presid 
Association  of  Flight  Attendants,  Chicago  Trib 

Getting  Serious  Leave  it  to  The  Donald  to  mince  no  w< 
in  expressing  the  frustration  of  many  New  Yorkers  over  the  so 
ingly  endless  wrangling  about  what  to  build  on  the  site  of  the  W 
Trade  Center.  With  the  exception  of  the  privately  rebuilt  W 
Trade  Center  7,  which  is  nearly  complete,  3lh  years  after  the  j 
attacks  Ground  Zero  remains  just  that:  a  hole  in  the  ground.  A; 
us,  we'd  like  to  steal  a  line  from  Mr.  Trump  and  say  to  Govei 
George  Pataki,  Mayor  Mike  Bloomberg  and  the  Ground  Zerc 
development  team  that  has  failed  the  city,  the  state  and  the  coir 
in  this  important  effort:  You're  fired.  This  is  a  job  for  a  man 
knows  what  he's  doing,  not  for  a  bunch  of  bungling  apprentic 

— Wall  Street  Jou 

*  *  * 

[As  of  May  5]  it  has  been  504  days  since  the  [Freedom]  Tew 
"final  design"  was  triumphandy  unveiled  by  Pataki  &  Co.  Tl 
longer  than  it  took  to  build  the  Empire  State  Building! 

— New  York 

Known  and  Unknown  The  best  fame  is  a  wri 

fame:  it's  enough  to  get  a  table  at  a  good  restaurant,  but 
enough  that  you  get  interrupted  when  you  eat. 

—FRAN  LEBOWITZ 
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NETWORK 

The  largest  and  fastest 
national  wireless  data  network. 
The  largest  U.S.  provider  on 
the  global  standard. 


EXPERTISE 

Our  people  and.  partners 
make  wireless  work  for 
more  businesses  than  any 
other  wireless  carrier. 


APPLICATIONS 

The  broadest  and  deepest 
portfolio  of  wireless 
business  solutions. 


SERVICE 

24/7  enterpnse-graJ 
support.  And  a  servj 
staff  dedicated  sola 
business  people. 


right  away 


drives  more 
business  to  Avis. 

Cingular  helped 
Avis  take  a  premier 
service  nationwide. 
By  implementing  a 
customized  appli- 
cation to  run  on  the 
ALLOVER™  network, 
Cingular  gave  Avis 
broader  nationwide 
coverage.  Now 
more  Avis  customers  can  bypass  the  rental  counter  and 
check  in  right  from  the  Avis  shuttle.  More  satisfied  cus- 
tomers puts  Avis  on  an  even  greater  road  to  success. 


CINGULAR     MAKES     BUSINESS     RUN  BETT 


Xcingular 

raising  the  barr.iill 

To  find  out  how  Cingular  can  make  your  business  run  better, 

•  call  your  account  representative 

•  click  cingular.com/businessleader 


Singular's  ALLOVER  data  network  covers  over  250  million  people  and  is  growing. 


i  all  areas.  Global  coverage  based  on  coverage  in  174  countries.  Fastest  claim  compares  Cingular's  measured  speed  of  its  EDGE  network 
laims  for  their  national  data  networks.  All  marks  property  of  their  respective  owners.  ©2005  Cingular  Wireless.  All  rights  reserved. 


urrent  Events 


Caspar  W.  Weinberger,  chairman 


Where's  John  Bolton  When  We  Most  Need  Him? 


ERE  WERE  MANY  DOUBTERS— POLITELY  CALLED  EUROSKEP- 
— when  it  was  announced  at  the  end  of  last  year  that  France, 
many  and  Great  Britain  had  reached  yet  another  agreement 
h  Iran  for  it  to  give  up  its  attempts  at  enriching  uranium, 
iched  uranium  is,  of  course,  a  big  milestone  on  the  road  to  pro- 
:ing  nuclear  weapons.  Those  of  us  who  have  long  doubted  the 
ctiveness  or,  indeed,  the  ability  of  the  European  Union  were 
ptical  of  anything  useful  coming  out  of  these  negotiations. 
Iran  is  a  signatory  to  the  Nuclear  Nonproliferation  Treaty, 
ler  which  countries  have  the  right  to  process  fuel  for  civilian 
:lear  reactors.  What  seems  to  have  been  forgotten  is  the  fact 
t  Iran  violated  the  treaty.  In  2002  it  admitted  to  18  years  of 
ert  experiments  and  construction  in  its  nuclear  program.  In 
3  Iran  entered  an  agreement  with  Europe  to  suspend  its  ura- 
m  enrichment  activities,  but  that  agreement  broke  down 
run  months.  So  these  new  negotiations — in  which  the  U.S. 
;  not  invited  to  participate — amounted  to  bribes  to  get  Iran 
ive  up  to  promises  it  had  already  made. 
With  great  fanfare  on  May  25  the  three  EU  members  finally 
lounced  they  had  secured  Iran's  further  agreement  to  extend 
existing  moratorium,  theoretically  binding  Iran  to  cease 
iching  its  uranium  supply.  But,  as  a  May  26  Wall  Street  Jour- 
article  by  Carla  Anne  Robbins  noted,  this  "may  be  only  a 
iporary  fix.  Iran's  chief  negotiator,  Hassan  Rowhani,  said  he 
ded  'to  consult  in  Tehran'  before  making  a  final  decision  on 
tinuing  the  negotiations  and  the  suspension."  Further,  "Iran 
sts  it  will  never  abandon  its  right  to  produce  nuclear  fuel  for 
it  it  says  is  a  peaceful  energy  program." 
With  this  somewhat  less  than  historic  agreement,  Iran  has 
led  a  few  more  months  or  years  to  improve  its  nuclear  pro- 
m  while  "the  Europeans  think  up  what  bigger  promises" 
id  "bribes")  they  can  offer  Iran  to  keep  it  in  line. 

iwn  a  Slippery  Slope 

ne  of  the  bribery  has  already  begun.  In  May  the  World  Trade 
;anization  announced  it  would  begin  talks — for  the  first  time 
lout  U.S.  objection — that  will  presumably  lead  to  member- 
)  for  Iran.  Was  membership  in  WTO  part  of  the  EU  negotia- 
is?  Probably,  along  with  other  vague  enticements,  such  as 
nomic  and  security  aid  and  maybe  even  an  agreement  not  to 


call  for  UN  sanctions  against  Iran.  Meanwhile,  Iran  has  begun 
boasting  of  its  ability  to  construct  a  nuclear  weapon,  and  there 
are  many  indications  that  it  is  planning  to  test  one.  So  what  the 
EU  has  gained  thus  far  is  just  another  worthless  Iranian 
"promise"  to  continue  its  existing  moratorium  on  em  ichment. 

These  fantasyland  discussions  were  rendered  even  more  non 
sensical  when  UN  Secretary-General  Koli  Annan    still  intent  on 
securing  his  reelection — made  it  clear  that  if  the  EU  or  the  I  I.S. 
were  to  ask  that  Iran's  and  North  Korea's  conduct  be  referred  to  the 
UN  Security  Council  for  sanctions,  no  one  should  be,  as  the  lour 
mil  kindly  phrased  it,  "expecting  any  effective  action"  by  the  I  IN. 

Time  for  Strength 

The  UN  has  once  again  distinguished  itself  by  reporting  that  a 
monthlong  conference  on  strengthening  the  Nuclear  Nonprolifel 
at  ion  Treaty,  whic  h  was  attended  by  some  1  :>()  nations,  had  accom 
plished  "very  little."  In  fact,  the  conference  couldn't  even  bring 
itself  to  condemn  Iran  for  its  repeated  violations  of  the  treaty. 

After  such  a  pitiful  performance  it's  hard  to  understand  how 
anyone  could  fail  to  see  that  we  need  to  appoint  a  strong,  highly 
intelligent  ambassador  to  the  UN,  someone  who  is  not  afraid  to 
present  the  U.S.'  views  and  positions.  Someone,  perhaps,  like 
John  Bolton,  whose  very  strengths  arc  cited  as  reasons  for  deny 
ing  him  Senate  confirmation? 

President  Bush's  opponents  say  we  cannot  have  anyone  [ike 
Mr.  Bolton  representing  us  at  the  UN,  because  everyone  knows 
that  a  strong,  possibly  even  abrasive  ambassador  might  olleiul 
those — and  they  arc  legion — who  seem  content  to  achieve 
nothing  and  boast  about  their  failures. 

Some  of  the  UN's  problems  are  caused  by  its  procedures  and 
rules  that  require  unanimity;  others  stem  from  internal  eon  up 
tion,  as  evidenced  by  the  UN  oil  tor  food  program,  which  was 
supposed  to  allow  Iraq — while  under  sanctions — to  sell  small 
amounts  of  oil  and  use  the  proceeds  to  buy  food  and  medk  ine 
for  its  people.  Of  course,  we  now  know  that,  as  well  as  enriching 
Saddam  Hussein,  the  proceeds  enriched  some  UN  personnel. 

Many  of  the  UN  's  problems  could  be  lixed,  as  Senator  Norm 
Coleman  (R-Minn.)  has  pointed  out,  by  denying  Mr.  Annan 
another  term  and  replacing  him  with  someone  who  can  and  will 
concentrate  on  fixing  them. 


Time  for  Plan  B 


ANOTHER  FRONT,  SUPPORTERS  OF  THE  EU  NEED  TO  ASK  constitution  by  large  margins?  French  President  Jacques  Chirac's 
nselves  what's  going  to  be  left  of  the  EU  after  the  train  wreck  dream  of  using  the  EU  to  create  the  "bipolarity"  he  thinks  is  nec- 
;ed  by  France's  and  the  Netherlands'  rejection  of  the  EU's     essary  to  weaken  U.S.  influence  seems  hollower  than  ever.  F 
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THE  BENEFITS  of 


MPLOYING 

PSYCHICS 


Psychics  always  know  what 
your  customers  will  need  next 


Psychics  can  "suggest"  that  your 
,  customers  spend  more  money 


Your  employees  aren't  psychic. 
But  your  customers  will  think  they  are. 

Face  it:  there  is  no  perfect  playbook.  Customers  have  a  Siebel's  software  solutions  help  companies  create  outstanding 

myriad  of  needs  and  problems,  and  there  is  no  one  series  experiences  for  every  single  one  of  their  customers,  creating 

of  steps  that  your  employees  can  take  to  create  strong,  richer,  deeper  relationships  that  yield  tangible  results.  When 

profitable  relationships  with  them.  Truly  meaningful  customer  you're  ready  to  get  serious  about  customers,  call  the  people 

interactions  require  careful,  individualized  attention.  more  businesses  of  every  size  rely  on  at  1-800-366-5818. 


ITS  ALL  ABOUT  THE  CUSTOMER 


eal  world  results  featuring  world-class  customer-driven  companies,  go  to  www.siebel.com/thecustomer 


igital  Rules 

Rich  Karlgaard,  publisher 


It's  the  Entrepreneurs,  Stupid 


EARTH  OF  ENTREPRENEURS  EXPLAINS  THE  ECONOMIC  MESS 
:urope.  What  a  sad  turn  of  events:  France,  after  all,  gave  us 

word  entrepreneur.  (It  comes  from  the  French  verb  entre- 
ndre^  "to  undertake."  An  entrepreneur  undertakes  a  business, 
jming  the  financial  risk  for  the  chance  of  profit.)  France  also 
fred  one  of  the  giants  of  economic  philosophy,  Jean-Baptiste 

(1767-1832).  Say's  Law  (1803)  was  popularized  soon  after 
Scottish  Enlightenment  philosopher  lames  Mill  as  the  well- 
)wn  adage  "supply  creates  its  own  demand."  Say  said  it 
ter:  "Products  are  paid  for  with  products." 
Whichever  translation  you  prefer,  the  implication  of  Say's 
/  is  clear  enough.  Too  bad  Europe  doesn't  get  it.  Growth 
uires  production,  which  requires  investment,  which  must 
ae  out  of  profits.  You  destroy  growth  when  you  destroy 
jstment  capital  by  way  of  taxation  and  regulation.  Evidence: 
nee  and  Germany.  The  latter  has  had  just  one  year  of  3% 
P  growth  during  the  last  12  years.  Last  year  France  grew  at 
Yo,  Germany  at  1.6%. 

Consumption  will  never  lift  a  country's  growth  rate.  Only 
v  production — the  work  of  entrepreneurs — will  do  that, 
ope's  recovery  depends  not  on  more  laws  or  a  reworked  EU 
istitution  (or  taxpayer  subsidies  of  so-called  national  champi- 
,  such  as  the  Airbus  consortium  EADS),  but  on  attracting, 
ping  and  nourishing  entrepreneurs.  Here's  how. 
Taxes  must  be  reasonable.  It's  up  to  each  country  to  decide 
it's  reasonable.  But  governments  should  bear  in  mind  that 
jstment  capital  and  talent  are  highly  mobile — made  more  so 
he  Internet — and  are  thus  always  in  play.  Entrepreneurs  and 
ital  will  be  attracted  to  lower  taxes.  Fast-growing  Ireland  and 
and  tax  their  producers  more  lightly  than  do  burdensome 
many  and  France.  Producers  want  to  keep  their  profits — not 
ause  of  greed  but  because  they  want  the  right  to  reinvest. 
Trade  and  labor  markets  must  be  free.  Entrepreneurs  must 
e  the  freedom  to  hire  and  fire  whom  they  wish.  Typically 
"l-strapped,  they  need  the  flexibility  to  tap  suppliers  and  cus- 
lers  anywhere  in  the  world. 

Regulations  must  be  light.  In  Germany  business  startups  need 
>roval  from  the  government,  and  the  process  takes  months 
fears.  French  startups  are  choked  by  paperwork,  which  is 
y  a  generation  of  French  restaurant  entrepreneurs  has 
amped  to  London.  In  much  of  the  world  this  master-serf 
tionship  between  government  and  citizens  persists — if  not 
aw,  in  mind — and  the  thinking  is,  "Who  gave  you  permis- 
l  to  start  a  business?"  How  poisonous  to  entrepreneurship. 
The  rule  of  law  must  be  understood  and  enforced.  When  given  a 
nee,  large  companies  will  manipulate  the  political  I 
em  to  their  advantage.  This  occurs  everywhere  in  the  I 


world  (think  big  agribusiness  in  the  U.S.).  But  where  such 
unlevel  playing  fields  are  the  norm,  not  the  exception,  the  coun- 
try's top  entrepreneurs  will  say,  "To  heck  with  this!"  and  leave. 

Entrepreneurs  come  in  all  types.  Some  want  to  escape  poverty 
or  obscurity.  Some  have  an  urge  to  change  the  world.  Others 
want  to  prove  their  intellect,  or  stick  it  to  their  former  bosses. 
But  one  thing  entrepreneurs  rarely  appear  to  be  is  their  univer- 
sity's class  valedictorian.  Countries  that  place  too  much  empha- 
sis on  showy  scholastic  achievement,  such  as  France  and  Japan, 
will  be  short  on  entrepreneurs. 

Immigration  must  be  encouraged.  Australia,  New  Zealand  and, 
to  a  lesser  extent,  the  U.K.  are  booming  because  of  immigration, 
just  as  America  historically  has.  Educated  immigrants  start  tech 
companies.  Noneducated  immigrants  also  boost  the  economy, 
if  they  are  willing  to  assimilate.  They  start  mom-and-pop  busi- 
nesses, some  of  which  grow  to  be  large.  Memo  to  France  and 
Germany:  The  U.S.  has  made  a  disastrous  wrong  turn  regarding 
skills-based  immigrants.  Because  of  its  H- 1 B  visa  plan,  the  U.S. 
is  admitting  only  a  third  of  the  peak  number  it  did  five  years 
ago.  That's  terrible  policy.  It  will  damage  U.S.  technology  for 
years  to  come.  I  hate  to  suggest  this,  but  now's  the  time  for  other 
countries  to  take  advantage  of  our  shortsightedness. 

Waste  and  inefficiency  must  be  accepted.  Old  Europe  has  been 
infected  with  a  bad  idea  from  its  Green  parties.  The  idea  is  that 
"sustainability"  is  good  and  waste  is  sinful.  But  "sustainable" 
never  brings  the  big  breakthrough.  For  that,  you  need  armies  of 
entrepreneurs  "wasting"  time  and  resources  in  experimentation. 

Honest  failure  must  be  tolerated.  One  of  the  secrets  of  Silicon 
Valley's  success  is  an  acceptance  of  multimillion-dollar  cock- 
ups.  Billionaire  venture  capitalist  John  Doerr  says  a  VC  isn't  sea- 
soned until  he's  crashed  the  equivalent  of  an  F-18  fighter  jet — 
booted  $20  million  on  a  startup  that  didn't  work.  In  countries 
where  bankruptcy  laws  are  too  tilted  toward  creditors,  you  get 
fewer  risk  takers. 

Social  mobility  must  be  applauded.  Why  would  a  French  entre- 
preneur want  to  struggle  for  success,  only  to  find  at  the  head  of 
the  receiving  line  someone  like  Dominique  de  Villepin,  a 
haughty  mandarin  eager  to  cut  him  down?  One  of  the  reasons 
Silicon  Valley  surpassed  the  Boston  area  in  tech  leadership  is  that 
Boston  was  more  class-riven.  Graduates  of  Harvard  Business 
School,  wanting  to  protect  their  social  status,  tended  to  go  into 
white-shoe  consulting  and  banking.  Graduates  of  Stanford  Busi- 
ness School  felt  less  social  pressure  and  gravitated  toward  misfit 
startups.  In  the  U.S.  the  best  entrepreneurial  hives  offer  the  most 
social  mobility:  New  York  City,  the  New  South,  the  West.  ¥ 


T*VYrhfS  I  V'sit  R'ch  Kar'gaard's  home  page  at  www.life2where.com 
I  or  e-mail  him  at  publisher@forbes.com. 
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\  DIFFERENT  DRUMMERS,  AND  THEfR  HEDGE  FUND  MANAGERS  neWaii  street 

ial  proclaimed,  "It  has  the  biggest  potential  to  shake  -up  the- market."'  The  320-hp  Cadillac  STS  V8,  with  optional 
jrmance-tuned  AWD  and  Bose  5.1  Studio  Surround  ;':  Sound  system.  Cadillac  STS  V6  starting  at  $41~220: 


THROUGH 


A  year  of  OnStar  safety,  on  every  Cadillac:'  Details  at  cadillac.com. 


'MSRP.  STS  V8  as  shown  562,735  MSRP.  Ut\  title,  I  cense,  ■■.•■.vv  fees       fcdizlei  tax  and  other      oWa  v. .  p<rtebi  v> 
'  "  ,  'December  31,2.004.  ".ZJpOA'.Dow  Jones'and  Company.. in,c.  All  rigpts'/esWsd 

'Standard  one/ear  Ort^tar  S&fo'ce  /aries  by  model.  Call  1  888  40NSTAR.O  888  466  /8?/)  or  /,'iit*)ftstor.C0Ti  for  System  limitations  and 'details. 

■    •  '.2005  GM.'Corp.  All  rights  re>erv|b'.;!Sreak'Thrdugf)/''Ca<Jiilac'.  Cadillac  badge  OnStar-SfS 
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Near  Death  and  Taxes 


L 


os  Angeles  physician/ 
entrepreneur  Bernard 
iSalick  says  fallout  from 
iffy  tax  shelters  sold  to  him 
by  KPMG  caused  so  much 
"emotional  and  mental  dis- 
tress" that  in  2002  he 
underwent  open-heart 
bypass  surgery.  A  kidney 
specialist  by  training,  Sal- 
ick,  now  66,  used  three 
shelters — all  later  thrown 
out  after  state  and  federal 
tax  audits — to  offset  a  significant  part  of  his  estimated  $100  mil- 
lion gain  from  the  1990s  sale  of  Salick  Health  Care  to  Zeneca 
Group  PLC.  Salick  is  suing  KPMG  and  law  firm  Sidley  Austin 
Brown  &  Wood,  which  issued  favorable  opinions  on  the  shelters, 
for  fraud  and  medical  distress.  The  defendants,  who  deny  any 
liability,  have  moved  to  have  the  case  transferred  from  state  to 
federal  court.  — Janet  Novack 

Buy  and  Hold  Your  Way  to  Tax  Savings 

A  year  before  his  1999  death  Charles  Porter  Schutt,  widower  of 
Dupont  heiress  Phyllis  du  Pont,  rolled  $92  million  of  stock  in 
Dupont  and  what  is  now  ExxonMobil  from  numerous  family 
trusts  into  two  newly  created  Delaware  business  trusts.  Stated 
purpose:  to  continue  a  "buy-and-hold"  strategy  and  block  his 
17  living  children  and  grandchildren  from  quickly  selling  off  the 
assets.  The  Internal  Revenue  Service  eventually  sent  a  bill  for  $1 1 
million  more  in  estate  tax,  saying  Schutt's  true  motive  was  tax 
savings  through  valuation  discounts,  a  no-no.  But  the  U.S.  Tax 
Court  just  ruled  Schutt's  stay-the-course  investing  philosophy 
constituted  a  "legitimate  and  significant  nontax  purpose"  for 
the  new  trusts.  It  also  helped  that  Schutt  had  $30  million  of  tax- 
able assets  outside  the  trusts.  Bill  canceled.  — Ashlea  Ebeling 


Academic  Pork,  Privately  Cured 


Throwing  Stones  From  a  Glass  House 

Anson  McCook  Beard  Jr.  is  one  of  the  "Group  of  Eight"  ea 
Morgan  Stanley  executives  who  campaigned  successfully  for  th| 
departure  of  boss  Philip  Purcell.  Turns  out  Beard  is  under  attac 
from  dissident  investors  in  a  spat  embroiling  publicly  held  Ne< 
York  money  manager  BKF  Capital  Group,  where  he  sits  on  trj 
board.  Cannell  Capital  and  other  hedge  funds  accuse  the  firm  c 
mismanagement,  nest-feathering  and  worse.  In  June  Canna 
filed  a  letter  with  federal  regulators  attacking  BKF  brass — an 
noting  "it's  hard  to  believe  that  this  is  the  same  Beard"  crusadir 
to  can  Purcell.  Cannell  even  quotes  Beard's  blunt  letter  tellir 
Morgan  shareholders  "New  leadership  is  critical  to  the  success  < 
the  firm.  ..."  Now  BKF  has  agreed  to  a  few  corporate  reform 
alleviating  some  heat.  Beard  declined  comment. — Peter  Lattmd 

The  Deadly  Game  of  Soccer 

The  U.S.  Marine  Corps  base  at  Quantico,  Va.  lets  youth  socct 
leagues  hold  tournaments  on  the  grounds.  But  soccer  mon 
first  have  to  sign  a  two-page  waiver  of  liability,  which  notes  tl 
risks  of  playing  on  fields  used  to  train  Marines  "in  the  deadly  a 
of  individual  and  unit  combat."  One  particular  hazard:  leftove 
from  "the  use  of  ammunition."  — J.N.  and  William  P.  Bam 


So  Buying  Stock  in  Enron  Was  Good? 

A  new  study  suggests  the  markets  need  stupid  investors  t 
provide  liquidity  and  help  price  securities  accurately.  If  the 
dumbest  players  were  aware  of  their  weaknesses— overconf: 
dence,  holding  a  winner  too  long,  failing  to  view  their  portfolio: 
as  a  whole— they  would  bail  out,  hurting  the  smartest  investor 
who  actually  gather  information  from  the  dullards  and,  in  effeci 
profit  on  their  mistakes,  argue  Cornell  law  professor  Jeffre 
Rachlinski  and  Berkeley  lecturer  Gregory  La  Blanc.  They  cai 
tion  against  having  regulators  do  too  much  to  protect  the  inep 
saying,  'Markets  need  irrationality.''  —J.N.  and  W.P.E 


The  line  between  private  and  public  colleges  really  blurs  when  Congress  directly  earmarks  taxpayer  money  for  specific  private 


institutions  of  higher  education.  Below,  some  recent  appropriations. 


Tatiana  Serat 


SCHOOL/LOCATION 


AMOUNT 


PURPOSE 


Boston  College/Chestnut  Hill,  Mass.  $750,000 

Bucknell  University/Lewisburg,  Pa.  420,000 
Calumet  College  of  St.  Joseph/Whiting.  Ind.  1,300,000 

Cazenovia  College/Cazenovia,  N.Y.  100,000 

Eckerd  College/St.  Petersburg.  Fla.  1,000,000 

Martin  Methodist  College/Pulaski,  Tenn.  300,000 

Philander  Smith  College/Li r.'e  Rock,  Ark.  320,000 

Villa  Juiie  College/Stevenson,  Md.  250,000 

Source:  U.S.  Dopwvme'jl  of  Frfucafioc.       '  '■>' '    :  -  "  .' 


equip  a  science  building 

upgrade  campus  technology 

set  up  "public  safety  support  center  program" 

outfit  art-and-design  building 

improve  computers  and  other  technology 

technology  and  library  aid  for  nursing  program 
help  establish  science/health  building 

establish  nursing  program  


Mascot  for  some  schools 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO®.* 


The  rest  of  life's  journey  is  all  yours. 

You've  amassed  a  tidy  sum.  A  small  fortune,  some  would  say.  Others 
might  call  it  substantial.  The  point  is,  now  that  you've  earned  your 
financial  independence,  what  will  you  do  with  it?  As  a  Lehman 
Brothers  company,  Neuberger  Berman  believes  it's  our  job  to  keep 
watch  over  your  nest  egg,  while  you  determine  how  best  to  spend  it. 
For  over  60  years,  we've  focused  on  money  management,  uncovering 
investment  opportunities  that  are  right  for  you.  In  short,  we  can  help 
you  realize  your  financial  goals,  and  whatever  dreams  they  inspire. 
Whether  you  have  $1  million  or  $100  million  to  invest  in  a  customized 
portfolio,  call  us  at  877.232.4859.  Or,  for  more  information  and  a  list 
of  our  offices  around  the  country,  please  visit  our  website  at  nb.com. 

MONEY     MANAGEMENT    IS    WHAT    WE  DO. 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 

Neuberger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $88  billion  in  assets  under  management  (3/31/05).  ©2005  All  rights  reserved. 


On  My  Mind  

By  Lynn  M.  LoPucki,  professor  of  law,  ucla  law  school  and  author  of  courting  Failure:  how  Competition  for  big  Cas 

is  corrupting  the  Bankruptcy  Courts  (University  of  Michigan  Press,  2005) 

Bankruptcy  Bingo 

How  judges  pervert  the  system  and  hurt  investors. 


ENRON'S  HEADQUARTERS,  A  GLEAMING  SKYSCRAPER  WITH  THE 
offices  of  Kenneth  Lay,  Jeffrey  Skilling  and  Andrew  Fastow  on 
the  50th  floor,  was  only  seven  blocks  from  the  U.S.  bankruptcy 
court  in  Houston.  But  Enron,  which  had  7,500  employees  in 
Houston,  chose  to  file  for  bankruptcy  in  New  York,  where  it 
had  only  63  employees. 

Kmart,  headquartered  in  suburban  Detroit,  chose  to  file  in 
Chicago.  Alabama's  Birmingham  Steel  picked  Delaware.  So 
did  Chicago's  Fruit  of  the  Loom,  St.  Louis'  TWA  and  Boston's 
Polaroid.    Other  prominent 
shoppers  for  a  favorable  bank- 
ruptcy forum  include  World- 
Com, Adelphia  and  Global 
Crossing.  Sixty-five  percent  of 
large  public  companies  choose  a 
court  away  from  home. 

What's  going  on  here?  The 
answer  lies  in  a  mistake  that 
turned  into  a  social  experiment 
gone  spectacularly  bad.  The  mis- 
take was  a  1978  law  that,  in  effect, 
let  big  bankrupts  choose  among 
the  nation's  160  or  so  bankruptcy 
courts.  The  drafters  granted 
broad  choice  so  a  firm  could  pick 
the  most  appropriate  court  and 
assumed  that  if  a  company 
picked  an  inappropriate  venue, 
the  court  would  reject  the  case. 

What  the  drafters  didn't 
anticipate  was  that  the  courts 
would  want  the  cases.  Of  the  160 
largest  cases  filed  since  1989, 
courts  have  surrendered  only  one 

(Winn-Dixie),  and  that  was  at  the  request  of  the  managers  who 
filed  it.  Major  creditors  sought  to  bring  Enron  back  to  Houston, 
but  the  New  York  bankruptcy  court  ruled  that  the  case  should 
remain  in  New  York  "for  the  convenience  of  the  parties." 

Judges  like  these  cases  because  they  provide  glamorous,  chal- 
lenging work;  big-case  bankruptcy  is  a  multibillion-dollar 
industry.  In  the  1980s  the  Delaware  bankruptcy  court  was  a  one- 
judge  backwater  that  failed  to  attract  a  single  big  case.  By  1996  it 
had  an  87%  market  share — 13  of  the  1 5  big  cases  filed  that  year. 

Delaware  sucked  the  lifeblood  out  of  big-case  bankruptcy 
practice  in  the  rest  of  the  country.  Bankruptcy  professionals  in 
major  cites,  including  New  York,  Chicago,  Houston,  Dallas, 


"What's  going  on  here?  The  answer  lies  in  a 
mistake  that  turned  into  a  social  experiment 
gone  spectacularly  bad." 


Los  Angeles  and  Minneapolis,  began  pressuring  their  lo 
courts  to  change  rules  and  practices  to  make  themselves  m< 
attractive  to  the  court-pickers.  Bankruptcy  judges  are  vulm 
able  to  such  pressures  in  part  because,  unlike  other  fede 
judges,  they  don't  have  life  tenure.  They  must  seek  rea 
pointment  every  14  years.  To  be  reappointed,  they  may  ne 
the  support  of  local  lawyers. 

More  than  a  dozen  courts  are  now  vying  for  big  cases,  t 
only  Delaware  and  New  York  are  succeeding.  The  two  get  abc 

two-thirds  of  the  billion-dol 
bankruptcies. 

Some  lawyers  and  academ 
defend  this  sorry  mess  as  an  t 
periment  in  competition  amo 
courts.  But  a  court  needn't  app 
to  all  parties  to  attract  a  case.  O: 
the  top  managers  and  the  bar 
rupt's  lawyers  count.  The  ma 
agers — think  Ken  Lay — pick  t 
lawyers  and  then,  with  the  lawy« 
advice,  pick  the  court. 

The  thousands  of  creditc 
shareholders,  employees  and  tr 
ing  partners  of  the  debtors  have 
say.  That  means  judges  have  an 
centive  to  adopt  practices  that  fa 
the  case-placers  at  the  expense 
everyone  else.  The  result:  Jud 
approve  higher  fees  for  profess! 
als  and  huge  "retention  bonus 
for  executives,  while  overlook 
the  case-placers'  conflicts  of  inl 
est.  Judges  fail  to  appoint  trust 
in  even  the  most  egregious  fra 
cases.  Enron  and  Global  Crossing  are  two  of  the  most  glar 
examples.  Judges  also  shortchange  the  interests  of  creditors  i 
shareholders,  approving  reorganization  plans  even  when  th 
plans  have  little  chance  of  success.  Almost  half  of  public  compar 
reorganized  from  1997  to  2000  were  back  in  bankruptcy  within 
years,  more  than  triple  the  failure  rate  of  the  1980s. 

So  far  Congress  has  dealt  only  with  the  symptoms.  Sen; 
John  Cornyn  (R-Tex.)  has  introduced  a  bill  that  would  end 
bankruptcy  court  competition.  Senator  Joseph  Biden  (D-D 
told  him  he  is  in  for  "an  incredibly  long  fight."  For  the  sake 
creditors,  investors,  employees,  customers  and  pensioner! 
troubled  companies,  let's  hope  Biden  is  wrong. 
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MASTE  R 


DF  YOUR  DOMAIN. 


Challenge  the  ordinary. 

Be.  Extraordinary 


Introducing  New  E*TRADE  Complete 

...the  intelligent,  integrated  way  to  manage  all  your  money. 

■$f  Complete  view  of  all  your  accounts  -  all  in  one  place. 

Intelligent  Cash  Optimizer:  instantly  calculates  the  earning  potential  of  your  cash.1 
Money  Market  Account  with  up  to  2.65%  APY  -  plus  free  checking  and  bill  pay.2 
Debit  Card  with  nationwide  ATM  refunds  -  aJ!  banks.3 


c 


^  '''         S^Tdby  ESS 

New  optional  Digital  Security  ID. 

It's  like  a  combination  lock  for  your  online  connection.' 


FINANCIAL 

Call  1-800-998-8049  or  visit  etradecomplete.com 


telligent  Cash  Optimizer  is  available  to  all  Priority  ETRADE  and  Power  E*TRADE  customers. 

TRADE  Money  Market  Account  is  a  separate  deposit  account  offered  by  E*TRAOE  Bank.  Annual  Percentage  Yield  (APY)  of  2.65%  as  of  4/16/05  and  applies  to  accounts  with  balances  of  $50,000  or  more. 
.  with  balances  of  $5,000— $49,999  will  earn  1.80%  APY  and  accounts  with  balances  of  less  than  $5,000  will  earn  0.30%  APY.  A  $100  minimum  deposit  is  required  to  open  account  and  you  must 

an  average  monthly  balance  of  $1,000  or  $5,000  in  total  ETRADE  Bank  deposits  by  the  end  of  your  second  statement  cycle  to  avoid  a  $10  monthly  fee  on  the  account.This  fee  is  waived  for  Priority 

and  Power  ETRADE  customers.  Fees  may  reduce  earnings.  Yields  subject  to  change  daily. 

I  not  charge  you  a  fee  for  withdrawing  funds  from  any  ATM  but  the  owner/operator  of  some  ATMs  may.  In  those  cases,  E'TRADE  will  automatically  refund  your  account  for  the  amount  of  the  fee.  Priority 
and  Power  E'TRADE  customers  get  unlimited  ATM  fee  refunds.  Other  customers  get  up  to  five  ATM  fee  refunds  per  month. 

scurity  authentication  system  is  based  on  technology  from  RSA  Security  Inc.  RSA,  RSA  logo  and  SecurlD  are  either  registered  trademarks  or  trademarks  of  RSA  Security  Inc.  in  the  United  States  and/or 
ntries.  RSA  Security  Inc.  is  not  affiliated  with  ETRADE  FINANCIAL  Corp.  or  any  of  its  affiliates  and  is  not  a  sponsor  of  this  program. 

s  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  ETRADE  Bank,  and  are  subject  to  investment 
jdmg  possible  loss  of  the  principal  invested.  Banking  and  lending  products  and  services  are  offered  by  ETRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC 
p  to  $100,000.  E'TRADE  Securities  LLC  and  E'TRADE  Bank  are  separate  but  affiliated  companies. 
■TRADE  FINANCIAL  Corp.  All  rights  reserved. 


Follow-Through 


FEBRUARY  16,  2004 

LeBron  Shoots, 
He  Scores! 


LeBron  James  was  worth  his  outsize 
hype,  we  said  last  year.  Sure  enough, 
the  National  Basketball  Association's 
number  one  draft  pick  in  2003  has  kept 
pumping  up  the  fortunes  of  his  team,  the 
Cleveland  Cavaliers.  So  much  so  that 
Cavaliers  owner  Gordon  Gund  sold  the 
Cavs  earlier  this  year  to  Quicken  Loans 


founder  Daniel  Gilbert  for  $375  million, 
the  second-highest  sum  ever  paid  for  an 
NBA  team.  Gund  paid  $20  million  for  the 
team  in  1983.  Though  it  still  lags  in  the 
bottom  half  of  the  league  in  revenues, 
James  helped  boost  attendance  5%  in 
2004-05.  In  May,  James  fired  his  agent, 
Aaron  Goodwin.  The  6-foot-8,  240- 
pound  forward  won't  say  why.  His  per- 
formance this  year  was  phenomenal,  with 
an  average  of  27  points,  7  rebounds  and  7 
assists  a  game. 

— Kurt  Badenhausen 
JUNE  21,  2004 

Virtual  Real  Life 

French  software  maker  Dassault  Sys- 
temes  is  stretching  computer-aided 
design  into  a  new  realm.  Until  now 
Dassault's  product-development  soft- 
ware has  helped  companies  like  Boeing 
and  DaimlerChrysler  design  products 
digitally,  rather  than  having  to  rely  on 
physical  prototypes.  Now  it  will  provide 
simulation  software  that  does  more 
sophisticated  modeling  of  everyday 
events,  like  car  crashes.  The  new  strategy 
follows  Dassault's  announcement  in  May 
that  it  will  buy  Providence,  R.I.  simula- 


tion software  maker  Abaqus,  for  $4] 
million.  Abaqus  software  lets  compani! 
simulate  all  kinds  of  real-life  wear  ari 
tear,  such  as  what  happens  to  cell  phoni 
when  they  get  dropped  on  pavemen 
Longer  term  Dassault  could  use  simuli 
tion  in  other  ways,  plotting  the  spread 
pollution  or  the  emergency  evacuatic 
of  an  airport.  — Joann  Mull 

MARCH  28,  2005 

Shackleton 
Shipwreck 

Shortly  after  we  profiled  ShackletJ 
School,  the  innovative — but  strul 
gling — boarding  school  that  h 
kids  travel  to,  say,  the  Mexican  border 
learn  about  Nafta,  founder  Luke  O'Ne 
had  to  shut  down  his  ten-year-old  ve 
ture.  Low  tuition  revenue  and  donatio 
led  to  a  budget  shortfall  of  $700,000  I 
the  upcoming  year.  Assets  are  being  sc 
(even  O'Neill's  desk  chair)  to  stave  « 
foreclosure  on  Shackleton's  70-acre  cai 
pus  in  Ashby,  Mass.,  which  he  hopes 
sell  and  use  the  proceeds  for  scholarshi 
for  Shackleton  students  as  they  look  foi 
new  school.  — Nicole  Ridgw 


85  YEARS  AGO  IN  FORRES  I  JUNE  26.  I920 

Law  and  Disorder  Can  you  imagine  the  management  of 

a  huge  business  organization  dawdling  until  almost  the  end  of  the 
year  and  then,  after  having  idled  along  for  months,  attempting  to  dis- 
pose of  six  months'  work  in  six  days,  finally  tossing  aside  all  the  mat- 
ters left  unfinished  on  December  31?  How  long  would  such  a  corpo- 
ration remain  out  of  bankruptcy?  Yet  that  is  exactly  what  Congress 
does.  It  babbles  and  dawdles  all  through  a  session  and  then  attempts 
to  rush  through  business  in  one  grand  jam  during  the  final  few  days. 

IS  YEARS  AGO  IN  FORBES  |  JULY  23.  1 930 

The  Perfect  Toy  Lego  Group  was 

founded  in  I932  in  the  small  Denmark  town  of 
Billund,  by  carpenter  and  joiner  Ole  Kirk  Chris- 
tiansen (the  younger  generation  changed  the 
spelling).  At  first  he  made  ironing  boards, 
stepladders  and  wooden  toys.  The  name  Lego 
comes  from  the  Danish  leggodt.  or  "play  well." 
In  I949  Christiansen  tried  plastic  bricks.  By 


I958  the  last  interlocking  configuration  was  perfected.  For  foi> 
decades  the  Kristiansens  have  been  producing  those  ubiquitous  litlll 
plastic  bricks.  The  family  is  worth  $1  billion-plus. 
The  Lego  Group  is  in  talks  to  sell  off  its  Legoland  theme  parks 

10  YEARS  AGO  IN  FORBES  I  MARCH  27.  1995 

Bling  Time  Last  year  sales  of  rough  uncut  diamondi 
reached  a  record  of  $5  billion.  Worldwide  retail  sales  of  diamon 
jewelry  rose  15%  to  $50  billion,  also  a  record.  The  growth  continue 
this  year.  Against  such  numbers,  South  Africa's  De  Beers,  controlle 
by  Harry  Oppenheimer  and  his  family,  should  be  flying  high.  Tr 
world's  largest  diamond  mining  company,  De  Beers  also  owns  tr 
Central  Selling  Organization,  the  London-based  cartel  that  marke 
most  of  the  world's  uncut  diamonds.  Last  year  the  CSO  sold  $4.3  bi 
lion  in  rough  diamonds  and  collected  handling  fees  of  around  12%,  < 
$500  million.  Its  only  major  expense  is  the  $185  million  spent  year 
on  diamond  advertising  to  consumers  worldwide. 
This  June,  De  Beers  opened  its  first  U.S.  retail  store,  in  conjunctic 
with  LVMH.  in  New  York  City. 


YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 


Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


!  When  our  Mutual  Series  fund  managers  discovered 

MUTUAL 

series      a  small  candy  company  with  a  potentially  vast 

FUNDS 

WHmmSk   international  market,  they  seized  the  opportunity 
to  purchase  its  stock  at  a  significant  discount  to  its  intrinsic  value. 
The  result:  a  sweet  deal  for  our  fund  shareholders  when  we  sold 
the  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective.  One 
that  comes  from  consistently  following  a  three-pronged  strategy  of 
digging  deep  to  find  undervalued  securities,  distressed  debt  and 
arbitrage  opportunities.  A  proven  approach  that  has  provided 
strong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your  portfolio, 
see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


MUTUAL  SHARES  FUND 

jrningstar  Overall  Rating1"  4/30/06  -  Class  AT 


Overall 


★  ★★★ 


I  Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain 
from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does 
not  guarantee  future  results. 

Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  applicable) 
rating  metrics.  Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special 
risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

ce  MmVMilM  -  4/30/05.  For  each  fund  with  at  least  a  3-year  history.  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
ling  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
I™  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction 
fund  and  rated  separately.)  The  Fund  was  rated  against  796  and  562  funds  and  received  Morningstar  Ratings  of  4  and  4  stars  for  the  3-  and  5-year  periods,  respectively.  Morningstar 
)m  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2005  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is 
etary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers 
sponsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 


Jt  of  796  U.S.-domiciled  Large  Value  Funds 


"...a  touring  sedan  on  the  highway  and  a  mountain  goat  off-road." 

Diversion  Magazine 

"The  Touareg  is  a  design  pearl  in  a  morass  of  chunky  inelegant  hulks." 

Ski  Magazine 

"2005  Four  Wheeler  of  the  Year" 
Four  Wheeler  Magazine 

"There  are  few  other  vehicles  on  the  road  that  can  put 
really  big  grins  on  a  reviewer's  face  like  this  Touareg." 

Go  Boating  Magazine  2005 


We  like  the  press. 
We  just  wish  they'd  give  the  Touaregs  back. 


With  its  superb  engineering,  good  looks,  and  luxurious  amenities,  the  Touareg  has  become  one  of  the  most 
sought-after  SUVs  out  there.  By  enthusiastic  Volkswagen  fans  and  overzealous  reporters  alike.  To  learn  more, 

checkout  vw.com/touareg  or  visit  your  local  dealer. 
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IVEST1GATIONS 


Ratted  Out 


lat  reassuring  corporate  attorney  who  asked  you  a  few  questions  may  turn  out  to  be  the 

ig  arm  of  the  law  |  By  Daniel  Fisher  and  Peter  Lattman 


rHE  U.S.  SUPREME  COURT'S  DECI- 
sion  in  May  overturning  the  con- 
viction of  Arthur  Andersen  came 
too  late  to  save  the  accounting  firm, 
of  course,  but  the  legacy  of  Ander- 
and  its  collapse  lives  on  among  fearful 
porate  executives  and  tough-talking  pros- 
tors.  Accused  of  illegally  shredding  docu- 
lts  in  the  Enron  accounting  scandal,  Ari- 
sen maintained  its  innocence — and  got 
with  a  criminal  indictment  that  drove 
y  its  image-conscious  customers. 
The  lesson  for  corporations:  If  you  play 
gh  with  us,  we  indict  you — and  then 
're  dead.  So  now  companies  are  cooper- 
g  with  government  investigators  at  the 
e  threat  of  indictment,  handing  over 
rnal  documents,  waiving  the  privilege 
normally  shields  attorney-client  com- 
lications  and  ratting  out  individual 
•loyees  as  targets  for  prosecution, 
shed  no  tears  over  corporate  miscreants, 
rhom  lately  there  have  been  many.  "The 
on  that  a  company  should  sit  and  pro- 
corporate  employees  who  engaged  in 
ngdoing  is  patently  absurd,"  says  Robert 
ira,  a  white-collar-criminal  lawyer, 
hit  is  it  possible  that  companies  are  ced- 
oo  much  power  to  prosecutors  in  order 
mid  indictments — and  shortchanging 
loyees'  rights?  "There  was  a  time  when 
panies  would  try  to  step  up  to  the  plate, 
try  to  take  a  guilty  plea  to  protect  their 
vidual  employees,"  says  N.  Richard 
>,  a  former  assistant  U.S.  Attorney  in 
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Washington,  D.C.  "Now  it's  just  the 
opposite." 

Time  Warner,  Merrill  Lynch,  Com- 
puter Associates  and  Monsanto  are 
among  the  big  companies  that  have  cut 
so-called  deferred  prosecution  agree- 
ments with  prosecutors.  Under  these 
deals  the  corporation  agrees  to  turn  over 
to  the  government  whatever  it  wants, 
often  including  communications 
between  lawyers  and  the  executives  who 
hired  them.  In  exchange  the  government 
agrees  to  delay,  and  ultimately  drop, 
charges. 

The  talk-or-else  rules  were  laid  out  in 
a  January  2003  memo  by  Deputy  U.S. 
Attorney  General  Larry  D.  Thompson: 
Prosecutors  could  go  easy  on  compa- 
nies— protecting  the  jobs  of  innocent 
employees — in  exchange  for  coopera- 
tion. That  cooperation  includes  "will- 
ingness to  identify  the  culprits"  and 
waiving  the  attorney-client  privilege. 
Companies  can  do  that  because  the 
attorney-client  privilege  is  between  the 
employer  and  the  attorney. 


convicted  in  September  2004  and  sen- 
tenced to  18  months  in  jail.  * 

Last  year  an  internal  investigator  for 
Symbol  Technologies  was  forced  to  turn 
against  executives  in  an  accounting  fraud 
case.  Andrew  Levander,  a  former  prosecu- 
tor hired  by  the  board,  says  SEC  officials  in- 
sisted he  waive  attorney-client  privilege 
covering  the  executives.  "Either  you  do  this 
investigation  right  or  we'll  be  tearing  this 
company  apart  for  years,"  he  says  the  SEC 
told  him.  He  waited  seven  months  before 
agreeing  and  says  he  now  doesn't  regret  the 
decision.  He  uncovered  information  that 
led  to  guilty  pleas  by  six  ex- 
ecutives; another  six  face 
trial  in  July. 

There's  a  little  problem 
here,  says  Hackett.  By  depu- 
tizing in-house  lawyers  as 
government  snitches,  pros- 
ecutors may  be  squelching 
the  very  type  of  internal 
communications  companies 
need  to  make  sure  they're 
complying  with  the  law. 


one  found  out  at  trial  what  was 
hiding  in  his  employer's  files;  Hank  Greenberg 
took  the  Fifth  because  he  didn't  know. 


Thompson's  policy  set  up  a  Hobson's 
choice  for  employees  caught  up  in  an 
internal  investigation:  Talk  to  in-house 
lawyers  and  risk  that  they  will  tell  all  to 
prosecutors  (who  will  come  after  you 
later),  or  get  fired  for  failing  to  cooper- 
ate. "  If  you  know  the  in-house  lawyer  is 
a  mini-G-man,  are  you  inviting  him  to 
important  strategic  meetings?"  says  Susan 
Hackett,  senior  vice  president  of  the 
17,500-member  Association  of  Corporate 
Counsel. 

At  his  2003  trial  for  obstruction  of 
justice,  former  Credit  Suisse  First 
Boston  investment  banker  Frank  Quat- 
trone  faced  a  tough  adversary:  David 
Brodsky,  the  general  counsel  for  his  for- 
mer employer.  Brodsky  testified  after 
CSFB  agreed  with  prosecutors  to  waive 
the  attorney-client  privilege,  including  a 
key  phone  call  Brodsky  made  to  Quat- 
trone.  After  a  mistrial  Quattrone  was 


Stephen  Saltzburg,  a 
former  Department  of  Jus- 
tice official  who  now 
teaches  white-collar  crimi- 
nal procedure  at  George 
Washington  University  Law 
School,  says  in-house 
lawyers  will  typically  ask, 
"What's  the  worst-case  sce- 
nario here?  What  are  we 
facing?"  Notes  of  such  a 
conversation,  Saltzburg 
says,  could  become  a  virtual  admission  of 
guilt  if  they  indicate  the  employee  recog- 
nized the  potential  illegality  of  his  actions. 

Gerald  Lefcourt,  a  New  York  white- 
collar  defense  attorney,  says  he  has  a  client 
who  can't  figure  out  how  to  negotiate 
with  the  government  because  his 
employer  has  waived  attorney-client  priv- 
ilege and  he  has  no  idea  what  might  be 


that  companies  that  cooperate  too  reac 
with  the  government  also  might  be  a| 
to  steer  an  investigation  away  fr<| 
higher-level  executives.  Corporatio 
"fire  people,  stop  paying  their  legal  fe 
do  all  sorts  of  things  to  curry  favor  w| 
the  government,"  he  says. 

One  of  the  most  devastating  tact 
is  to  cut  off  access  to  documents 
employee  needs  to  prepare  a  defen 
White-collar  criminal  cases  usually  coi 
down  to  whether  the  defendant  knew 
was  breaking  the  law.  Prosecutors  <j 
show  this  by  trundling  out  e-mails  a 
memos  that  contrad 
the  defendant's  previfl 
statements,  as  they  die 
Quattrone's  case.  E\ 
Maurice  (Hank)  Gre< 
berg,  the  powerful  f< 
mer  chairman  of  AIG,  | 
compelled  to  assert 
Fifth  Amendment  rij 
to  remain  silent  after 
company  cut  off  acces: 
documents  he  needec 
prepare  for  an  intervi 
with  SEC  investigators. 

The  atmosphere 
mutual  suspicion 
enough  to  make  an  exe 
tive  think  twice  abi 
staying  in  the  busin( 
Robert  Merritt,  the  f 
mer  chief  financial  off] 
of  Outback  Steakhoi 
announced  his  resig: 
tion  to  surprised  anal] 
in  April,  citing 
"recent  lunacy"  over  le 
accounting  that  fori 
the  company  to  rest 
HBP  earnings.  Under  the  S 
banes-Oxley  Act,  Mer 
notes,  even  a  minor  accounting  misi 
can  become  a  criminal  case  if  e-mails 
testimony  from  an  in-house  lawyer  lc 
suspicious. 

"I've  made  enough  money  to  1 
on,  and  putting  that  at  risk  was 
worth  it,"  says  Merritt,  53,  who  reti 
May  27  after  23  years  of  working  in  p1 
lie  companies.  "It's  extraordinarily  e 


Lefcourt  also  contends     to  step  across  that  line." 
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automation  &  control  •  building  technologies  •  energy  &  ( 
lighting  •  material  handling  •  medical  solutions  •  transpor 


/ho  is  helping  doctors 

with  amazing  clarity? 

\f\j [Q    3  TG  •  We  rG  Siemens-  a  9lobaI  innovation 


eds  of  businesses 


sicians  to  more 


raphy  (CT)  with  the 


the  heart  per  second 


tl    Ci  I  tl      We're  Siemens,  a  global  innovation 

and  communities  right  here  in  th 
advanced  diagnoses  of  heart  disease  by  pioneering  64-slice  compu 

SOMATOM  Sensation"6  64,  the  world's  first  CT  scanner  able  to  take  192  images  of  the  heart  per  second 
This  non-invasive,  virtually  pain-free  procedure  offers  exceptional  image  quality,  which  can  mean  better 
physician  diagnosis,  faster  recovery  time,  and  increased  patient  comfort  and  convenience.  But  unless  you're 
one  of  the  70,000  Americans  that  we  currently  employ,  you  may  not  know  us.  W  e're  Siemens 

To  get  more  clarity  on  Siemens  Cardiac  CT  solutions,  visit  www 
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Downsize  Me 


Rick  Wagoner's  restructuring  plan  courd 
leave  GM  just  about  where  it  is  today:  with 
too  many  factories,  too  many  workers  and 
too  much  red  ink  |  By  Jonathan  Fahey 

HOW  MANY  WORKERS  DOES  IT  TAKE  TO  BUILD  A  CAR?  FOR 
General  Motors  the  answer  is  too  many — even  after  it 
shrinks  its  workforce  by  25,000  jobs  by  2008,  as  Chief  Exec- 
utive G.  Richard  Wagoner  pledged  last  month. 

Last  year  GM  had  136,000  hourly  employees  in  North  America. 

But  a  FORBES  analysis  of  a  man- 
ufacturing study  published  by 
Harbour  Consulting  suggests 
that  GM  could  have  built  the 
same  number  of  vehicles  with 
86,000  workers. 

The  problem,  of  course,  is 
that  GM  is  sized  to  be  a  much 
bigger  player.  The  company's 
factories  have  worked  at  only 
85%  of  capacity,  leaving  lots  of 
workers — who  get  paid  whether 
the  factory  is  turning  out  cars  or 
not — sitting  around. 

The  problem  is  worsening 
as  GM  shrinks.  GM  is  on  pace 
to  lose  nearly  two  points  of 
market  share  this  year  in  the 
U.S.,  from  27.5%  in  2004  to 
25.7%.  That's  a  dip  of  300,000 
vehicles,  about  the  equivalent 
of  one  and  a  half  factories. 

Wagoner's  pledge  to  cut 
jobs  is  designed  to  get  to  a  larger 
goal  of  his:  to  operate  at  full 
capacity.  But  25,000  jobs  is  not 
nearly  enough.  Assuming  that 
by  2008  GM  is  fortunate  enough 
to  keep  its  share  of  the  market 
at  25%  and  that  productivity 
gains  shrink  its  Canadian  and 
Mexican  workforces  by  10%, 
the  company  will  have  roughly 
109,000  workers — doing  what 
78,000  could  do. 

Says  George  Magliano,  an 
auto  analyst  for  forecasting  firm 
Global  Insight:  "What  they've 
announced  is  the  bare  mini- 
mum. It  just  has  to  be."  F 


Even  if  GM  cuts  25,000  jobs, 
it  still  won't  compete  with 
the  best.  Chart  assumes  30 
hours  per  vehicle,  full-capacity 
utilization,  25%  market  share. 

136  (thou) 


109 


86 


H  S 


2004 

Sources:  Harbour  Consulting; 
General  Motors;  Forbes. 
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The  Engine  That  Could 

CHRYSLER  HAS  A  GREAT  RECIPE  FOR  MINTING  MO> 
Take  a  simple  engine  technology,  jazz  it  up  and  rech 
ten  it.  Then  charge  consumers  a  $1,000  premium. 
Indeed,  the  Hemi  V8  engine  deserves  much  of  the  credit 
Chrysler's  comeback.  (The  company  kicked  in  $1.9  billio: 
pretax  profit  last  year  to  its  German  parent,  DaimlerChrys 
Since  introducing  the  Hemi  on  the  2003  Dodge  Ram  picl 
Chrysler  has  sold  608,000  of  the  high-performance  engin« 
buyers  willing  to  fork  over  at  least  an  extra  $995  for  that  ad 
oomph.  It's  now  sold  as  an  option  on  the  brawny  Chrysler 
and  six  other  high-volume  vehicles. 

The  starting  price  for  a  Chrysler  300,  with  the  stanc 
2.7-liter  V6  engine,  is  about  $23,500.  If  you  want  a  Ht 
which  a  third  of  300  buyers  do,  the  price  jumps  to  $33,< 
which  includes  a  fancier  interior  and  a  premium  ste 
(Because  the  Hemi  rarely  comes  as  a  stand-alone  opt 
those  thousands  of  dollars'  worth  of  other  features  help 
Chrysler's  bottom  line  even  more.) 

Yet  the  Hemi,  built  in  low- wage  Mexico,  costs  5%  to 
less  to  manufacture  than  a  modern  dual  overhead  cam 
It's  an  overhead  valve  engine  with  a  single  camshaft  that 
push  rods  to  open  and  close  the  16  valves.  A  dual  overl 
cam  V8  engine  has  4  cam  shafts  and  32  valves.  The  n 
derives  from  the  hemispherical  shape  of  the  combus 
chamber. 

"If  you've  got  something  hot,  and  the  customer's  wi 
to  pay  a  premium  for  it,  God  bless  you,"  says  analyst  Jo: 
S.  Phillippi  of  AutoTrends  Consulting. 

Chrysler  says  Hemi  buyers  get  110  more  horsepower 
75  more  foot-pounds  of  torque  with  a  Dodge  Ram 
pickup  than  they  would  with  a  non-Hemi  V8.  The  Hemi 
delivers  better  fuel  economy,  thanks  to  its  multidisplacer 
system.  (At  cruising  speeds,  four  of  the  Hemi's  eight  cylir 
shut  down,  conserving  fuel.)  So  Hemi  buyers  get  all  the  p< 
and  not  much  of  the  guilt.  And  Chrysler  gets  the  money. 

— Joann  Nil 
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TIME  TO  REWIND? 

Citigroup's  loss  of  computer  tapes  holding  records  on  3.9  million  customers — the  tapes 
vanished  while  being  schlepped  across  the  country  by  UPS — was  bad  news  for  the  bank  I 
a  lucky  break  for  makers  of  storage  systems  that  use  hard-disk  drives.  They  are  pushing  i 
tomers  to  dump  tape  in  favor  of  hard-disk  backup  and  archiving.  It's  a  timely 
pitch,  but  many  corporate  customers  are  reluctant  to  unwind  age-old  habits. 

"People  have  emotional  attachment  to  tape.  They  think  it's  safe,  even 
though  it's  not.  It's  like  children  who  can't  sleep  without  their  teddy  bear,"  says 
Neville  Yates,  chief  technology  officer  at  Diligent  Technologies,  a  Framing- 
ham,  Mass.  startup  whose  software  lets  customers  replace  tape  with  disk. 

Tape  has  two  big  advantages.  One  is  portability.  The  other  is  cost — 
tape  is  about  one-tenth  the  price  of  disk.  Diligent  solves  the  cost  problem  with  software  that  filters  out  duplicative 
data,  to  consume  fewer  megabytes  of  storage.  Its  software  also  fools  backup  programs  into  thinking  they  are  still 
writing  to  tape  even  though  they  are  writing  to  disk,  so  customers  can  switch  over  with  less  hassle. 

Such  "virtual  tape"  systems  are  accelerating  the  momentum  toward  disk.  The  tape  business  shipped  1.9  million 
drives  in  2004  versus  5.2  million  in  1996,  researcher  Gartner  Group  says.  Yates  admits  tape  may  never  fully  fade  butl 
says  Diligent  "absolutely"  plans  to  mention  Citigroup's  woes  during  sales  calls.  "Things  like  tapes  getting  lost  are  likl 
a  baseball  bat  across  the  head,"  he  says.  —  Daniel  Lya\ 


REAL  ESTATE 


Trading  Places 

Is  a  quirky  tax  break  goosing 
the  real  estate  market? 
By  Janet  Novack  and  Matthew  Swibel 


ALAN  GREENSPAN,  THE  FED  WHOSE 
cryptic  comments  can  make  the 
markets  faint,  had  a  gentle  warning 
for  Congress  on  the  hot  housing  market 
the  other  day.  He  cited  some  "apparent 
froth"  and  said:  "Speculative  activity  may 
have  had  a  greater  role"  than  in  the  past. 
But  Congress'  own  tax  policy  helps  fuel 


the  flipping.  Investors  are  infatu- 
ated with  an  84-year-old  tax  quirk 
that  lets  them  sell  a  business  or  in- 
vestment property  and  avoid  cap- 
ital gains  taxes  by  reinvesting, 
quickly,  in  a  similar  thing.  This 
"1031  swap"  puttered  along  until 
the  IRS  issued  looser  rules  in  1991. 
It  is  now  a  craze,  stoked  by  special- 
ists profiting  from  such  deals.  "The  same 
people  who  thought  it  made  sense  to  bor- 
row on  credit  cards  to  invest  in  tech  stocks 
are  now  all  experts  on  1031.  People  go 
wacko  when  they  think  'tax  benefit,'"  says 
Phoenix  accountant  Edward  Zollars,  who 
laments  the  fad  but  uses  it  anyway. 

Investors  did  $210  billion  in  1031  trans- 


actions in  2003,  more  than  double  C 
$86  billion  they  did  in  2001,  estima' 
Deloitte  Tax  principal  Louis  Weller,  w 
pored  over  IRS  data  and  surveys  of  the  m 
dlemen.  He  figures  that  in  2001  a  third 
the  dollar  volume  involved  individuals  rati 
than  companies  or  partnerships,  racking 
close  to  $30  billion  in  120,000  tax-free  fli 

To  pull  off  a  1031,  a  taxpayer  mi 
within  45  days  of  selling  a  property  idenl 
the  new  one  he  intends  to  buy.  Within 
days  of  sale  he  must  close  on  the  new  as: 
In  the  meantime  a  middleman  holds 
cash.  The  break  isn't  available  for  your  r 
idence  or  a  second,  country  home.  Bu 
does  cover  the  sale  of  a  house  an  owi 
rents  out;  and  commercial  real  estate,  bi 
ness  jets,  factories  and  more. 

Californians  got  into  swapping  fi 
and  now  some  are  rolling  their  gains  i; 
cheaper  properties  in  Seattle  and  Portia 
helping  push  up  prices  there  (see  ta 
p.  56).  The  tax  trick  spiced  up  15% 
apartment  building  sales  in  the  past  yeai 
55  U.S.  markets  tracked  by  CoStar  Gro 
The  1031  also  is  hot  with  condo  invest 
In  a  few  Florida  markets  21%  of  r 
condo  and  single-family  mortgages  r 
go  to  investors,  says  LoanPerformanc 

Hungry  campers:  Prospective  buyers  caml 
out  overnight  to  bid  on  units  in  a  new  com  | 
development  in  Hollywood,  Fla. 
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The  45-day  deadline  prods  investors  to 
overpay  for  their  new  purchases,  says 
Brigham  Young  University  professor  Bar- 
rett A.  Slade.  "They're  under  the  gun  to 
park  those  funds  and  to  defer  those  tax 
liabilities."  He  found  the  1 1%  of  Phoenix 
apartment-building  buyers  who  used  1031 
in  the  mid-1990s  paid  an  average  of  8% 


more  than  comparable  no-break  deals;  the 
premium  now  most  likely  is  even  higher. 

As  investors  pile  up  bigger  untaxed 
gains,  they  grow  more  reluctant  to  get  out 
of  real  estate  and  take  a  tax  hit.  Suzanne 
Redfearn,  a  freelance  writer  in  Falls 
Church,  Va.,  faced  a  $50,000-plus  tax  bill 
after  selling,  in  January,  land  in  Florida 


that  she  had  inherited  in  1989.  She  u 
1031  to  roll  half  the  sale  proceeds  intc 
investment  condo  in  the  Washington,  I 
suburbs.  Her  husband  worried  beca 
local  real  estate  prices  had  risen  27°/ 
the  preceding  year.  She  persuaded  him 
swap  was  better  than  paying  the  taxes 
investing  in  an  iffy  stock  market. 


TECHNOLOGY 


Racing  the  World 

The  new  chief  at  Siemens  gets  off  to  a  fast  start. 
By  Deborah  Orr 


-* 

KLAUS  KLEINFELD  HAS  BEEN  A  BUSY  MAN  IN  HIS  FIRST 
five  months  as  chief  executive  of  Siemens.  The  company 
will  spend  $2.5  billion  in  cash  to  buy  two  companies: 
Flender,  a  German  industrial  gear  maker,  and  U.S.  med- 
ical firm  CTI  Molecular  Imaging.  The  first  deal  came 
after  only  ten  days  of  talks.  And  in  June  Kleinfeld  moved  to  shed 
Siemens'  biggest  burden,  the  wireless  handset  business. 

Siemens  essentially  agreed  to  pay  $300  million  to  Taiwan's 
BenQ  to  take  it  over,  with  the  money  going  to  cover  expected 
losses  and  honor  union  contracts.  Siemens  will  take  a  $425  million 
total  charge  on  the  deal,  but  it  ends  a  bitter  experience.  When 
Kleinfeld  boldly  announced  plans  last  year  to  sell  the  business  or 
partner  up,  orders  plunged  27%  in  the  first  quarter  and  it  lost  16 


cents  on  every  dollar  of  sales.  Now  it's  gone. 

In  the  midst  of  all  this  he  was  visiting  with  200  clients 
three  continents.  Kleinfeld,  who  is  47  and  runs  a  maratho: 
five  hours,  says  the  frenetic  pace  is  necessary.  "In  a  company 
big  you  could  spend  all  your  time  focusing  on  things  insid 
Siemens.  That's  what  you  don't  want  to  do,"  he  says  in  an  in 
view  at  the  New  York  offices  of  the  German  electronics  gi 
with  $91  billion  a  year  in  sales  and  440,000  employees. 

Global  markets  are  key  to  his  race  to  make  Siemens'  s 
growth  double  the  growth  in  worldwide  GDP  but  without  tal 
any  hit  to  profits.  (In  2004  global  gross  domestic  product  § 
4%;  Siemens'  revenue  grew  1.5%.)  He  is  promising  this,  mi 
over,  when  much  of  tech  has  been  in  a  deep  slump  for  the  bt 
part  of  five  years.  But  Kleinfeld  thrives  on  hard  times.  Be 
being  named  future  chief  executive  last  summer  and  forn 
ascending  to  the  job  on  Jan.  28,  he  ran  Siemens'  U.S.  unit,  ti 
ing  persistent  losses  into  an  $810  million  profit  in  a  year.  1 
after  building  an  internal  SWAT  team  to  swoop  down  on  tro 
spots  at  the  company  and  integrate  acquisitions. 

Before  his  U.S.  stint  the  German-born  troublesho 
thrived  on  adversity,  rebuilding  Siemens'  X-ray  division,  a 
so  beleaguered  that  insiders  called  it  the  "rusty  nuts-and-1 
business."  So  he  made  a  customer  visit,  donning  a  white  g 
to  join  a  doctor  on  rounds  at  the  renowned  Cleveland  Clinic 
came  away  inspired.  Kleinfeld  recruited  Hollywood  spe 
effects  programmers  to  improve  the  3-D  pictures  on  Sierr 
magnetic  resonance  imagers.  The  medical  equipment  busi 
now  provides  21%  of  the  company's  profits  on  9%  of  its  s 
emboldening  Kleinfeld  to  buy  CTI  of  Knoxville,  Tenn. 

The  new  chief  focused  hard  on  customers  from  the  mor 
he  took  over.  He  started  by  mailing  personal  notes  to  46C 
customers,  then  set  out  to  meet  100  of  them  face-to-face  i: 
first  100  days.  He  hit  that  number  in  one  weekend  at  the  W 
Economic  Forum  in  Davos. 

"The  fact  that  I  started  out  with  customers  was  meai 
send  a  clear  signal  within  the  organization,"  he  says.  "I'm  te 
everyone  they  should  bring  a  folding  chair  with  a  brass  plai 
it  that  says  'My  Customer'  to  every  internal  meeting." 
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ne  you  experienced  the  ultimate  choice  in  business  travel.  The  G150  soars  past  the  competition  in 
everycategory  as  Gulfstream's  first  true  mid-size  aircraft,  From  the  fit  and  finish  of  the  wide 
lo  the  altitude  and  high  speed,  unattainable  by  the  others,  this  sleek  jet  can  take  you  2.70O.  / 
at,  miles*-  from  New  York  to  LA  in  5  hours  50  minutes.  Offering  safety,  product  support 
chhologically  advanced  avionics  that  exceed  the  world's  standards,  the  G150  is  destined 
ivel  heights  beyond  your  expectations.  Let  us  show  you  how.  To  learn  more 
ynor.Reavis  at  912-965 -3233.  or  visit www.gu1lfstreamGj5d.c6m.  ".^J 


if'cation  anticipated  fust  quarter  2006.  All '  hguros  jio  pmli'miiiaiy  oii^  &bj«t.io  chatige.  . 

! ,lwo'*""'  >*>go.  -Actual  range  wrll  be  affected,  by  AIC  .outing.  opurafW,  speed!  vyea\her.  outfitting  options  and  other  factor- 
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Entrepreneur  thinks  he  can  break  Nielsen's 

dominance  over  TV  ratings.  Haven't  we  seen  this  before?  By  Allison  Fass 


FRANK  MAGGIO  RELISHES  TAKING 
on  industry  giants.  In  1985  he  fig- 
ured out  the  secret  pattern  on  a 
Beatrice  Cos.  scratch-and-win 
card  and  tried  to  claim  $16  mil- 
lion in  prizes.  When  Beatrice  refused  to  pay 
him,  Maggio,  then  23,  sued  and  received  a 
nice  settlement. 

Today  Maggio,  42,  is  still  challenging 
behemoths.  The  irrepressible  new  owner 
of  ErinMedia,  a  fledgling  TV  research  firm 
in  Bradenton,  Fla.,  is  out  to  swipe  busi- 
ness from  Nielsen  Media  Research,  the 
VNU-owned  giant  that  has  dominated  TV 
ratings  since  1950. 

For  years  the  networks  have  yearned 
to  break  the  death  grip  Nielsen  holds  over 
TV  ratings,  with  some  execs  complaining 
that  it  uses  outmoded  technology  and  has 
been  slow  to  respond  to  their  concerns. 
Myriad  efforts  have  produced  corpses. 
British  firm  AGB  tried  in  the  1980s,  but 
bailed  out;  rival  Arbitron  fled  the  local 
business  in  1993.  More  recently  several 
nets  put  up  $45  million  to  launch  the 
Smart  service;  it  flopped. 

Now  comes  ErinMedia,  an  itty-bitty 
outfit  with  no  data  and  no  sales — but  high 
hopes.  "We  are  going  after  national  ratings 


dollars,"  Maggio  says.  "We  are  not  a  sci- 
ence project,  and  we're  not  a  stalking 
horse."  He  vows  to  grab  60%  of  Nielsen's 
business  in  five  years. 

Is  this  guy  crazy?  A  Florida  real  estate 
developer,  he  bought  ErinMedia  from  its 
family  owners  for  about  $8  million  last  De- 
cember. At  first  he  wanted  to  use  viewing 
data  to  launch  an  interactive  TV  channel, 
ReacTV,  that  would  give  viewers  cash  and 
prizes  for  watching  ads.  But  he  grew  ob- 
sessed with  the  ratings  biz.  He  sees  anti- 
competitive behavior  in  Nielsen's  use  of 
staggered,  long-term 
contracts  to  lock 
in  customers  and 
thwart  wholesale 
defections.  Nielsen 
denies  it. 

To  divine  the 
ratings  that  guide 
how  advertisers 
spend  $72  billion  a 
year  on  TV  spots, 
Nielsen  makes  na- 
tional projections  of 
numbers  taken  from 
a  sample  of  8,000 
homes.  They  are 


By  the  Numbers 


Number  of 
handwritten  diaries  filled  out  and 
returned  to  Nielsen  each  year. 

U.S.  households 

with  digital  cable. 

Amount  U.S. 
advertisers  spent  on  TV  commercials 
last  year,  up  8%  from  2003. 

Sources:  Nielsen;  Forrester  Research. 


equipped  with  "people  mete 
monitors  that  track  the  shovj 
viewers  watch.  To  peg  ratLnjj 
in  some  local  markets,  it  reliJ 
on  hand-scrawled  diaries,  I 
archaic  practice  in  use  bacl 
when  TV  had  only  three  | 
four  channels. 

It's  Dark  Ages  stuff,  Mail 
gio  scoffs.  Today  viewers  ca| 
have  a  hundred  channels 
more  to  watch,  making  diaril 
a  joke.  And  cable  boxes  mall 
it  possible  to  track  the  detaih 
viewing  habits  of  millions 
homes  rather  than  rely  on) 
mere  sample. 

ErinMedia's  databal 
technology  would  tap  mi 
lions  of  digital  set-top  boxl 
and  mesh  the  data  with  zl 
code  and  census  informaticl 
to  perhaps  deliver  a  mo| 
comprehensive  picture 
who  is  watching  what.  Arl 
while  Nielsen  typically  pui 
lishes  viewing  data  in  15-minute  blocll 
ErinMedia  can  offer  it  by  the  seconil 
showing  when  people  zap  away  fra| 
one  ad  but  stick  around  for  another, 
works — it's  math,"  Maggio  says.  "It's  n| 
gobbledygook.  It's  not  a  sample." 

The  upstart  has  run  tests  in  Philadil 
phia,  Honolulu  and  Aurora,  Colo,  on  call 
systems  owned  by  Comcast  and  Tirl 
Warner.  Deals  with  Comcast  and  AdelpH 
are  being  finalized,  says  ErinMedia  Pre] 
dent  Frank  Foster.  If  they  sign  up,  soul 
big-time  execs — Nielsen  clients  all — ml 
buy  in.  ESPN  researl 
chief  Arthur  Bulgil 
says  he'd  pay  for  b< 
ter  local  data.  C| 
ratings  czar  Dav 
Poltrack  says  Nieisl 
must  be  "pressure! 
to  respond  fasll 
to  huge  changes 
DVRs,  video-oj 
demand,  Interrl 
downloads — ail 
that  new  compe| 
tion  is  the  way  to 
it.  Says  he:  "Tha| 
what's  missing.' 
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ing  you  beyond  busi 
intelligence  as  you  kno 

ht; 


AS  gives  you 


hi  the  power  to  know  how  to  leverage  enterprise  data  to  maximize  value, 
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So  Long,  Suzanne  Somers ... 
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The  stigma  fading,  some  big-name  stars  are 
doing  TV  infomercials  By  Peter  Lattman 

TV  INTERVIEW  AIRING 
with  Sean  (P.  Diddy) 
Combs  on  cable  channels 
looks  like  any  other  m 
i  celebrity  chatfest — until  a 
picture  of  the  rapper-turned-fashion- 
designer's  pimply  face  appears  on  the 
screen  and  he  delivers  a  pitch  for  Pro- 
activ  Solution  acne  treatment:  "It  helps 
me  maintain  my  sexy,  you  feel  me?" 

Not  so  long  ago  infomercial 
makers  hired  has-been  celebrities  to  pitch  herbal  remedies  and 
ab-belts  to  insomniacs;  stars  still  on  top  wouldn't  dare  stoop  so 
low.  Now  Guthy-Renker,  one  of  the  nation's  largest  infomercial 
companies,  is  helping  turn  the  much-mocked  long-form  ads 
into  advertising  that's  respectable — and  lucrative  enough  to 
attract  A-list  celebs  who  still  get  asked  for  autographs. 

Combs  collected  $3  million  pitching  Proactiv,  Guthy- 
Renker's  biggest  product,  after  a  four-hour  shoot.  His  info- 
mercial has  appeared  on  some  1,400  local  TV  stations  and  a  few 
cable  networks  since  April,  running  an  average  of  more  than  ten 
times  in  each  outlet.  To  further  push  Proactiv,  the  company  this 
year  tapped  Britney  Spears  (paid  $1  million),  Grammy-winning 


R&B  chanteuse  Alicia  Keys  ($3  million),  TV  actress  Jessica  Si 
son  ($2.5  million)  and  singer  Vanessa  Williams  ($2.5  milli 
The  zit  cream  provided  roughly  half  of  the  privately  held  o| 
pany's  $1.3  billion  in  sales  last  year. 

"We  used  to  be  at  the  bottom  rung  of  credibility  in  th< 
hierarchy,  but  the  infomercial  stigma  is  gone,"  says  Greg  P.  Rerb 


A  hip  but  unlikely  shill: 
P.  Diddy  (Sean  Combs). 


3 


who  started  the  company  with  al 
William  R.  Guthy  in  1988.  Toda  U 
13  celebrity- hawked  products  inc  i 
Meaningful  Beauty,  a  skin-care  i 
sold  by  Cindy  Crawford,  and  Wii  i 
Pilates  fitness  program,  demonstr  i 
by  former  MTV  host  Daisy  Fuent 

Infomercials  spread  like  bat!  I 
soap  scum  after  the  feds  loosene«  t 
restrictions  in  1984.  Herbalife 
one  of  the  first  to  air  30-minute  fc 
Direct  marketers  spent  $1  billion  on  infomercial  time  in  2 
up  5%  in  a  year.  That  drove  sales  of  some  $50  billion  for  | 
LaLanne  Juicers,  Wristicisers,  Slim  'n  Lift  pantyhose  and  o 
stuff  viewers  hadn't  realized  they  needed. 

Even  mainstream  marketers  that  once  shunned  the  t; 
spiels — General  Motors,  Pfizer,  Procter  &  Gamble — now  I 
begun  using  them  to  reach  viewers.  That  drives  plans  for  E 
TV,  a  24-hour  cable  channel  airing  all  infomercials,  all  the  t 
it  debuts  later  this  year.  Renker  frets  that  big  brands  will  driv 
the  price  of  the  A-list  talent  he  has  managed  to  land.  An« 
should:  If  acne  treatment  helps  Combs  maintain  his  "se 
imagine  what  Pfizer's  Viagra  could  do.  You  feel  me? 


...And  Hello,  A-Listers! 


After  an  unlikely  move  into  infomercials,  what's  next  for  A-list  celebrities?  Regular  commercials.  Some  of  the  biggest 
names  in  entertainment  now  clamor  for  the  profile  (and  cash)  afforded  by  a  TV  ad— and  that's  good  news  for  markete 
Ten  years  ago  it  took  many  millions  of  dollars  to  coax  a  major  star  into  an  endorsement  deal,  but  today's  glut  of 
high-profile  spokesmen  has  resulted  in  bargains  to  be  had.  P.  Diddy  took  less  than  $1  million  to  hitch  a  ride  in  a  Pepsi 
truck  in  his  much-ballyhooed  Super  Bowl  spot.  And  when  Jessica  Simpson  asked  for  more  than  Aflac  was  willing  to  p 
to  star  in  its  new  campaign,  the  insurance  company  hired  another  newlywed,  Melania  Trump,  for  half  as  much,  says  c 
person  close  to  the  deal.  Here  is  a  look  at  some  star-studded  alliances.  —Sasha  Haines-S 


■ 
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CATHERINE 
ZETA-JONES 

NICOLE 
KIDMAN 

BRAD 
PITT 

EVA  LONGORIA 
AND  BEYONCE 

PARIS 
HILTON 

JOSS 
STONE 

T-Mobile 

Chanel 

Heineken 

L'Oreal 

Carl's  Jr. 

Gap 

$20  million 
for  four  years 
as  the  face  of  the 

wireless 
phone 
company. 

$8  million 
for  one-year  ad  run 
with  serious  Oscar 
pedigree 
(Baz  Luhrmann 
directed). 

$5  million 
for  one  ad's 
overseas  run; 
$1  million  more  for  its 
sole  U.S.  airing— in  this 
year's  Super  Bowl. 

$1  million  a  year  each; 
Desperate  Housewife 
(left)  earns  it  in 
two  years, 
the  singer  in 
five  years. 

$400,000 
for  a  single,  scintillating 
TV  spot  with  her  in  a 
sudsy  swimsuit;  it  won 
more  press  than  chain 
bargained  for. 

$250,000 
isn't  much,  but 
this  campaign  ha: 
lifted  the  young 
Brit's  visibility 
stateside. 
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SilkAir  is  the  regional  wing  of  Singapore  Airlines. 

See  more  of  Southeast  Asia.  Singapore  Airlines  offers  49  weekly  round-trip  flights  between  the  U.S.  and 
Singapore  with  convenient  connections  to  over  26  Southeast  Asian  destinations.  En  route,  enjoy  the  inflight 
service  even  other  airlines  talk  about,  www.singaporeair.com/usa 

^*^>\wx  A  great  way  to  fly 
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seat  Driver 


Jerry  Flint 


The  World's 
Best  Car  Company 

WHAT'S  THE  BEST  CAR,  THE 
one  you  want  if  you  can 
have  only  one?  Related 
questions:  What's  the  best 
car  company  in  the  world? 
The  best  auto  executive?  The  runner-up 
in  this  competition  might  be  Toyota,  with 
its  super-reliability  and  a  great  profit  machine.  BMW?  It's  the 
ultimate  driving  experience.  Honda  is  more  fun  than  Toyota. 
Nissan  is  great  because  it's  a  great  comeback  story.  Chrysler  is 
a  dark  horse.  All  five  are  very  profitable. 

But  my  answer  is  Porsche.  Are  there  any  of  you  out  there 
who  wouldn't  want  to  own  a  Porsche  or  Porsche  stock?  Over 
ten  years  Porsche's  stock  is  up  1,700%,  which  comes  to  35% 
annualized  if  you  include  dividends.  No  big  auto  company 
comes  close  to  that. 

No,  Porsche  is  not  small.  Any  company  making  a  billion  euros 
a  year  counts  for  me.  Porsche  Group's  pretax  profit  in  its  last  fis- 
cal year  (ended  July  31,  2004)  was  the  equivalent  (at  today's 
exchange  rate)  of  $1.3  billion.  That  came  to  17%  of  revenues,  the 
best  profit  margin  in  the  auto  world. 

For  the  six  months  through  Jan.  31  pretax  profit  at 
Porsche  was  $272  million,  up  7%,  on  revenue  of  $3.6  billion, 
up  3.9%.  Porsche  predicts  a  record  year  in  unit  sales  for  fis- 
cal 2005,  at  least  80,000.  Toyota  profit  in  the  latest  quarter 
was  down  17%. 

Nobody's  perfect.  Porsches  are  so  expensive  that  the  mere 
mention  of  the  brand  conjures  up  an  image  of  an  arrogant 
owner,  probably  someone  on  Wall  Street.  (Q:  What's  the  dif- 
ference between  a  porcupine  and  a  Porsche?  A:  A  porcupine 
has  the  pricks  on  the  outside.)  Porsche  ranks  32nd  on  the 
new  J.D.  Power  Initial  Quality  Study,  ahead  of  only  VW,  Land 
Rover,  Mazda  and  Suzuki  (note  that  foreign  nameplates  dom- 
inate the  bottom  of  the  list). 

But  Porsche  owners  love  their  cars,  and  love  is  deaf  to  a 
few  squeaks.  I  recall  a  review  of  the  Carrera  GT  in  AutoWeek, 
which  read:  "I  am  stunned  by  the  realization  that  it  is  merely  the 
greatest  car  ever  made.  Earlier  I  had  assumed  it  was 
the  single  greatest  item  in  the  history  of  the  known 
and  knowable  universe."  The  Carrera  price  was 


$449,000  as  tested:  "It's  the  best  bang  for  the  buck  ever  made 
just  takes  more  bucks.  Go  buy  one."  That's  love. 

Porsche  ignores  rules.  No  globalism.  This  is  a  German  coil 
pany  building  German  Porsches.  It  doesn't  pay  homage  to  ail 
one.  The  company  even  got  kicked  out  of  a  German  excharl 
index  because  it  doesn't  want  to  report  quarterly. 

The  strategy  revolves  around  the  famous  91 1  and  variati(  I 
on  the  theme:  91 1  Carrera,  91 1  Carrera  S,  91 1  Turbo  S  cou  T 
911  Turbo  S  cab.  But  when  its  customers  go  someplace  el 
Porsche  is  willing  to  take  the  risk  to  follow.  The  Cayenne  S 
made  the  point.  It  may  be  an  SUV,  but  it's  still  a  Porsche,  45(1 
for  the  Turbo  (and  $90,200  list). 

In  the  U.S.  Porsche  sells  four  91 1  models  runn 
from  list  prices  of  $69,300  to  $141,200;  two  Boxst 
from  $43,800;  three  Carreras  from  $69,300  and 


GT  at  $440,000;  and  three  Cayennes  running  from  $42,20( 
$90,200.  Coming:  the  Cayman,  which  starts  with  a  Box; 
cabriolet  and  adds  a  roof  and  power.  Another  vehicle,  ma] 
even  a  four-door  sports  sedan,  is  under  study.  Expect  howl 
indignation  from  Porsche  traditionalists,  but  believe  me,  i 
comes,  it  will  be  something  wicked. 

The  history  of  the  company  is  instructive.  Ferdina 
Porsche,  designer  of  the  VW  Beetle,  and  son  Ferry  started 
company  in  1948,  and  it  is  still  controlled  by  the  descendai 
Porsche  nearly  died  after  the  1986  boom  year,  when  54,000  w 
built.  Business  collapsed  to  14,000  in  1993  as  the  muscn 
deutsche  mark  crippled  U.S.  sales. 

In  those  desperate  days  Porsche  hired  a  string-bean  en 
neer  as  chief  executive,  38-year-old  Wendelin  Wiedeking. 
had  managed  the  paint-and-body  shop  at  Porsche  and  g 
on  to  head  a  German  auto  parts  maker.  I  think  he's  the  11 
auto  executive  in  the  world. 

Wiedeking,  now  52,  hired  Japanese  experts  and  took  tl 
advice.  He  rebuilt  the  entire  Porsche  production  system,  sla 
ing  costs  and  raising  quality.  He  got  the  unions  and  supplier 
join  in.  He  was  willing  to  take  risks  and  expand  the  line  v 
new  products,  and  he  is  still  taking  risks. 

Now  for  the  point  of  all  this:  When  Porsche  hit  bottom, 
directors  hired  someone  who  knew  something  about  build 
a  better  company,  not  just  juggling  a  balance  sheet.  He  unc 
stood  change  had  to  come  from  inside,  not  by  squeezing  dc 
the  prices  of  partsmakers.  The  key  people  are  product  er 
neers  who  want  to  build  the  best  product  in  the  world, 
just  M.B.A.s.  It's  not  easy  to  remake  an  auto  company, 
Wiedeking  did  it. 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automl 
industry  since  1958.  Visit  his  home  page  at  www.forbes.eom/fli:iti 
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from  the  all-new  Dell  Precision  380 
Workstation  featuring  the  Intel®  Pentium® 
Processor  Extreme  Edition.  Get  the  power 
to  multi-thread  several  tasks  at  once  and 

GET  MORE  OUT  OF  NOW. 


THE  NEW  DELL  PRECISION  "  380  WORKSTATION  WITH 
THE  PERFORMANCE  AND  RELIABILITY  OF  THE  INTEL* 
PENTIUM"  PROCESSOR  EXTREME  EDITION. 


be  responsible  for  errors  in  typography  or  photography. 
II  logo  and  Dell  Precision  are  trademarks  of  Dell  Inc. 
side,  the  Intel  Inside  logo,  and  Pentium  are  trademarks 
I  trademarks  of  Intel  Corporation  or  its  subsidiaries  in 
tates  and  other  countries.  Microsoft  and  Windows  are 
;red  trademarks  or  trademarks  of  Microsoft  Corporation 
States  and/or  other  countries.  ©  2005  Dell  Inc.  All  rights 


Click  www.delf.com/precision27 
Call  (ton  free)  1.866.258.DELL 


Technology 


Supercheap  and  superfast,  mesh 
networks  fuel  the  next  wireless 
revolution— and  drive  cable  and 
telco  titans  nuts  |  By  Scott  Woolley 


THE  BANTER  AT  GLENN  GOEHRING'S 
barbershop  in  Chaska,  Minn, 
(pop.  22,500)  is  still  heavy  on 
the  weather  and  the  resurgent 
pitching  of  the  Minnesota 
Twins.  But  ever  since  this  blue-collar  sub- 
urb of  Minneapolis  launched  one  of  the 
first  large  wireless  "mesh"  networks  last 
year,  customers  also  rave  about  surfing  the 
Internet  at  blazing  speeds  for  just  $16  a 
month,  less  than  half  the  cost  of  high- 
speed cable- modem  service. 

Already  2,000  of  the  town's  7,500 
homes  have  signed  up,  abandoning  dial- 
up  accounts  and  dumping  cable 
modems.  Chaska's  cut-rate  service  is  so 
popular  that  the  town  expects  to  pay 


back  in  five  years  the  $800,000  it  bor- 
rowed to  install  the  gear. 

Chaska  heralds  the  next  phase  in  the 
wireless  revolution — mesh  networks 
that  blanket  entire  towns  and  cities  with 
cheap,  high-speed  wireless  Internet 
access.  Mesh  nets  are  poised  to  recharge 
the  rollout  of  broadband  in  the  U.S., 
which  ranks  a  tepid  16th  in  the  world 
with  only  one-third  of  U.S.  homes  get- 
ting high-speed  access.  America's  poky 
pace  owes  in  part  to  the  stranglehold 
that  cable  and  telephone  giants  have  on 
the  "last  mile"  of  wire  into  U.S.  homes 
and  the  resulting  high  prices  they 
charge.  Mesh  networks  could  evade  this 
grip  by  offering  access  over  free  Wi-Fi 


airwaves  or  other  wireless  pathways 
Now  several  hundred  small  to 
and  cities  are  launching  mesh  netwc 
building  their  own,  as  Chaska  has 
handing  the  job  to  business.  What  sta 
as  a  backwater  phenomenon  is  mo 
to  the  big  city.  Minneapolis,  Philadel) 
and  Tempe,  Ariz,  have  committed  to 
ting  up  mesh  nets,  and  Boston  and 
Francisco  are  exploring  the  idea.  M 
son,  Wis.  just  signed  a  deal  with  Ame 
Online  to  build  and  run  a  mesh  netw 
While  cellular  carriers  rely  on  a 
big  antennas  or  giant  towers  to  blast 
nals  across  miles  of  terrain,  mesh 
works  use  lots  of  small,  cheap  trans 
ters  that  are  easily  mounted  o 
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WIRELESS 


ter  Broadband 


;etlight  or  telephone  pole.  Each  trans- 
fer can  only  send  signals  short  dis- 
ces,  often  just  a  few  hundred  feet,  but 
lesh  of  them  can  cooperate  to  relay  a 
ial  far  across  town,  handing  it  from 
nt  to  point  like  a  baton  in  a  relay  race, 
sh  proponents  say  that  building  out  a 
'  such  as  Los  Angeles  with  a  Chaska- 
le  network  would  require  a  capital 
>ense  of  $30  per  home  covered  versus 
>  for  a  cellular  network. 
Motorola  Chief  Executive  Edward 
ider  is  so  excited  about  the  potential 
t  he  recently  acquired  a  company 
ed  MeshNetworks  for  $170  million 
1  a  diktat  went  out  to  his  wireless  engi- 
rs:  "Mesh  everything."  Rival  Nortel 


Antennas  placed  all  around  Chaska,  Minn,  form  an 
invisible  "mesh"  delivering  e-mail  and  Web  pages  to 
the  town's  living  rooms,  porches  and  parks. 


sells  new  mesh  gear,  and  Intel  is  pushing 
to  integrate  mesh  capabilities  into  Wi-Fi 
radios.  A  bevy  of  smaller  private  compa- 
nies, such  as  Tropos  Networks  and  Mesh 
Dynamics,  also  offer  mesh  systems. 

Cheap  wireless  meshes  threaten  tele- 
com and  cable  companies  and  could 
complicate  the  plans  of  the  nation's  cellu- 
lar carriers  to  up-sell  customers  to  high- 
speed Internet  service.  Verizon  Wireless' 
service,  now  available  in  30  cities,  costs 
$80  a  month,  five  times  what  people  in 
Chaska  pay. 

Mesh  advocates  say  the  technology 
could  reach  even  further.  In  one  experi- 
ment Motorola  tested  a  mesh  network  on 
race  day  at  Atlanta  Motor  Speedway,  an 


exceptionally  harsh  environment  in 
which  to  establish  a  broadband  wireless 
network.  But  a  Motorola-and-Tropos 
mesh,  ringing  the  stadium  and  residing  in 
the  cars  themselves,  succeeded  in  estab- 
lishing high-speed  links  despite  racers 
rounding  the  track  at  200mph.  BMW, 
Volkswagen,  DaimlerChrysler  and  others 
are  collaborating  on  a  plan  to  set  up  ad 
hoc  meshes  among  cars  cruising  down 
the  highway.  If  a  car  slows  down  suddenly 
or  crashes,  cars  a  half-mile  back  would  get 
a  warning  to  slow  down. 

Mesh  technology  is  used  to  spruce  up 
Wi-Fi  networks,  but  it  can  work  with  any 
standard,  even  cellular.  It  is  being  built 
into  two  wireless  standards  that  are 
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The  timeless  rhythms  of  the  game  of  baseball 
never  change.  Neither  do  the  uncompromising 
steps  that  make  every  Macanudo  the  last  word 

in  smooth,  mellow  taste.  And  that's  how 
Macanudo  inspires  the  passion  that  makes  it 

America's  best-selling  premium  cigar. 


MACANUD 

An  American  Passicl 


THE  BEST- SELLING  PREMIUM  CIGAR  IN  AME 


Imported  from  the  Dominican  Republic  in  four  distinctive  taste  t 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUD  T 


leclwiology 


Mesh 

Notwork 


Cellular 
Network 


To  Internet 


atop  user  checks  his  e-mail.  On  a  high-speed  cellular  network,  a  tower  would 
t  a  wireless  signal  directly  to  him.  With  a  mesh  network,  his  signal  makes  a  series 
lort  hops  between  small  antennas,  taking  the  least-congested  path  through  the 
h.  Short-range  networks  limit  the  jamming  problem  of  long-range  towers,  letting 
9  people  go  unwired. 


ed  will  duplicate  the  success  of  Wi-Fi. 

first,  Zigbee,  is  a  short-range  stan- 
1  handy  for  things  like  in-home  mesh 
vorks;  the  second,  WiMax,  is  a  long- 
ance  standard  that  could  make  city- 
e  meshes  easier  to  design. 
The  most  optimistic  believers  say  that 
tetter  sharing  the  airwaves,  mesh  net- 
ks  will  yield  virtually  limidess  carry- 
capacity.  If  everyone  meshes,  the  the- 
goes,  any  new  transmitter  would  add 
icity  rather  than  reduce  it,  because  it 
Jd  replace  existing  high-power  signals 
ich  jam  neighboring  signals)  with 
■power  signals  that  travel  shorter  dis- 
:es  and  interfere  less. 
The  telcos  and  cable  firms  say  mesh's 
ly  predictions  are  overblown  and  that 
h  nets  will  be  expensive  to  maintain 

difficult  to  operate,  especially  in  big 
s.  When  Verizon  Chief  Executive  Ivan 
ienberg  was  asked  recently  by  a  San 
icisco  newspaper  about  local  plans  to 
d  a  big  mesh  network,  he  responded: 
at  could  be  one  of  the  dumbest  ideas 
ever  heard." 

The  incumbents  have  attacked  the 
pient  trend,  backing  bills  in  18  states 
would  limit  the  rollout  of  mesh  net- 
ks.  Most  target  the  rights  of  towns  like 
ska  to  build  their  own  networks,  but 
le  could  make  it  difficult  for  privately 
meshes,  as  well. 

Hie  giants  argue  city-run  networks 
B  as  Chaska's  create  unfairly  subsi- 
d  challengers.  They  point  to  towns 
i  as  Hermosa  Beach,  Calif,  which  has 


unveiled  a  mesh  network  that  residents 
can  access  at  zero  cost.  "We  went  out  as  a 
business  and  invested  quite  a  lot  of 
money  in  our  network,"  says  Verizon 
spokesman  Eric  Rabe.  "I  don't  know  any- 
place where  a  private  water  company  was 
in  business  and  the  city  went  into  direct 
competition  with  them." 

Verizon  backed  a  Pennsylvania  state 
law  to  limit  mesh  efforts  after  Philadel- 
phia set  plans  to  deploy  a  mesh  network. 
A  similar  proposal  was  defeated  in  Texas 
in  May.  Meanwhile  a  huge  battle  in  Wash- 
ington is  shaping  up  that  could  render  the 
state  efforts  moot.  Senators  lohn  McCain 
(R-Ariz.)  and  Frank  Lautenberg  (D-N.J.) 
propose  an  update  to  the  Telecommuni- 
cations Act  of  1996  that  grants  cities  the 
right  to  operate  their  own  broadband 
networks,  including  meshes. 

Mesh  proponents  admit  government- 
sponsored  networks  could  be  unfair  if 
taxpayers  end  up  footing  a  big  part  of  the 
bill  but  argue  mesh  networks  are  so  cheap 
to  build  and  run  that  they  don't  need 
subsidies.  Ronald  Sege,  president  of  Tro- 
pos  Networks,  which  built  Chaska's  gear, 
says  the  real  goal  of  the  antimesh  legisla- 
tion is  to  thwart  the  installation  of 
Chaska-style  networks.  He  points  to  a 
Colorado  law  that  limits  cities  from  let- 
ting businesses  use  a  city's  rights-of-way 
to  build  a  mesh  network. 

"Tell  me  how  that  serves  the  public 
interest,"  Sege  demands.  "Tell  me  how 
that  does  anything  other  than  reduce 
competition  for  the  incumbents."  F 


Never  Follow  audiusa.com/A3 


Audi 


More  than  what's  new, 
it's  what's  next. 


Three  up-and-coming  filmmakers 
have  traveled  the  country  in  the 
all-new  Audi  A3,  documenting  their 
interpretation  of  what  it  means 
to  be  "a  step  ahead."  To  see  their 
vision,  go  to  audiusa.com/A3. 
Log  on  between  July  5th  and 
August  5th  to  participate  in  the 
"People's  Choice  Voting"  to  choose 
your  favorite  film. 


A3  1 


Step  Ahead  with  Audi  A3 

Personal  Journeys  with  AFI  FEST  Filmmakers 


"Audi."  "Never  follow,"  *A3"  and  the  four  rmgi  emblem 
are  registered  trademarks  of  AUDI  AG  O20O5  Audi  o(  America,  in 
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Translation  Trek 

SPEECH  RECOGNITION  HAS  BEEN  TREATING  ME  KINDLY 
lately.  First  Dragon  NaturallySpeaking  8  ably  turned 
my  vocal  utterances  into  text  on  my  computer  screen 
(see  FORBES,  Feb.  28).  Then  VoiceSignal's  VoiceMode 
did  the  same  trick  on  a  little  cell  phone  (Apr.  25). 
So  1  had  high  hopes  for  speech-to-speech  translation,  formerly 
the  province  of  fictional  devices  like  Star  Trek's  Universal  Transla- 
tor. The  idea:  You  speak  English,  and  a  voice  inside  the  device 
squawks  the  phrase  in  another  language.  Or  so  promises  Ectaco,  the 
New  York  maker  of  the  $400  SpeechGuard  TL-4  Multilingual 
Speech-to-Speech  Translator. 

The  company  says  the  device  is  based  on  a  similar  model  created 
for  the  U.S.  Army;  it's  certainly  the  only  mobile  consumer 
electronics  product  I've  ever  seen  that  comes  with  a  strap  on  the 
back  to  help  you  hold  it.  Far  too  big  to  fit  into  a  shirt  pocket,  the 
clunky  1 1  -ounce  package  feels  enormous  by  the  standards  of  today's 
mobile  consumer  electronics,  and  the  monochrome  touch  screen 
and  feeble  backlight  seem  recycled  from  ancient  PalmPilots. 

"Travel  with  confidence!"  says  the  box,  which  also  boasts 
"Instant  Translation"  of  "4,000  phrases."  Well,  sort  of:  Turns  out 
the  number  refers  to  the  total  number  of  phrases  that  the  unit  can 
say  across  seven  different  languages — German,  Chinese,  French, 


Hope:  You  speak 
English,  and 
a  device  squawks 
your  phrase  in 
another  language. 
Reality:  Star 
Trek's  Universal 
Translator  this 
is  not. 


Japanese,  Italian,  Russian  and  Spanish.  The  English  phrase  lis 
just  shy  of  600,  half  as  many  as  a  Berlitz  one-language  phrase  be 
that  costs  $9,  weighs  4.5  ounces,  occupies  one-third  the  spa 
requires  no  batteries  and  includes  a  2,000-word  dictionary. 

The  tiny  Collins  Gem  French-English  dictionary  I  use  claii 
over  50,000  references  in  about  half  the  Ectaco's  volume.  It  a 
works  in  both  directions,  which  SpeechGuard  emphatically  d' 

not.  Say  you  have  the  unit  sp> 
the  phrase  "It  seems  my  bagg 
has  been  lost"  in  a  language  j 
don't  know.  When  the  listc 
responds  incomprehensil 
what  next?  You  could  pr 
"hints"  and  have  SpeechGu 
utter,  "Please  write  it  down 
me."  Better  idea:  Hand  ovi 
two-way  dictionary  in  wh 
your  respondent  can  point  to 
local  term  for  "tough." 

Mr.  Spock  would  raise 
eyebrows  at  SpeechGua^ 
inability  to  let  you  simply 
"Good  evening"  and  insta 
hear  "Bonsoir."  To  have  a  chance  of  getting  your  utterance  rea 
nized,  you  first  have  to  navigate  to  one  of  nine  categories  sucl 
transport  or  sightseeing.  Next  you  press  the  unit's  "recognize 
ton,  wait  at  least  a  second  for  the  "Silence!"  prompt  to  chang 
"Speak  Up!",  say  your  piece  and  release  the  button. 

Then  comes  the  fun  part.  When  I  tried  "Where  are  the  b 
rooms?"  in  the  restaurant  category,  the  unit  spoke  what  it  claiit 
was  the  French  translation  for  "With  butter,  please."  (It  was  a< 
ally  French  for  "Do  you  have  butter,  please?"  but  never  mind, 
find  a  bathroom,  you  need  to  navigate  elsewhere.  But  even  afi 
got  that  right,  SpeechGuard  once  blurted  out  my  bathroom  inqi 
as  "Where  can  I  get  a  ticket?" 

Don't  even  think  about  saying  "toilet."  It's  not  in  there.  Ur 
you  find  the  right  section  and  say  the  exact  phrase  stored  in 
device  (which  often  fails),  results  are  almost  always  more  hilari< 
than  useful.  You're  better  off  scrolling  through  the  phrase  list,  p . 
ing  what  you  want  and  pressing  the  "say"  button.  Failing  that, 
can  use  a  poorly  implemented  search  function  that  lets  you 
letters  on  an  onscreen  keyboard. 

So  even  when  it  works  within  the  device's  narrow  goals,  \ 
recognition  here  is  as  silly  as  the  startup  message's  recommer 
tion  to  "avoid  noisy  places  and  situations  while  using  the  dev 
And  so  is  a  unit  that  lacks  any  way  to  translate  numbers  and  lej 
and  includes  the  phrase  "Do  you  have  a  smoking  section?' 
not  "Do  you  have  a  nonsmoking  section?"  Perhaps  that's 
Ectaco's  Web  site  popped  up  a  window  asking  me  to  "Bid 
Own  Price"  for  the  SpeechGuard. 

This  thing  might  liven  up  a  party,  but  it  isn't  likely  to  help 
much  on  a  trip.  Captain  Kirk  and  his  23rd-century  crew  may 
Universal  Translators.  Twenty-first-century  humans  still  don 


J^OrtjCS  j  Stephen  Manes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo.  which 
i  appears  weekly  on  public  television.  Visit  his  home  page  at  www.forbes.com/man 
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Please  turn  the  page  for  our  special  Maverick: 


imagination 


ie  if  we  suddenly  discovered  a  new  resource.  An  inexhaustible  resource.  A  readily  available  ^ 
i:e.  One  that  could  help  solve  the  problems  of  an  energy-hungry  world.  At  GE,  we  think  we've 
vred  just  that.  If  s  imagination.  But  maybe  if  s  more  appropriate  to  call  it  ecomagination. 
i  utting  ideas  into  action  by  creating  some  very  forward-looking  technology  that  does  the  job  w 
ceater  fuel  efficiency,  lower  emissions,  and  reduced  noise.  At  the  same  time,  we  provide  services  36 

re 

i  upgrade  our  customers'  existing  technologies  for  better  environmental  performance.  Maybe, 

r- 

)  we  can  help  make  the  water  a  little  clearer,  the  trees  a  little  happier,  the  sky  a  little  bluer,  and  m 
/dd  a  little  closer  to  the  way  it  was  made.  Just  imagine  it. 
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's  Lok  Technology,  which  sells  wire- 
network  boxes  (see  FORBES,  Nov.  1, 

.  "We  would  not  run  anything  else." 

penBSD  is  painfully  difficult  to  use, 

e  Raadt  says  he  will  leave  that  prob- 
to  someone  else.  "We  spend  more  time 
laking  our  stuff  good,"  he  says,  ever 
ologetic,  "than  on  making  it  palatable 

masses."  F 
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imagination  at  work 
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(ith  fire-sale  prices  and  insanely  low  costs,  Steve  &  Barry's  University 
portswear  is  the  fastest-growing  retailer  you  never  heard  of  |  By  Peter  La 


G! 


STEVE  &  BARRY'S  UNIVERSITY 
Sportsweai,  an  apparel  chain, 
recently  ran  out  of  chairs  at  its 
Port  Washington,  N.Y.  head- 
quarters. Herman  Miller  would 
ve  gotten  $529  for  each  of  300.  So  pro- 
ietors  Steven  Shore  and  Barry  Prevor 
ught  Chinese-made  chairs  at  $24,  for 


a  savings  of  $150,000. 

This  retailing  duo  has  turned  cheap- 
skating  into  a  sport.  It  allows  them  to  sell 
hundreds  of  good-quality  items — T  shirts, 
varsity  jackets,  button-down  shirts,  sweat- 
pants, jeans,  work  boots,  sneakers,  back- 
packs, down  jackets  and  tank  tops  among 
them — for  just  under  $10.  After  doubling 


store  count  to  65  in  2004,  the  conj 
adding  another  70  this  year,  avi 
60,000  square  feet.  Revenues  have  o 
in  each  of  the  past  two  years  ano 
and  Prevor  say,  will  do  so  again  i 
when  their  chain  should  earn  an  es 
$50  million  pretax  on  $700  million 
Shore,  42,  insists  there  is  no  sea 


sit 
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csc  guys  arc  the  first  retailers  to  wear 
down":  Steven  Shore  and  Barry  Prevor. 


ept  low  costs.  The  advertising  budget  is 
than  1%  of  revenue.  Squeezing  a  few 
inies  out  of  an  import  duty  is  a  big  deal, 
is  getting  an  oversize  build-out  allow- 
e  from  a  mall  owner. 
Prevor,  also  42,  who  calls  himself  a  "tar- 
ngineer,"  has  mastered  the  patchwork 
nternational  agreements  that  make  up 
.  apparel  trade  law.  Example:  Goods 
le  in  duty-free  from  industrial  parks  de- 
ed to  encourage  Jordan-Israel  relations, 
vided  that  at  least  35%  of  a  product's 


value  comes  from  the  protected  zone.  So, 
for  a  $5  (wholesale)  pair  of  shorts,  $1.75  of 
its  value  must  come  from  the  sewing,  cut- 
ting and  indigenous  components  from  Jor- 
dan and  Israel;  the  rest  of  the  garment — 
fabric,  buttons,  zipper — can  be  shipped  in 
from  elsewhere.  Had  those  $5  shorts  been 
made  in  China  instead  of  Jordan,  they 
would  have  cost  $6.40.  In  2004  Steve  & 
Barry's  sold  500,000  Jordanian  shorts. 

A  similar  tariff  holiday  applies  to  cloth- 
ing from  Swaziland,  Lesotho,  Malawi  and 
Madagascar.  Jeans  manufactured  in  any  of 
those  countries  with  textiles  shipped  in  from 
India  cost  Steve  &  Barry's  $5  a  pair.  The 
company  plans  to  sell  5  million  jeans  this 
year.  If  made  in  India  for  the  same  price,  the 
16%  duty  would  have  come  to  $4  million. 

It  helps  that  the  tariff  schedules  are  in- 
sanely complicated.  A  man's  nylon  jacket 
coming  from  China  typically  carries  a  duty 
of  28%,  but  Prevor  orders  a  design  that  has 
the  fabric  equipped  with  water-resistant 
coating,  reclassifying  the  garment  as  rain- 
wear and  dropping  the  duty  to  as  little  as 
4%.  That's  worth  a  few  million  dollars. 
Women's  cotton  khakis  have  a  17%  duty; 
if  they're  synthetic,  29%. 
But  Steve  &  Barry's  khakis 
are  more  than  50%  ramie 
(a  strong,  stain-resistant 
natural  fiber),  dropping  the 
duty  to  3%.  For  5  million 
pairs  of  pants,  that  means 
a  savings  of  $3.5  million. 

Much  less  arcane  is  the 
company's  haggling  for 
deals  on  mall  space.  As 
large  chains  have  re- 
trenched (Lord  &  Taylor, 
Saks),  disappeared  (Ames, 
Montgomery  Ward)  or 
combined  to  save  them- 
selves (Kmart-Sears,  Feder- 
ated-May), mall  operators 
have  become  desperate  to 
find  anchor  tenants  that 
help  pull  in  shoppers  to 
smaller  retailers,  which 
make  up  the  bulk  of  a 
mall's  rental  income.  A 
mall  near  Wheeling,  W.  Va. 
where  a  Steve  &  Barry' s  re- 
cently opened  has  seen  its 


Bv  the  Numbers 


Shrinkage 

Steve  &  Barry's  is  expanding 
into  an  apparel  market  that  is 
contracting. 


The  percentage 
of  shoppers  who  spend 
nothing  during  a  mall  visit 


Total  U.S.  retail  sales  of 
apparel  in  2004, 
down  1%  from  2000. 

The  number  of 
stores  that  closed  last 
year,  up  23%  from  2003. 

The  average 
annual  decline  in  retail 
apparel  prices  since  1999. 

Sources:  U.S.  Department  oi  Commerce; 
Retail  Forward;  ICSC;  NPD  Group. 


highest  traffic  in  25  years.  "They're  the  best 
merchants  I've  ever  seen,"  says  Anthony  Ca- 
faro  Jr.,  vice  president  of  Cafaro  Co.,  the 
mall  owner.  He  hastens  to  add  that  when  it 
comes  to  negotiating,  "These  guys  are  the 
first  retailers  to  wear  me  down." 

Other  landlords  love  the  fact  that  Steve 
&  Ban  y's  isn't  choosy  about  the  size  of  the 
space  it  rents,  as  long  as  it  is  somewhere 
between  25,000  and  150,000  square  feet. 
In  return  the  company  can  insist  on  cer- 
tain inducements.  In  one  deal  the  chain 
received  $35  per  square  foot  toward  im- 
provements. Collecting  a  rent  of  $5  a  foot, 
the  landlord  won't  earn  a  penny  on  the 
seven-year  lease. 

This  enterprise  started  out  at  a  Long 
Island  flea  market,  where  Shore  and  Pre- 
vor spent  summers  as  teenagers  hawking 
$2  T  shirts.  After  college  (Shore  went  to 
Tulane,  Prevor  to  the  University  of  Penn- 
sylvania) they  opened  a  Philadelphia  store 
in  1985,  selling  discount  Penn  apparel  and 
underpricing  the  campus  bookstore.  They 
operated  as  a  chain  of  nine  college-town 
stores  until  1998,  when  executives  at  Taub- 
man  Centers,  many  of  them  Michigan  and 
Michigan  State  alums,  saw 
the  brisk  business  Steve  & 
Barry's  did  on  those  cam- 
puses and  offered  them 
space  in  their  Auburn 
Hills,  Mich.  mall. 

Today  college  apparel 
is  less  than  a  third  of  sales, 
but  it  still  drives  Steve  & 
Barry's  image.  At  the  grand 
opening  in  March  of  the 
Marion,  Ohio  store,  man- 
nequins wore  Ohio  State 
sweatshirts,  and  dozens  of 
other  school  logos  adorned 
merchandise.  Even  the 
decor  evoked  the  jock-on- 
campus  life:  hardwood 
floors,  TVs  fixed  on  ESPN 
and  employees  in  bright 
yellow  "Staff  T  shirts. 
"Hot  brands  turn  hot,  then 
turn  cold,"  says  Prevor, 
touring  the  Marion  store. 
"In  this  part  of  the  coun- 
try Ohio  State  never  goes 
out  of  style."  F 
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Ian  Ayres  &  Barry  Nalebuff 


Promises 
To  Keep 

mm  J  IS  POSSIBLE  TO  HOLD  BUSINESSES  TO  HIGH  STANDARDS 
1  without  expanding  the  role  of  government  regulators.  Private 
■  enforcement  can  police  conduct,  too.  If  you  want  to  be  sure 
I  that  your  electrical  appliance  won't  catch  fire,  look  for  the  Un- 
I  derwriters  Laboratories  seal.  If  you  want  to  know  if  your  food 
is  kosher,  you  can  look  for  the  Orthodox  Union's  OU  symbol. 

There  is  no  reason  we  can't  expand  this 
idea  to  deal  with  the  matter  of  employment 
1b  ■  discrimination.  Consider:  Some  50  large 
I  m  companies — among  them,  Coors,  General 
Mills  and  Verizon — have  endorsed  legisla- 
tion to  prohibit  employment  discrimina 
tion  on  the  basis  of  sexual  orientation. 
(Congress  has  not  acted,  but  16  states  and 
the  District  of  Columbia  have  their  own  leg- 
islation banning  discrimination  against 
gays.)  Still  more  blue  chips — four  in  five — 
have  such  nondiscrimination  policies  in 
place.  With  a  nondiscrimination  mark,  these  employers  could 
make  such  policies  into  enforceable  promises. 

Law  professors  (and  husband  and  wife)  Ian  Ayres  and  Jen- 
nifer Brown  have  created  a  contract  that  copies  word-for-word 
the  language  of  the  proposed  federal 
law  banning  employment  discrimina- 
1™  ^     tion  on  the  basis  of  sexual  orientation. 

L  L      I     It's  a  way  for  corporations  to  privately 
m     contract  for  federal  civil  rights  legisla- 
tion before  the  legislation  passes. 

In  return  for  promising  not  to  dis- 
criminate and  for  giving  their  employ- 
ees and  job  applicants  a  right  to  sue  for  breaches  of  this  promise, 
a  business  gains  the  right  to  use  what  Ayres  and  Brown  call  the 
Fair  Employment  Mark — something  like  the  Good  Housekeep- 
ing Seal  for  equal  employment  rights. 

With  a  few  mouse  dicks  at  fairemploymentmark.org  and  with- 
out paying  a  licensing  fee,  any  business  can  turn  its  nondis- 
crimination policy  into  a  legally  enforceable  promise.  The 
mark  on  the  produci  provides  the  marketing  value,  while 
the  legal  contract  gives  teel  h  to  the  promise. 


© 


I 


GoodHoui\ 

>(4  Promis\ 

f*f*T  OR  REFVMOI 


Why  would  any  employer  take  on  this  potential  legal  lia 
ity?  Committing  to  equality  is  good  business.  Eighty-eight  ] 
cent  of  the  public  opposes  employment 
discrimination  against  gay  and  lesbian 
workers;  using  the  mark  is  a  way  to 
appeal  to  those  customers.  Licensing  the 
Fair  Employment  Mark  could  also  be  a 
recruiting  tool. 

Against  these  benefits,  there  are  the  costs  of  allowing  pri 
suits.  But  these  costs  are  lower  than  you  might  think.  The  ( 
ernment  Accountability  Office  studied  1 1  states  and  the  Distric 
Columbia  that  had  already  prohibited  employment  discrimi 
tion.  Ayres  and  Brown  calculate  that  in  the  average  year  only  17 
of  1  million  employees  brought  claims  of  sexual  orientation 
crimination.  Even  if  an  average  claim  costs  $100,000,  this  wc 
represent  an  extra  cost  per  employee  of  only  $  1 .70  per  year.  1 
is  for  firms  that  had  this  policy  imposed  on  them.  We  would  ex] 
that  employers  who  voluntarily  sign  up  will  be  much  less  likel 
discriminate  and  thus  less  likely  to  face  liability. 

Most  important,  promising  not  to  discriminate  is  the  ri 
thing  to  do.  Licensing  the  mark  doesn't  mean  that  an  emplc 
can't  defend  lawsuits.  It  just  means  that  the  business  can't  tell  I 
court,  "We  have  a  right  to  discriminate  against  gay  and  lesb  || 
employees  if  we  feel  like  it." 

Many  businesses  say  they  oppose  this  kind  of  discrimi 
tion.  They  adopt  policies  and  endorse  legislation.  Few  empl 
ers,  given  the  chance,  would  opt  out  of  race  discrimination  la 
So  now  they  have  an  opportunity  to  opt  in  with  regard  to  se* 
orientation  nondiscrimination. 

The  type  of  certification  proposed  is  different  from  Unc 
writers  Laboratories'  or  the  Orthodox  Union's.  The  OU  sym 
says  the  product  is  kosher.  The  FE  Mark  does  not  certify  the  cc 
pany  does  not  discriminate.  Rather,  it  certifies  only  that  the  cc 
pany  has  legally  promised  not  to  discriminate.  Ayres  and  Brc 
promise  to  play  an  entirely  passive  role.  They  will  get  involved  c 
if  a  company  uses  the  mark  without  having  signed  the  contrac 

Other  certification  marks  (such  as  the  Underwriters  Lai 
ratories  seal)  require  the  owners  of  the  marks  to  police  til 
licensees.  This  one  doesn't.  It  lets  employees  and  job  applica 
do  the  enforcing. 

Regardless  of  whether  you  support  the  Fair  Employmi 
Mark,  the  idea  of  private  legal  promises  has  broad  applicability, 
example,  before  Congress  passes  a  law,  there  is  often  doubt  a: 
how  the  courts  will  interpret  that  law.  By  having  some  compai 
agree  to  the  contract  beforehand,  a  legal  precedent  can  be  est 
lished  even  before  the  law  is  passed.  This  idea  of  a  private  test 
ground  can  greatly  reduce  the  unintended  consequences  of  legi: 
tion.  If  courts  interpret  the  contract  more  broadly  than  Congi 
intended,  then  Congress  can  revise  the  terms  before  the  law  is  e 
passed.  Companies  do  test  markets  all  the  time.  Here's  a  chance 
Congress  (with  help  from  companies)  to  do  the  same. 


Forbes 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School 
Yale  School  of  Management.  Ayres  most  recently  coauthc 
Straightforward:  How  to  Mobilize  Heterosexual  Support  for  Gay  fl/fi 
Princeton  University  Press. 
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340  horsepower,  5.7-liter  HEM  I®  V8  engine  >  390  Ib-ft  of  torque  >  All-speed  traction  control  >  Electronic 
Stability  Program  >  Five-speed  AutoStick®  transmission  >  Visit  us  at  or  call 


★  ★  *  *  * 

FIVE-STAR 


HIGHEST  GOVERNMENT 
SIDE  CRASH  TEST  RATING 


BUCKLE  UP 


CONSTANTLY  TRADING  STOCK 

DOESN'T  MAKE  MUCH  SENSE  EITHE 


(ionships,  can  be  much  more  rewarding  w  hen 
you  commit  \  the  long  term.  Which  is  why  Edward  Jones 

advises  clients  b  h  investment  strategies  that  have  proven 

themselves  over  time.  he  Edward  Jones  office  nearest  you, 

call  1-800 -ED-JON: !>  \. edwardjones.com.  Member  SIPC. 


Edwardjone 

MAKING  SENSE  OF  INVESTIf 
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INTERNATIONAL  INVESTING 

China  Fever 


Mainland  stocks  are  hot,  but  many  are  suspect  |  By  Robyn  Meredith 


YOU  KNOW  THE  CHINA 
story:  the  double-digit 
economic  growth,  the 
exploding  exports,  the 
tantalizingly  low  labor 
costs,  the  scramble  of 
Western  companies  to 
open  operations  there.  But  one  of  the 
hottest  Chinese  plays  right  now,  just 


when  some  worry  about  a  China  bubble, 
is  China  stocks. 

Mainland  companies  are  husding  to 
go  public,  with  52  initial  offerings  last 
year  on  Hong  Kong,  Singapore  and  U.S. 
exchanges  and  21  thus  far  this  year,  says 
Goldman  Sachs.  Americans  have  bought 
25%  to  45%  of  recent  Chinese  IPOs.  "The 
market  is  so  big  and  the  growth  story  so 
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Min^i  sting  

enticing  that  many  investors  will  buy," 
says  Neil  Torpey,  a  partner  in  the  Hong 
Kong  office  of  Paul,  Hastings,  Janofsky  & 
Walker,  which  has  helped  take  many  Chi- 
nese firms  public. 

That's  living  dangerously.  The  sober- 
ing truth  is  that  most  mainland  Chinese 
companies  are  no  good.  Investors  would 
be  wise  to  avoid  stock  in  all  but  a  few  of 
mainland  China's  businesses. 

Too  many  of  these  outfits  are  the  stuff 
of  scandal — of  fabricated  shareholder 
meetings,  vast  thefts  by  officers  who  van- 
ish, routine  insider  dealings  and  byzan- 
tine  ownership  structures.  Worse,  in  a  bit 
of  Comrade  Capitalism,  the  Beijing  gov- 
ernment can  interfere  in  listed  compa- 
nies' strategies,  courts  often  don't  enforce 
contracts,  and  regulatory  changes  can 
roar  in  as  unexpectedly  as  a  typhoon. 

Luckily  for  them,  foreigners  are  barred 
from  buying  shares  on  China's  two  stock 
exchanges,  Shanghai  and  Shenzhen.  Both 
markets  trade  at  eight-year  lows  after 


falling  about  1 5%  last  year  and  1 2%  so  far 
in  2005.  A  vast  overhang  of  state-owned 
shares  has  investors  worried  the  govern- 
ment will  flood  the  market  with  shares  for 
sale,  further  deflating  prices. 

But  even  China  stocks  listed  in 
Western-influenced  Hong  Kong  and  in 
New  York  can  be  roiled  by  events  on 
China's  mainland.  Some  of  these  Hong 


Kong  and  New  York  listings  are  suspect, 
too.  Mobile  phone  content  provider 
KongZhong,  which  went  public  on  Nas- 
daq last  July  at  $10.25,  fell  by  half  after  its 
main  customer,  China  Mobile,  temporar- 
ily barred  it  from  pitching  new  business 
after  it  sent  customers  porn. 

Some  of  the  biggest  China  IPOs  due  this 
year  are  in  the  shaky  sector  of  banking.  Aca- 
demics and  economists  outside  China  say 


25%  of  all  Chinese  bank  loans  are  badl 
bailout  would  cost  China  a  punishing  1  I 
of  its  gross  domestic  product,  or  $280  II 
lion,  UBS  says.  No  wonder  these  institutic 
want  fresh  equity  capital. 

China  Minsheng  Banking  plans 
raise  $1  billion  in  Hong  Kong  this  su 
mer.  Never  mind  that  last  year  it  admit' 
faking  a  document  showing  that  sha 


holders  approved  a  name  change  and  tl 
in  April  it  discovered  a  $36  million  lo 
fraud  at  a  branch. 

The  Bank  of  China,  notorious  for  r« 
ular  discoveries  that  insiders  have  run 
with  tens  of  millions  of  U.S.  dollars 
bank  money,  plans  to  go  public  on  t 
Chinese  and  Hong  Kong  exchanges  la; 
this  year  or  next  to  raise  $3.5  billic 
China  Construction  Bank,  whose  cha 
man  was  fired  in  March  during  a  corru 
tion  probe,  also  seeks  to  raise  $3.5  billic 

In  China  even  the  seemingly  good  c 
turn  dubious.  BYD,  a  Shenzhen  maker 
high-end  rechargeable  batteries  for  C 
phones,  has  big  customers  such  as  No! 
and  Motorola.  Amid  strong  earnings,  t 
company's  stock  soared  when  it  we 
public  in  Hong  Kong  in  July  2002.  Thl 
BYD  announced  it  would  buy  a  77%  sta 
in  a  state-owned  Chinese  automaker 
plan  not  mentioned  in  the  prospectus  ju 
six  months  before.  BYD  fell  28%  th 
week,  recovering  only  lately. 

The  accompanying  table  lists  fii 
solid  Chinese  companies  that  trade  in  t 
U.S.  Four  sport  low  price/earnings  mull 
pies.  After  state-owned  PetroChina  (Pi 
9)  went  public  on  the  New  York  Sto< 
Exchange  in  2000,  the  listing  prompt< 
reform  and  restructuring  at  the  compar 
artd  its  stock  price  since  then  has  quadr1 
pled;  the  S&P  500  is  still  off  by  20%  in  tl 
same  period.  Warren  Buffett's  Berkshi 
Hathaway  owns  1.3%  of  PetroChina. 

Hong  Kong  investment  adviser  Ma 
Faber  says  China  stocks  are  sufferir 
growing  pains:  "It  is  like  human  rights: 
China.  You  should  compare  it  to  the  tin 
of  Martin  Luther  King."  Honest  capita 
ism,  like  racial  justice,  will  take  a  while.  | 


The  Good  Guys  

This  group  of  Chinese  stocks,  which  trade  in  the  U.S.,  are  on  the  up-and-up. 
They  should  do  well  as  China  grows  in  the  years  ahead. 


PRICE 

MARKET 

52-WEEK 

TTM 

CAP 

U  S.  TRADED  COMPANIES/BUSINESS 

RECENT 

HIGH 

P/E 

($BIL) 

CNOOC/energy 

$54.95 

$58.95 

11 

$22.6 

PETROCHINA/energy 

64.73 

65.70 

9 

113.8 

SHANDA/technology  services 

37.23 

45.40 

28 

2.6 

SINOPEC/energy 

35.55 

45.84 

6 

3.1 

YANZHOU  COAL/mining 

62.88 

79.50 

9 

3.8 

Sources:  Goldman  Sachs;  Morgan  Stanley;  Worldscope  via  FactSet  Research  Systems. 
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Too  many  are  the  stuff  of  scandal,  with 
thefts  by  officers  and  insider  dealings. 


yer 


m  ■""  w  poweredbycisco. 

finevear 


3rapes  that  talk  to  soil. 
Barrels  that  chat  with  vintners. 
With  a  Cisco  wireless  solution,  a  family-owned  vineyard  can  check  on 

everything  from  soil  and  leaf  moisture  to  tasting  rooms  and  online  orders. 
Without  the  wires.  Turning  natural  events  into  raw  data  into 
memorable  vintages  into  robust  fiscal  years. 
For  solutions  built  for  small  business,  visit 
cisco.com/poweredby. 
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STOCK  FOCUS 


New  Issues, 
Fresh  Hopes 

The  2C05  IPO  market,  uninspiring  thus  far,  nevertheless 
has  a  few  potential  winners  waiting  for  their  debuts. 
By  Andy  Stone,  Shlomo  Reifman  and  Scott  DeCarlo 


GOOGLE  GALVANIZED  INVESTORS 
when  it  went  public  last  August,  and 
it  has  tripled  in  price  since  then. 
Among  today's  fledgling  public  stocks, 
which  ones  might  be  the  great  perform- 
ers of  tomorrow? 

Eight  especially  promising  initial  public 
offerings  are  on  deck,  expected  to  go  pub- 
lic this  summer  and  yet  to  be  priced.  This 
octet  (see  table)  combines  good  business 
sense  and  firm  financials,  an  analysis  by 
FORBES  and  IPO  researchers  Renaissance 
Capital  of  Greenwich,  Conn,  shows. 

Ruth's  Chris  Steak  House  is  the 
world's  largest  high-end  steakhouse 
chain,  with  80  locations.  Founded  four 
decades  ago,  the  chain  has  ample  room 
for    expansion,    Renaissance  says. 
Prospects  also  look  good  for  Volcom,  a 
sportswearmaker  that  caters  to  the  surf- 
and  skateboard  set.  Fueling  that  opti- 
mism is  a  41%  surge  in  stock  of  Zumiez,  a 
mall  retailer  that  sells  Volcom  togs  and 
went  public  in  May. 


\ 


Coach  turned  $10,000  into  $146,500. 

Another  prospect:  CBOT  Holdings, 
more  familiarly  known  as  the  Chicago 
Board  of  Trade.  The  exchange,  trafficking 
in  commodities  and  financial  futures,  has 
been  around  since  1848.  Two  similar 
organizations  that  went  public  this  year 


The  IPO  A  List 


While  the  average  initial  offering  is  up  just  3%  this  year,  some  sterling  prospects  are  coming 
to  market  soon.  Think  turbines,  steak  and  golf.  There's  only  one  tech  firm  in  this  roster. 

COMPANY/BUSINESS 

OFFERING 
(SMIL) 

SALES1 
(SMIL) 

NET  INCOME1 
(SMIL) 

ACTIVANT  SOLUTIONS/sof  tware 

$200 

$226 

$17  - 

CBOT  HOLDINGS/futures  exchange 

150 

380 

42 

CF  INDUSTRIES  HOLDINGS/fertilizers 

700 

1,650 

68 

DRESSER-RAND  GROUP/turbines 

400 

915 

49 

DSW/shoe  stores 

259 

961 

35 

GOLF  GALAXY/golf  STores 

46 

133 

8 

RUTH'S  CHRIS  STEAK  HOUSE/restaurants 

235 

192 

2 

VOLCOM/sports  apparel 

86 

113 

25 

'Latest  fiscal  year.  Sources:  Renaissance  Capital's  IPOhome.com:  IPO  registration  documents. 

and  have  done  well,  rising  53%  and  32%J 
respectively,  are  the  options-trading! 
International  Securities  Exchange  and  the 
derivatives  brokerage  GFI  Group. 

Yet  companies  going  public  this  yea 
were  up  a  paltry  3%  through  May,  thanks 
to  this  spring's  limping  stock  market.  Boise 
Cascade,  which  had  hoped  to  raise  $400 
million,  yanked  its  IPO  in  mid-May  amid 
slack  demand.  The  wood  products  conn 
pany  had  wanted  $24  to  $26  a  share  anc( 
balked  when  it  would  have  had  to  settle  fori 
$17  to  $19. 

Technology  firms  are  noticeably  absent 
from  coming  offerings,  since  old  tech  spec- 
ulators remain  gun-shy  and  are  investing 
in  real  estate  instead.  One  exception:  the 
pending  IPO  of  Activant  Solutions,  which 
makes  business  management  software, 

Renaissance  believes  offerings  will 
pick  up  in  2005  and  come  close  to  the  1 70 
IPOs  completed  in  2004,  the  best  yeai 
since  2000  (340  offerings),  the  last  act  o 
the  great  bull  market.  The  best-perform 
ing  issue  in  recent  years  is  decidedl) 
low-tech;  it  doesn't  make  semiconduc 
tors,  develop  software  or  hold  onlint 
auctions.  A  $10,000  investment 
Coach — maker  of  luxury  handbags 
leather  goods  and  fashion  accessories- 
its  October  2000  IPO  now  is  wortlj 
$146,500.  Google,  around  only  since  las 
year,  doesn't  even  make  our  top-ten  list  o 
the  76 1  public  offerings  since  2000. 

Only  two  of  the  top  ten  new  issue 
since  2000  are  tech.  Both  Quantun 
Effect  Devices  and  Hotels.com  were  late 
bought  out,  and  at  prices  wel 
above  their  offering  quotes 
472%  and  463%  respectively. 

IPO  investors  fared  best  in  th 
depressed  year  of  2002,  whicl 
reinforces  the  notion  that  in  har 
times  underwriters  bring  only  th 
best  companies  to  market.  Just  6 
companies  had  offerings  in  2002,  bi 
the  group  showed  an  average  gain  c 
76%  from  their  IPO  prices  to  the  en 
of  May  2005.  The  S&P  500  was  u 
4.4%  in  the  same  period.  The  be: 
new  issue  in  2002:  the  Chicago  Mei 
cantile  Exchange,  up  508%. 

For  more  information  on  IPO 
go  to  www.forbes.com/extra.  I 
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ALLOCATION    OF  TIME 


It's  not  that  money  isn't  important.  Of  course  it  is.  Which  is  why  experts  should  help  you  manage  it.  And  the 
personal  attention  you'll  receive  at  Northern  Trust  makes  us  an  excellent  choice.  A  dedicated  team  of  specialists 
will  get  to  know  you,  and  your  goals.  All  of  our  resources— our  teams  of  advisors,  our  technology-are  focused 
on  protecting  and  growing  client  assets.  Because  it's  your  life,  and  your  money.  We  think  you  should  make 
the  most  of  both.  If  you'd  like  to  know  more,  call  William  Morrison  at  800-468-2352  or  visit  northerntrust.com. 

Northern  Trust 

Private  Banking    |    Asset  Management    |    Financial  Planning 
Trust  Services    |    Estate  Planning  Services    |    Business  Banking 


THE  MOST  AWARDED  NEW  CAR  EVER. 


THE  NE       3HRYSLER300C  >  2005  North  American  Car  of  the  Year  * 

>  AutoWeek  F  Choice  Award  >  Money  Magazine  Car  of  the  Year  >  For  a  complete 

BUCKIE  UP 


MOB/LE  Magazine  Automobiie  of  the  Year  >  2005  Car  and  Driver  lOBest  "Full-Size  Sedan" 
s,  visit  CHRYSLER.COM/300,  or  call  1.800.CHRYSLER  ►  Chrysler  300  starting  at  $24,200r 


'300C  as  shown,  535,245.  MSRPs  exclude  iax.  'Based  on  U.S  automotive  awards  won  within  the  initial  year  of  model  introduction 

For  more  information  about  Chrysler  Financial,  ask  youi  local  dealer. 
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HE  SLEEK  BORGATA  CASINO  IN 
Atlantic  City  wants  its  young  play- 
ers and  partyers  to  come  back.  To 
spur  them,  Borgata  mails  every 
first-timer  in  its  reward  program  a 
rich-crimson-colored  brochure 
within  three  days  of  his  or  her  visit, 
offering  generous  freebies  for  a  sec- 
ond stay.  Borgata's  computers 
select  from  among  150  images  to 
customize  each  glossy  mailing 
based  on  what  food  the  guests 
ordered,  whether  they  got  a  mud- 
pack  facial  and  how  they  bet.  Spa 
lovers  see  soothing,  softly  lit  images  of  bath  salts;  avid  shoppers 
get  pictures  of  a  plush  leather  purse  and  chic  driving  moccasins. 

When  Borgata  first  sent  out  the  mailing  two  years  ago,  20% 
of  recipients  accepted  the  offers  and  returned  to  the  hotel- 
casino.  That  is  an  astounding  take-up  rate — the  typical  direct- 
mail  campaign  is  lucky  to  get  0.2%  of  recipients  to  make  a  pur- 
chase or  accept  an  offer.  It  is  a  victory  for  Borgata.  It  is  also  one 
for  Xerox,  headquartered  in  Stamford,  Conn.,  which  sold  the 
mammoth  digital  color  printer  that  churned  out  the  mailings. 

Color  persuades  in  a  way  that  words  cannot:  Yellow  conveys 
optimism,  red  makes  people  hungry,  and  green  embodies 
health.  (The  language  of  color  shifts  with  geography.  Black 
means  rebirth  in  Egypt,  death  in  the  West.)  Studies  conducted 
in  the  1990s  found  that  the  addition  of  color  to  a  document 
increases  readers'  attention  by  up  to  82%  over  black-and-white. 
Add  personalized  text  or  pictures,  as  Borgata  did,  and  a  market- 
ing effort's  repeat  orders  go  up  by  half,  the  average  order  size 
goes  up  by  one-fourth,  and  revenue  goes  up  by  one-third. 

"Customers  know  it's  more  valuable,"  says  Ursula  Burns, 
number  two  to  Xerox  Chief  Executive  Anne  Mulcahy. 

Yet  color,  already  a  staple  in  cinema,  television,  photography, 
publishing  and  cell  phones,  is  surprisingly  absent  on  the  printed 
page  inside  offices.  Xerox  calculates  that  96%  of  the  18  trillion 
pages  printed  worldwide  are  black-and-white.  Burns'  goal  is  to 


bring  color's  share  of  printed  pages  to  10%  within 
three  years.  Xerox's  reputation  as  a  rebounding  tech 
titan  depends  on  it. 

Xerox  makes  five  times  as  much  revenue  (up  to  15 
cents  a  page)  and  profit  from  a  page  of  color  as  from  a 
black-and-white  one,  since  color  means  more  ink, 
pricier  machines  and  lucrative  consulting  services. 
One-fourth  of  Xerox's  revenue  now  comes  from  color, 
up  from  15%  in  2000.  Color  is  a  growth  business,  while 
the  black-and-white  copying  business  is  in  unstoppable 
decline.  Xerox  made  $859  million  in  net  income  last 
year  on  $16  billion  in  sales,  down  from  $19.5  billion  in 
sales  in  1998. 

Mulcahy,  52,  the  Xerox  lifer  who  took  over  the 
reeling  company  in  200 1 ,  overhauled  it  to  avert  a  bank- 
ruptcy filing  and  restored  its  profits  and  respect  the  fol- 
lowing year.  She  is  pouring  money  into  color  research, 
sales  and  consulting.  "It  is  a  certainty  that  the  world  will 
convert  to  color,"  she  says.  "The  question  is  the  pace." 

Xerox  now  has  250  consultants  whose  main  job  is 
to  sell  companies  on  color.  (Mulcahy's  older  brother, 
Xerox  consulting  chief  Thomas  Dolan,  oversees  this 
group;  he  joined  the  company  in  1970,  six  years  before 
she  did.)  Financial  services  is  an  especially  ripe  sector. 
Xerox  advisers  have  redesigned 
brochures  and  forms  for  the  British 
insurance  firm  Scottish  Widows. 
They  have  colorized  benefits-plan 
reports  from  401  (k)  administrator 
Principal  Financial  Group  and 
moved  department  store  chain  Dillard's  to  digital  color 
printers,  cutting  the  cost  of  in-store  signs  by  82%.  They 
also  are  adding  color  to  mailings  from  Prudential 
Financial,  Prudential  Life  and  Direct  Marketing 
Express,  which  works  with  Walt  Disney  World  and  the 
Miami  Heat.  Elsewhere  the  color  commandos  work 
with  Dutch  bank  ING  to  add  its  trademark  orange  to 
Canadian  customers'  statements  and  brighten  up  mail 


Mulcahy  restored 
Xerox's  respect 
and  profits.  But  it 
must  fight  HP 
and  Japan  for 
every  sale. 


Anne  Mulcahy  has  Xerox  back  in  black  ink.  Now  she's  trying  to 
move  it  into  reds,  yellows  and  blues  |  By  Chana  R.  Schoenberger  ; 

Technicoloi 
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from  MetLife  and  Genworth. 

New  ideas  constantiy  spin  out  of  the  color 
lab  in  Rochester,  N.Y.  Researchers  can  now 
print  several  layers  of  color  on  a  piece  of  paper 
to  add  texture  and  security  features.  One 
prototype  use:  a  scalper-proof  ticket  with  a 
shimmering,  hologram-like  "gloss  mark," 
which  can  be  laid  down  instandy,  showing  the 
legitimate  buyer's  photo. 

Xerox's  heavy  artillery  in  the  color  war  is 
its  commercial-strength  iGen3  digital  color 
printer,  a  half-ton  beast  that  spews  1 10  pages 
per  minute  (see  box,  p.  92).  Digital  printers 
like  the  iGen  are  rapidly  replacing  traditional 
offset  jobs,  with  Xerox  leading  the  way.  In 
two  years  it  has  racked  up  $250  million  in 
sales  of  a  product  that  hadn't  existed  before. 
It  has  sold  500  iGen  machines,  each  one 
starting  at  $500,000.  The  iGen  is  a  major 
reason  why  sales  of  toner  and  services  for 
digital  office  and  production  machines 
grew  by  3%  for  the  first  quarter.  Xerox  now 
I     has  72%  of  the  commercial  digital  produc- 
«     tion  market;  HP  and  Kodak  split  the  rest. 

Digital  technology  has  transformed  the 
economics  of  commercial  printing.  It  used 
to  be  so  costly  to  do  color  on  a  digital 
printer  that  when  a  customer  needed,  say,  ; 
5,000  color  brochures,  it  was  cheaper  to  | 
use  an  offset  press — even  if  doing  so 
meant  printing  10,000  and  throwing  out 
the  excess  supply.  The  iGen  brought  costs  ; 
of  digital  way  down  so  that  it's  now 
cheaper  to  print  just  the  5,000. 

Xerox's  rivals  are  just  as  drawn  to 
such  a  payoff.  "We're  only  in  the  first-  i 
25th  percentile  of  the  market,"  says 
William  McGlynn,  vice  president  of 
Hewlett-Packard's  digital  printing 
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Xerox 


Color  believer:  Ursula  Burns  runs  80%  of  Xerox 


business.  Two  years  ago  HP's  consultants 
persuaded  the  Subway  sandwich  chain 
to  switch  its  European  menus  and  signs 
from  offset  to  HP's  Indigo  printers. 

John  Lacagnina  has  three  Xerox 
iGens  and  plans  to  buy  four  more  in  the 
next  12  months.  His  company,  Color- 
Centric,  situated  near  Xerox's  Rochester 
offices,  handles  customers  like  Lulu.com, 
which  charges  $20  for  one  color  copy  of 
a  1 00-page  photo  album. 

Xerox  runs  an  online  nerve  center 
from  Rochester  where  50  engineers 
monitor  all  500  iGens  across  the  globe. 
They  call  customers  to  let  them  know 
that  a  machine  is  about  to  sputter  and  when  to  expect  the 
repairman.  In  the  future  Xerox  plans  to  build  in  tiny  cameras  for 
diagnostics  and  to  use  algorithms  to  predict  breakdowns  auto- 
matically. And  iGens  may  also  come  with  hght-emitting  diodes 
and  sensors  that  could  tell,  in  less  than  a  minute,  whether  colors 
are  printing  correctly,  down  to  the  tiniest  variations. 

The  success  of  the  iGen  and  smaller  siblings  could  reverse  a 
three-year  decline  in  Xerox's  highly  profitable  business  of  sell- 
ing toner  and  repairs,  says  Jay  Vleeschhower,  a  Merrill  Lynch 
analyst.  But  a  price  war  with  Minolta  in  smaller  production 
printers  will  blunt  these  gains.  Revenue  in  Xerox's  so-called  dig- 
ital production  business — one  of  three  divisions  that  make  up 
the  company — should  rise  2%  this  year  to  $4.7  billion,  but  oper- 
ating profit  may  decline  7%  to  $480  million,  forecasts  Caroline 


Gutenberg  Would  Kill  for  This 

Xerox's  iGen3  digital  printer,  introduced  in  2003,  is  the  world's  fastest  and  biggest 
digital  color  printer.  The  half-ton  beast  whips  out  110  full-color  pages  per  minute. 
It  takes  eight  days  to  make  one  at  Xerox's  factory  in  Webster,  N.Y.,  where  a  steel 
frame  is  united  with  5  miles  of  wiring,  100  motors,  27  power  supplies.  Customers 
then  accessorize  their  iGens  with  page-feeders,  cutters,  binders  and  sorters.  Each 
one  prints  30,000  test  pages  before  being  wrapped  and  shipped,  in  its  own  cargo 
container,  to  commercial  print  shops.  Cost:  $500,000.  Xerox  has  sold  500  so  far. 


Sabbagha  of  Lehman  Brothers. 

Mulcahy  faces  a  tougher  slog  in 
biggest  of  the  three  units  (sales  of  $ 
billion),  the  office  business,  where  Xei 
battles  Canon,  HP,  Konica,  Minol 
Ricoh,  Lexmark  and  new  entrant  D 
Xerox  ranks  second  to  HP  in  color  la 
printers  and  slipped  a  notch  to  fourth 
office  color  copiers  last  year  after  Kon 
and  Minolta  merged,  according  to 
Gartner  research  firm.  Mulcahy  I 
launched  a  slew  of  lower-margin  ofl 
machines  in  recent  years,  hoping  to  n 
profits  in  toner  and  services  sales. 
Office  managers  are  still  wary 
color  as  an  expensive  privilege.  So  Mulcahy's  salesmen  are 
explaining  that  a  single,  networked  high-capacity  color  prir 
can  save  them  money,  repair  costs  and  hassle  by  handling  cc 
and  mono,  replacing  all  the  printers  in  surrounding  offices  z 
cubicles.  The  machines  can  be  password-protected  so  that  o 
authorized  designers  can  add  a  dash  of  color. 

Xerox's  engineers  have  cut  the  cost  of  printing  color 
offices,  taking  it  from  up  to  50  cents  a  page  eight  years  ago  tc 
most  15  cents  today.  Mulcahy  has  devoted  550  scientists  a 
75%  of  her  $750  million  research  budget  to  finding  bre; 
throughs  in  color,  including  efforts  to  make  color  machi: 
lighter  and  smaller  by  using  less  material  and  fewer  mov 
parts.  Toner,  once  made  only  in  peanut-brittle-like  slabs  t 
were  crushed  into  powder,  is  now  cultivated  as  petroleum-ba 
^^^^^^^^^^^^  crystals  that  go  on  more  smootl 
allowing  the  machines  to  print  t 
and  a  half  times  as  many  color  pa 
per  pound  of  toner.  "Our  manufact 
ing  technologies  are  now  at  the  mc 
cular  and  atomic  levels,"  says  sen 
fellow  Peter  Crean,  manager  of 
Xerox  color  studio,  where  scient 
work  on  new  color  ideas. 

Color  must  become  a  staple 
business  communication  for  t 
comeback  to  work.  Xerox's  Burns  s 
it  will.  "Even  if  my  generation  and 
one  before  me  are  used  to  making 
shift  from  color  to  black-and-whi 
she  figures,  "the  generations  after 
are  not." 
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ROLLOVER  IRA 


The  New  T.  Rowe  Price 
FlexChoice  Rollover 

Lets  you  choose  how  to  make  the  most 
of  your  old  401(k). 


Broad  selection  of  funds  — We  have  a  wide  range  of  over  60  no-load T.  Rowe  Price  funds  to  choose 
from  for  your  FlexChoice  Rollover  IRA.  You  can  also  choose  from  over  1,000  other  funds  from  leading 
fund  families.* 

Low  cost  — T.  Rowe  Price  offers  100%  no-load  funds  with  no  sales  charges  or  commissions.  And 
our  expenses  are  low— almost  all  our  funds  for  individual  investors  have  lower  expenses  than 
their  Lipper  averages.** 

Proven  performance  —  For  each  1-,  5-,  and  10-year  period  ended  3/31/05,  over  70%  of  our  funds  beat 
their  Lipper  average.***  All T.  Rowe  Price  funds  are  managed  in-house  by  one  of  the  most  experienced 
and  respected  groups  of  fund  managers  in  the  industry.  Results  will  vary  for  other  periods.  All  funds  are 
subject  to  market  risk.  Past  performance  cannot  guarantee  future  results. 

Rollover  Specialists  to  help  —  Our  Rollover  Specialists  are  here  to  answer  any  questions  you  may  have 
about  rolling  over  withT.  Rowe  Price.  If  you  want,  they  can  help  you  select  the  right  funds  for  your 
FlexChoice  Rollover  IRA  based  on  your  long-term  goals  and  tolerance  for  risk.  They  can  even  help  take 
care  of  the  paperwork  and  open  your  IRA  right  over  the  phone.  So  call  one  of  our  Rollover  Specialists 
today—  it's  easy  to  get  started. 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 


TROWEPRICE.COM/ROLLOVER 


1-800-541-7853 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


*Non-T.  Rowe  Price  mutual  funds  available  through  I.  Rowe  Price  Brokerage,  a  division  of  T.  Rowe  Price  Investment  Services,  Inc.  Member  NASD/SIPC.  **1I4  ol  116  lunds  (excluding 
institutional  and  bank  institutional  funds  as  defined  by  Lipper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end  data  available  as 
of  3/31/05.  (Source  for  data:  Lipper  Inc.)  *  *  *  Based  on  cumulative  total  return,  110  of  132, 64  of  87,  and  44  of  61  T.  Rowe  Price  lunds  (including  all  share  classes  and  excluding  lunds  used 
in  insurance  products)  outperformed  their  Lipper  average  for  the  I-,  5-,  and  10-year  periods  ended  3/31/05,  respectively.  Not  all  lunds  outperlormed  lor  all  periods.  (Source  for  data:  Lipper 
Inc.)  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARFC07 1 754 


Reuters 


REUTERS  WAS  ON  THE  ROPES 
four  years  ago,  losing  sales  of 
desktop  data  terminals  to  arch- 
rival Bloomberg  and  striking 
some  customers  as  cocky  and 
complacent.  It  had  high  hopes,  though,  for 
a  Bloomberg-killer — the  new  Reuters  3000 
Xtra,  the  culmination  of  more  than  a 
decade  of  research. 

But  when  Reuters  salesmen  showed 
the  system  to  a  key  customer,  HSBC  bond- 
trading  honcho  Michael  Powell  in  Hong 
Kong,  he  had  a  rude  surprise  for  them. 
"They  were  so  arrogant  they  assumed  if 
they  could  make  something  as  good  as 
Bloomberg,  people  would  jump  at  it  just 
because  it  was  Reuters,"  says  Powell,  now 
head  of  European  markets  for  HSBC.  He 
offered  his  traders  a  choice  of  the  new 
Reuters  box  or  Bloomberg. 

Everyone  stuck  with  Bloomberg. 
A  lot  of  banks  have  had  doubts  about 
their  Reuters  service  in  recent  years. 
Disconnections  have  outpaced  new 
sign-ups  for  three  years.  Revenue  has 
fallen  three  years  in  a  row — it  now  is  at 
$5.3  billion  a  year,  down  26%  from 
2001 — and  fell  yet  again  in  the  first  quar- 
ter of  this  year.  Reuters'  market  share  for 
real-time  data  terminals  is  down  six 
points  since  2001,  to  37%,  as  Bloomberg's 
share  has  risen  ten  points  to  44%. 

Reuters'  chief,  Thomas  Glocer,  needs  a 
revival  plan,  and  he  promises  to  lay  one  out 
later  this  month.  An  American  takeover 
lawyer  who  joined  Reuters  in  1993  and 


Reviving  Reuters 

After  years  of  turmoil  the  venerable  giant  may  be  on  the  mend.  "We  have  lost  out 
complacency  and  our  arrogance,"  Chief  Thomas  Glocer  says  |  By  Deborah  Orr 


took  over  as  trouble  set  in  in  2001,  he  is  the 
first  non-Brit  and  the  first  nonjournalist  to 
run  the  154-year-old  company.  Soon  after, 
he  was  depicted  in  the  British  press  as  a 
buzzword-spouting  American  in  imminent 
danger  of  getting  fired.  The  Financial  Tunes 
cited  Glocer's  "propaganda  . .  delivered  in 
the  sort  of  American  jargon  that  grates  on 
a  European  ear." 


He  has  survived  since  then  by  cutting 
$425  million  in  annual  costs,  firing  1,000 
people  and  selling  off  $2  billion  in  assets, 
including  $1  billion  from  the  sale  of  a 
62%  stake  in  the  Instinet  electronic- 
trading  platform  in  April.  Reuters'  shares 
fell  88%  to  a  low  of  $1.72  two  years  after 
Glocer  took  the  helm  but  have  since 
recovered  to  $7.25.  The  company  plans 


to  hand  a  big  chunk  of  the  Instinet  ca: 
directly  to  its  shareholders. 

Now  Glocer  is  focusing  on  mo 
sweeping  fixes.  Based  in  London  b 
spending  100  days  a  year  on  the  road,  1 
spends  much  of  his  time  now  cozying  i 
to  big  U.S.  customers  and  asking  wh 
they  need.  Reuters  has  been  known  to  d 
prices  to  keep  customers  happy;  it  did 
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ps  Electronics  North  America  Corporation. 


gs  start  uncomplicated.  Why  change  them? 

mplicated  enough.  Technology  shouldn't  add  to  the  problem.  So  Philips  is 
sd  to  making  technology  that  makes  sense.  Technology  that's  as  simple  as  the 
mes  in.  Technology  that's  easy  to  use.  Technology  designed  around  the  way 
ind  work.  In  other  words,  technology  that's  pure  simplicity 

hi  our  journey  at  www.philips.com/simplicity 


PHILIPS 


sense  and  simplicity 


Reuters  

to  win  a  new  contract  at  HSBC.  It  also  lets 
clients  save  money  by  picking  and  choos- 
ing the  level  of  service  they  want  rather 
than  having  to  buy  a  musclebound,  one- 
size-fits-all  package.  "We  have  lost  our 
complacency  and  our  arrogance,"  Glo- 
cer  says. 

When  he  unwraps  his  new  strategy  in  a 
few  weeks,  he  vows  to  avoid  "happy 
trappy"  talk  and  "lay  out  in  a  coherent 
manner  what  we  need  to  invest  and  what 
our  transformational  opportunities  are." 

Reuters  will  try  to  sell  more  screens  to 
newer  markets — money  managers,  hedge 
funds  and  sophisticated  do-it-yourself 
investors.  It  is  betting  more  heavily  on  the 
U.S.  Glocer's  predecessors  never  quite  fig- 
ured out  the  U.S.  market,  and  it  didn't 
matter — they  had  Europe  and  Asia. 
Reuters  has  24%  of  the  U.S.  market  for 
real-time  data,  helped  along  by  acquisi- 
tion. Bloomberg  has  a  53%  share,  says 
Inside  Market  Data  Reference. 

Americans  now  dominate  Reuters' 
senior  ranks,  and  Glocer  spends  more  time 
with  clients  in  the  U.S.  than  anywhere  else. 
In  his  New  York  office  hangs  the  shovel  he 
used  to  break  ground  for  the  Reuters  build- 
ing at  Times  Square,  which  went  up  in 
1999.  The  building  boasts  a  flashing  digital 


screen  22  stories  high,  beckoning  to  thou- 
sands of  passersby  every  day.  "We  wanted 
to  let  people  know  Reuters  was  here,"  says 
Glocer,  even  if  many  mispronounce  it  as 
"ROOT-ers"  (it  should  be  "ROY-ters"). 

In  preparing  his  new  strategy,  Glocer 
has  offered  a  few  hints  about  fat  pipes  and 
fast  feeds.  Rather  than  simply  compete 
with  Bloomberg  to  offer  traders  the  fanci- 
est screen,  Reuters  hopes  to  delve  deeper 
into  the  tech  plumbing  at  banks,  broker- 
ages and  trading  floors.  It  has  launched  a 
daring  new  strategy  to  bypass  its  own  sys- 
tem, giving  clients  direct  access  to  the  mar- 
kets' raw  data  feeds  and  offering  to  man- 
age the  pipelines  for  them.  This  would 
position  Reuters  to  sell  them  a  panoply  of 
products,  from  risk-management  to  new 
trading  platforms. 

Many  big  banks,  brokerage  firms  and 
hedge  funds  already  pipe  in  direct  raw  data 
to  shave  a  few  milliseconds  off  their  trades, 
a  reduction  that  is  invisible  to  the  eye.  But 
even  that  tiny  time  span  can  determine 
whether  a  computerized  trade  turns  a  loss 
or  a  profit.  This  year  computers  have  initi- 
ated more  than  half  the  trades  on  the  New 
York  Stock  Exchange,  up  from  18%  five 
years  ago.  Yet  if  all  big  players  use  raw  feeds, 
who  would  need  Reuters,  which  gets  paid 


to  aggregate  raw  exchange  data?  It  is 
threat  worse  than  Bloomberg — yet  Gloc 
hopes  to  turn  it  into  a  new  business. 

His  pitch:  "If  it  comes  through 
Reuters  pipe,  Reuters  will  worry  about  t 
maintenance."  And  if  the  direct  feed  brea 
down,  Reuters  will  back  it  up.  Reuters  h 
launched  a  system  that  shaves  hundreds 
milliseconds  off  its  own  best  time  to  mo 
data  from  an  exchange  into  a  client's  tra 
ing  system.  The  system,  Reuters  Data  Pe 
Direct,  picks  up  the  prices  from  a  soui 
and  pipes  them  direcdy  to  a  client's  bla 
box.  In  May  Reuters  hooked  up  hall 
dozen  clients  to  Nasdaq  and  the  Big  Boai 

Susquehanna  International  Group 
Nasdaq  marketmaker  near  Philadelphia 
using  the  new  feeds.  Reuters  manages  pr 
ing  and  trading  data  generated  insi 
Susquehanna,  feeding  600  new  Reutt 
terminals  around  Susquehanna's  tradi 
floors  in  New  York,  Dublin  and  Sydn 
The  system  does  100,000  updates  a  secot 

Will  these  direct-data  feeds  ma 
money?  "We  gave  the  plumbing  away  : 
free,"  concedes  Phillip  Lynch,  who  ru 
Reuters'  Americas  unit.  But  once  Reuter: 
part  of  the  plumbing,  it  w  ill  be  that  mu 
harder  for  clients  to  remove  it — no  m 
ter  how  great  a  Bloomberg  is. 


Screen  Versus  Screen  

Although  Thomson  Financial  is  significant  at  the  cheaper  end  of  the  market,  the  trading-data  battle  has  come  down  to  the  big  two.  Th< 
rivalry  extends  beyond  the  sales  call,  but  in  that  area  Bloomberg  has  been  gaining  share  at  Reuters'  expense. 


Reuters 

Bloomberg 

328,000 

TERMINALS 

201,000 

$5.3  billion 

REVENUES 

$3.1  billion 

37% 

MARKET  SHARE  FOR  REAL-TIME  DATA 

44% 

$545  a  month 

AVERAGE  REVENUE  PER  USER 

$1,425  a  month 

Used  to  come  in  and  count  desks  on  the  trading 
floor  to  make  sure  no  one  was  sharing  a  terminal. 

CUSTOMER  COMPLAINTS 

Now  requires  users  to  show 
their  fingerprints  to  log  on. 

Filed  a  lawsuit  in  2003  accusing  Bloomberg 
of  infringing  patents  on  its  currency 
dealing  system. 

LEGAL  VOLLEYS 

Insisted  that  Reuters  was  stealing  "proprietary 
information"  and  had  gained  "improper  access" 
to  its  systems.  A  grand  jury  threw  out  the  case 
because  the  information  in  question  is 
available  at  public  Bloomberg  terminals. 

Tom  Glocer:  Bloomberg  terminals  are  "dumb 
viewer  applications.  All  the  action  goes  on 
centt  ally  at  Bloomberg." 

FAVORITE  "DIS" 

Michael  Bloomberg:  "Another  Bloomberg-killer. 
Spare  me." 

Became  first  organization  fo  outsource 
journalism  to  Bangalore. 

INFAMOUS  MOVES 

Used  Reuters  reports  off  the  wire  from  Iraq, 
crediting  rival  but  posting  them  on  the 

Bloomberg  wire  "as  if  they  were  there,  getting 

  shot  at." 

Sources:  Reulers;  Bloomberg;  In       iirket  Data  Reference:  Bloomberg  by  Bloomberg:  Editor  &  Publisher;  Breaking  News:  How  the  Wheels  Came  Off  at  Reuters. 
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*  cardiac  arrest,  you  need  help  within 
lutes.  The  ambulance  usually  takes  9. 

leartStart  Home  Defibrillator.  For  the  best  chance  of  survival,  a  shock 
delivered  within  five  minutes.  But  most  sudden  cardiac  arrests  happen 
A/here  help  often  doesn't  arrive  in  time.  So  Philips  designed  a  defibrillator 
>me  that  can  be  used  by  people  just  like  you.  Now  you  can  help  save  a 
ut  the  time  it  takes  to  read  this  ad.  It  just  makes  sense.  Call  1-866-333-4246 
information  on  the  HeartStart  Home  Defibrillator. 


PHILIPS 

sense  simplicity 


>n  our  journey  at  www.philips.com/simplicity 


nsights  Peter  Huber 


Fountain 
Of  Youth 


WITHIN  A  DECADE  A  MOTHER  IN  THE  EARLY  STAGES 
of  pregnancy  will  routinely  direct  her  obstetri- 
cian to  extract  and  stash  away  some  embryonic 
cells  for  the  future  benefit  of  her  unborn  child. 
When  the  child  gets  to  be  40  and  has  early 
Parkinson's  or  some  other  degenerative  disease,  another  doctor 
will  pluck  those  cells  out  of  the  freezer  and  cultivate  a  perfect 
cure.  And  if  instead  the  child  is  fated  to  suffer  nothing  but  the 
degenerative  disease  of  old  age,  why  then,  he  or  she  will  have  the 
option  of  curing  that  affliction,  too.  Restarting  the  biochemical 
clock  for  the  body  as  a  whole  when  you're  80  will  be  as  straight- 
forward as  restarting  it  for  any  one  specific  tissue  or  organ  when 
you're  40. 

In  biochemical  terms — the  only  terms  that  matter — some 
parts  of  our  bodies  age  very  slowly.  Others  are  old  even  before 
they  leave  the  womb. 

A  fertilized  egg  begins  to  divide  every  12  to  24  hours  even 
before  implanting  itself  in  the  wall  of  the  uterus.  In  nine 
months  this  process  transforms  that  first  cell  into  the  trillion- 
cell  structure  we  call  a  baby.  Some  of  the  cells — cells  that  form 
connective  tissues  and  skin,  for  example — continue  to  divide 
quite  robustly  throughout  most  of  a  person's  life.  Others — 
most  nerve  cells,  for  example — stop  replicating  even  before  the 
child  is  born. 

In  the  1 960s  biologists  discovered  that  certain  "stem  cells"  in 
our  adult  bodies  retain  an  almost  embryo-like  power  to  spawn 
other  cells.  Stem  cells  in  bone  marrow  continue  to  breed  blood 
cells.  Skin  stem  cells  breed  skin.  The  ur-stem  cell  is  the  zygote 
formed  at  conception.  It  breeds  all  the  other  stem  cells. 

Many  dreadful  diseases  seem  to  be  caused  by  premature  fail- 
ure of  the  stem  cells  themselves,  or  of  the  biochemical  clocks 
that  control  cell  replication.  Cancer  is  a  form  of  ill-timed  youth: 
malignant  cells  dividing  when  they  shouldn't  to  form  embryo- 
like tumors  that  devour  and  starve  the  rest  of  the  body.  Parkin- 
son's disease,  multiple  sclerosis  and  other  degenerative  illnesses 
are  apparendy  caus ei       premature  cellular  senescence  of  one 


regenerate.  Spinal  cord  injuries  leave  people  permanently! 
wheelchairs  because  nerve  cells  apparently  lose  their  po\l 
to  replicate,  and  thus  to  regenerate  damaged  nerve  tissl 
before  we  leave  the  womb.  It  isn't  clear  whether  stem  c< 
capable  of  breeding  new  nerves  and  key  organs  survivc| 
any  functional  form  even  in  the  bodies  of  young  adults.  1 
it's  certainly  clear  that  eventually  tissue-regenerati 
capabilities  disappear  throughout  our  bodies.  Not  too  kl 
after  that  we  die. 

This  is  why  today's  stem  cell  research  is  so  focused  on 
clusters  of  cells  formed  at  the  very  threshold  of  life.  That  is 
place  you  find  cells  that  are  capable  of  breeding  all  other  a| 
Indeed,  these  ultrayoung  cells  are  so  extraordinarily  versal 
that  they — and  they  alone — are  capable  of  breeding  somethl 
even  younger  than  life.  At  some  point  during  gestation  ab 
half  of  all  embryos  create  two  ovaries,  each  containing  its  o| 

full  complement  of  unferl 
ized  eggs,  that  will  somei 
allow  a  grown  woman  to  p| 
her  part  in  launching 
whole  process  again. 

Now,  back  to  the  futunl 
you  are  40  years  old  and  in  cl 
perate  need  of  cells  so  wonc| 
fully  new  that  they  can  gi 
you  new  nerves,  or  a  new  h»| 
or  pancreas,  the  cells  most  I 
fectly  suited  for  that  purpl 
are  your  own  cells,  just  as  tl 
were  40  years  and  nine  morl 
ago  in  your  mother's  womll 
no  one  at  that  time  thoughl 
set  some  of  your  own  em! 
onic  cells  aside  in  a  freezer, 
will  try  recreating  them  h«i 
ever  you  can,  perhaps  by  p 
ing  your  own  genes  in  an  o\l 
supplied  by  someone  else, 
might  turn  to  a  close  rela| 
for  help.  But  you  will  certa 
want  to  stay  very  close  to  home,  genetically  speaking,  bea 
your  adult  body's  immune  system  shuns  all  proteins  but  its  o 
The  one  stem  cell  perfectly  designed  to  cure  the  degenera 
disease  of  an  adult  resides  in  an  embryo  containing  the  adi 
own  genes. 

Medieval  sages  and  wizards  knew  that  anyone  who  dr 
from  the  waters  of  the  Fountain  of  Youth  would  remain  for* 
young.  Countless  schemes  were  hatched,  many  involving 
blood  of  children,  to  extract  the  essence  of  youth  from 
young  and  transfer  it  to  the  old.  Now  we  know  that  they  \ 
basically  right:  The  biochemical  waters  of  perfect  youth 
found  only  in  the  perfectly  young. 


If  you  are  40 
and  in  desperate 
need  of  cells 
that  can  grow 
you  new  nerves, 
or  a  new  heart 
or  pancreas,  the 
ones  most 
perfectly  suited 
for  that  purpose 
would  be  your 
own  stem  cells, 
plucked  from  a 
freezer. 


kind  or  another. 

t},,x.  „,  l  .  rV»«k«/,  I  Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  The  Bottomless 

But  sooner  or  late;  -issues  JrOrDCS 

and  organs  lose  then 


:ity  to 


The  Twilight  of  Fuel,  The  Virtue  of  Waste,  and  Why  We  Will  Never  Run  Out  of  Erf, 
(Basic  Books,  January  2005).  Visit  his  home  page  at  www.forbes.com/huber. 
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Without  Ambilight. 


never  go  back  to  ordinary  TV. 


lat  TV  with  Ambilight.  There's  no  sense  in  going  back  in  time,  so  you'll 
vt  to  turn  off  the  world's  first  and  only  Ambilight  feature.  It's  unlike  anything 
^erienced  before.  The  Ambilight  effect  will  fill  your  room  and  your  eyes 
:olor  on  your  TV  screen.  The  Flat  TV  with  Ambilight  from  Philips  -  the  next 
5  evolution  of  television. 
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Prevent 


MAJOR  INTERNET  THREATS  - 


Proventia  ESP  (  nterprise  Security  Platform)  from  ISS  stops  Internet  threats  before  they  impact  your  business.  With  intrus 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  helps  enat 
regulatory  compl       and  business  continuity.  Only  ISS  keeps  you  ahead  of  the  threat  with  preemptive  protection  for  y 

entire  enterprise.  Download  a  free  white  paper  at  www.iss.net/ESP/forbes,  or  call  1-800-776-2362. 


NETWORK  &  HOST  ON  PREVENTION      I      VULNERABILITY  MANAGEMENT     I       MANAGED  SECURITY  SERVIC 


ity  Systems  incorporated.  All  rights  reserved. 


Q  Internet  |  Security  |  Systems 

Ahead  of  the  Threat. 
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SOME  STARS  GET  A  BRIEF  GLIMPSE  OF  THE  SPOTLIGHT,  BUT  A  CAI 


GEORGE  LUCAS 

Director/Producer 
$290  million 


OPRAH  WINFREY 


Talk  show  host 
$225  million 
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LARS  RULES  THE  TOP  OF  THE  SEVENTH  ANNUAL  CELEBRITY  100  LIST. 


IN  THE  WIRED  WORLD,  WHERE  EVERYONE 
has  access  to  a  camera,  a  screen  or  both,  it 
is  easier  than  ever  to  find  fleeting  fame.  A  hit 
TV  show  will  do  the  trick:  The  cast  of  Desperate 
Housewives,  anonymous  less  than  a  year  ago,  is  all 
but  overexposed  today.  Nowadays  you  can  be  famous 
just  for  being  famous — see  Paris  Hilton — or  for  having 
a  run  of  good  luck,  as  Ken  Jennings  did  during  his  six- 
month  winning  stint  on  Jeopardy! 

Yet  some  stars  earn  their  status  by  good  old-fashioned 
accomplishment.  Tiger  Woods  has  won  60  tournaments  in 
ten  years.  George  Lucas'  lifework,  his  Star  Wars  franchise, 
has  generated  billions  of  dollars  in  ticket  and  merchandise 
sales  over  three  decades;  though  Revenge  of  the  Sith  is  his 
last  chapter,  profits  will  flow  to  him  for  years  to  come.  And 
Oprah  Winfrey,  who  perennially  ranks  near  the  top  of  our 
Celebrity  100  list,  takes  the  number  one  spot  this  year  for  the 
first  time.  After  21  years  her  daytime  chatfest  still  rules  the 
airwaves,  minting  new  celebs — and  hundreds  of  millions  of 
dollars  in  profits.  F 


Top  Earners  by  Category 


MONEY  PAY 
RANK  ($MIL) 


Draws  30  million  viewers  weekly  in  U.S.;  reaches  112  countries. 
World's  besl-paid  athlete  wins  4th  Masters  and  takes  a  wife. 


SOME  STARS  GET  LOTS  OF  A 
THE  ON 
THE  RELATIVE  STAR 


His  Passion  rerelease  didn't  make  a  splash,  but  DVD  sales  did. 
After  three  decades  and  $20  billion,  the  Star  Wars  saga  is  complete. 
Post-split  with  Los  Angeles  Lakers,  earns  biggest  salary  in  hoops. 


$60 


16  $40 

39  $28. 

23  $36 

34  $30 


DreamWorks  IPO  adds  over  $200  million  to  billionaire's  net  worth. 
Eclectic  Oscar  nominee  gets  rich  on  Pirates  of  the  Caribbean  II,  III. 
Her  music  sales  slow  down,  but  $125  million  tour  is  biggest  in  2004. 
Rocketman  making  lucrative  landing  in  Las  Vegas:  3  years,  75  shows. 
Teamed  with  Spielberg  for  War  of  the  Worlds,  Oprah  for  Katie  TV. 
Movie  star  gives  full  employment  to  tabloid  scribes,  photographers. 
Da  Vinci  Code  author  sells  25  million  copies  woridwide. 
His  last  two  films-/,  flobof  and  Wfc/j— gross  $350  million  each. 
Tries  out  new  host  for  his  production  company's  Late  Late  Show. 
Six-time  Tour  de  France  winner  says  next  one  will  be  his  last. 
Hasn't  played  in  two  yea's,  but  only  Woods  earns  more  as  pitchman. 
Formula  One  racer  slows  down  after  winning  7th  title  last  year. 
Saturday  Night  Live  alum  now  gets  $20  million  per  flick. 
Rape  charges  against  Laker  star  dropped;  sponsors  stay  on. 


Sells  half  his  catalog,  future  hits  to  Warner  Music  for  $30  million. 
Beats  Letterman  in  ratings.  Big  raise  brings  him  closer  in  salary. 


Sixth  Harry  Potter  book,  due  in  July,  already  a  bestseller  on  Amazon. 
Another  year,  another  mammoth  tour;  grosses  $60  million  in  U.S. 


28  $32.5 
30  $31 


New  album  sells  well,  but  Monster-in-Law  flick  gets  middling  box  office. 
Five  actresses  on  ABC's  surprise  hit  share  $1.25  million  bonus. 
Soccer  star  is  world's  best  paid;  makes  $24  million  off  the  pitch. 
Moving  to  satellite  radio  for  more  freedom,  $100  million  annual  budget. 
Radio  host  dabbles  in  digital  technology  via  podcasts. 


Greatest  hits  collection  plus  $63  million  tour  =  pop  country  success. 
King  Kong  director  still  reaps  royalties  from  Lord  of  the  Rings  DVDs. 
American  Gangster  killed  before  filming;  he  gets  $20  million  anyway. 
Sexy  at  60,  he  releases  4th  cover  album  in  4  years;  6th  child  on  way. 
Flashy  Atlanta  quarterback  wins  $30  million  bonus  in  December. 
Brassy  belter  commands  $100  a  ticket  on  latest  tour. 
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MONEY  PAY 
RANK  (SMIL) 


■  THE  OLSEN  TWINS  I  Kid  stars 

59 

NYU's  r 

)tions. 

M   JERRY  BRUCKHEIMER  |  Director/Producer 

7 

$66 

Mnuip  r 

IVIUVIG  1 

I  JENNIFER  ANISTON  |  Actress 

FripnHc 

1  I  ICIIUj 

;xt  year. 
Madrid. 

1  DEREK  JETER  |  Athlete 

Yankpp 

1  ur  i  p.  (,'. 

|   JULIA  ROBERTS  |  Actress 

IB 

New  m( 

b. 

|  PRINCE  |  Musician 

Hugec 
|  Illusion 

■ 

|   DAVID  COPPERFIELD I  Magician 

■   TOBEY  MAGUIRE  |  Actor 

29 

$32 

R pi .I rt  a 

HGIUUId 

in  discs. 

I  THE  EAGLES  |  Musicians 

14 

$45 

1  II  CICOO 

I  RAY  ROMANO  |  Actor 

22 

$36.5 

Sitcom 

Mnuip  q 

IVIUVIC  o 

>  MWUL. 

I   NICOLE  KIDMAN  |  Actress 

70 

$14.5 

sxt  year. 

I  JEFF  GORDON!  Athlete 

53 

$23.4 

Four-tin 

1  UUI    1 II 

ntion. 

■   PHIL  MICKELSON  I  Athlete 

48 

$26.8 

#4-ran 

1  ALEX  RODRIGUEZ  I  Athlete 

45 

$27.5 

Yankee ; 

US. 

I   MATT  DAMON  I  Actor 

46 

$27 

From  tnr 

I  1  Ulll  llll 

I  ADAM  SANDLER  |  Actor 

41 

$28 

Pritir-nr 
ui nr.,  pi 

)nus. 

I   OSCAR  DE  LA  HOYA  |  Athlete 

18 

$38 

Boxer  fk 

e  line. 

|   LINDSAY  LOHAKI  Kid  star 

77 

$11 

18-year 
Has  grs< 

es. 

*d  time 

I   LEBRON  JAMES  I  Athlete 

56 

$22.9 

1   HILARY  DUFF  |  Kid  star 

68 

$15 

Sells  mo 

|   PARIS  HILTON  I  Personality 

87 

$6.5 

Hpr  antir 

1  lt>l  Ql  II II 

year. 

|  BILL  CLINTON  |  Speaker 

89 

$6 

Rprnvpn 

Wimbled 

ion. 

MARIA  SHARAPOVA I  Athlete 

62 

$18.2 

DREW  BARRYMORE  I  Actress 

58 

$22 

Love  anc 

iw  u/hat*? 

JW  Wlldl . 

ANDRE  AGASSI  1  Athlete 

49 

$26.2 

Now  35, 

MANNY  RAMIREZ  I  Athlete 

52 

$24.2 

Red  Sox 

nnarfi\P 
uyai uy . 

VAN  HALEN I  Musicians 

38 

$29.6 

First  tour 

n  Mnripi 

fj  IVIUUCI. 

SERENA  WILLIAMS  I  Athlete 

73 

$12.7 

Tries  to  r 

VALENTINO  ROSSI  I  Athlete 

41 

$28 

Italian  m 

JESSICA  SIMPSON  I  Personality 

82 

$8 

Reality  T 

)ecials. 

SANDRA  BULLOCK  |  Actress 

78 

$10.5 

ReteamsiWorks. 

CAMERON  DIAZ  |  Actress 

72 

$13 

Cash  flovi 

jsiness. 

REGIS  PHILBINI  Talk  show  host 

60 

$20 

Daytime 

JAMES  PATTERSON  I  Author 

46 

$27 

Good  aut 

esearch, 
ress  clips 

The  Star  Catchers 

WANT  KEANU  REEVES  OR  LENNY  KRAVITZ  AT  YOUR  NEXT  BASH? 
BETTER  PONY  UP  FOR  A  CELEBRITY  WRANGLER  I  BY  KIRI  BLAKELEY 


FOUR  MINUTES  TILL  MIDNIGHT  ON  A  COOL  EVENING  ON 
Island  off  Miami,  and  outside  a  mansion-turned-night 

the  press  pit  is  getting  cranky.  The  paparazzi 
:  been  waiting  three  hours  to  get  a  shot 
big  celebrity,  but  no  one  has  shown  up. 
ive  it  five  more  minutes,  and  then  I 
;,"  one  lensman  grouses. 
Suddenly  actor  lamie  Foxx,  still  buoyant 
i  his  best-actor  Oscar  for  Ray  months  ago, 
'les  through  the  gates.  The  press  begs  him 
p  his  straw  hat.  He  does,  bathed  in  the  flash  \ 

dozen  cameras.  Once  inside,  he  gyrates  to 
Dooming  beat  of  the  deejay's  music,  revels  in 
dotings  of  a  gaggle  of  long-legged  fashion 
lels  and  poses  obligingly  for  every  cell  phone 
era  that  is  thrust  into  his  face.  The  paparazzi  are 
py,  but  Foxx's  arrival  has  made  Noah  Tepperberg 
itic.  He  is  an  unassuming  29-year-old  event  pro- 
:r,  and  it  was  his  mission  to  get  Foxx  (or  any  A-lis- 

really)  to  this  party,  sponsored  by  his  client, 
leken.  His  plot  to  snare  Foxx  was  worthy  of  a 
campaign. 

rhough  he  prefers  the  term  producer,  Tepper- 
;'s  speciality  is  celebrity  wrangling;  he's  hand- 
ely  paid  to  cajole  the  famous  and  trendy  into 
ulating  his  clients'  events.  The  Miami  bash 
ns  a  yearlong,  multimillion-dollar  campaign  by  Tepper- 
;'s  company,  New  York-based  Strategic  Group,  to  make 
leken  hip  among  the  club  set.  Heineken  USA  wanted  to 
t  the  new  push  in  Miami,  so  Tepperberg  began  casting 
ut  to  see  what  big  fish  might  be  in  town.  Celebrities  are  the 
bait  for  reeling  in  other  celebs — even  the  famous  hire 
nglers  for  their  own  parties. 

Sexy  rocker  Lenny  Kravitz,  it  turned  out,  was  playing  the 
-by  Jackie  Gleason  Theater.  Perfect.  Tepperberg  wanted  to 
Kravitz's  name  as  "host"  of  the  event.  Hosts  don't  do  much 
•e  than  let  their  names  be  used  to  headline  the  invitation 
then  attend,  and  sometimes  they  don't  even  show  up,  to 
eternal  irritation  of  celebrity  wranglers. 
Tepperberg,  a  co-owner  of  hot  New  York  club  Marquee, 
ws  that  Kravitz  likes  to  throw  an  aftergig  party  for  his 
)urage.  Why  not  do  it  on  Heineken's  dime  (or  $  1 50,000, 
e  exact)?  The  wrangler  previously  had  worked  with  two 
sins  of  Kravitz's,  a  popular  deejay  and  an  Atlanta-based 
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promoter,  so  he  tapped  them  to  work  the  Heineken  event. 

Ultimately  the  singer  agreed  to  play  along,  and  his  name 
could  be  the  bait  for  other  VIPs.  The  Miami  Vice  movie  was 
filming  nearby,  and  Tepperberg  hoped  to  lure  the  film's  stars, 
Colin  Farrell  and  Jamie  Foxx,  to  show  up;  as  further  incentive 
he  sent  out  invites  to  the  all  the  Miami  modeling  agencies,  to 
stock  the  room  with  arm  candy. 

Farrell  never  shows,  but  the  movie's  director,  Michael 
Mann,  does.  So  do  Sara  Foster,  Maxim  magazine  cover  gal 
that  month,  who  was  in  tow 
pro  athletes,  including  Zack  Crockett  of  the 
land  Raiders.  And  oh,  yes,  there 
Mario  Vazquez,  a  27-year-old 
Bronx-bred  crooner  who 
grabbed  the  spotlight  by  quit- 
ting American  Idol  in  March 
Vazquez,  on  a  low  rung  of  the 
celebrity  ladder,  is  the  first 
"name"  to  arrive.  The  press  pit 
goes  wild.  Inside,  he  gets  his  pic- 
ture taken  with  Jamie  Foxx.  "Post- 
American  Idol  I've  been  invited  to  a 
lot  of  parties,"  he  says.  "And  I'm  so 
damn  grateful." 

But  where's  the  alleged  host?  Tep- 
perberg keeps  close  tabs  on  Kravitz's 
whereabouts  all  night  long,  checking  in 
by  cell  phone  with  the  rocker's  body- 
guard. Finally  at  1  a.m.  Kravitz  arrives  in 
true  star  style,  pulling  up  alongside  the 
mansion's  private  dock  in  his  green  Mag- 
num 60  powerboat.  The  deejay  cranks  up 
Kravitz's  hit  "Fly  Away."  Kravitz — in  brown 
leather  coat,  jeans  and  dark  sunglasses  in  the 
dead  of  night — steps  off  the  boat,  and  Tep- 
perberg, relieved,  quickly  whisks  him  into  a 
roped-off  VIP  area  and  pulls  a  white  curtain 
around  it  to  block  prying  eyes. 

"How  do  you  get  in  there?"  asks  Vazquez,  so  new  to 
fleeting  fame  that  even  he  isn't  invited  to  hang  with 
Lenny.  "I  hate  that  kind  of  thing!" 

In  Los  Angeles  some  of  the  hottest  wranglers  in  town  are 
three  guys  who  call  themselves  the  Alliance.  On  a  recent  night 
the  most  garrulous  of  the  trio,  Josh  Richman,  39,  revs  up  for  a 
party  thrown  by  Sony  to  celebrate  the  Electronic  Entertain- 
ment Expo. 

A  public  relations  firm  has  hired  him  and  his  partners, 
Shane  Powers  and  a  guy  named  Hartwell  (just  "Hartwell"), 
to  land  celebs  for  the  bash  at  the  Hollywood  Center 
Studios.  Beforehand  he  sits  in  a  nearby  Del  Taco  fast-food 
outlet  and  checks  his  BlackBerry,  which  suddenly  offers 
good  news.  He  checks  his  e-mail  and  hoots:  "The  biggest  star 
in  the  world  is  coming!  And  he  doesn't  even  go  out  very 
often!"  The  "biggest  star  in  the  world"  turns  out  to  be  the 
scruffy  actor  Keanu  Reeves,  who  does  indeed  show  up, 


Would-be  Idol 
Vazquez  with 
celeb  wrangler 
Tepperberg. 


loitering  quietly  by  the  bar  with  a  small  group  of  pals. 

All  three  of  the  Alliance  hail  from  the  club-promoti 
business- and  excel  in  befriending  the  famous,  but  they  nel 
know  whether  a  headliner  will  actually  show.  "Until  they  wi 
up,  we  don't  know  who's  confirmed,"  Richman  says.  Even  w 
most  stars  out  of  town  for  the  Cannes  Film  Festival,  tj 
Alliance  comes  through.  The  Sony  party  is  packed  wj 
denizens  of  the  gossip  columns:  the  gorgeous  Oscar  winij 
Charlize  Theron,  actor  David  Spade,  Ame 
can  Idol  hottie  Constantine  Maroulis  ai 
rapper  Eve.  She  sits  herself  next  to  Pow 
and  says:  "I  just  came  to  support  my  frie 
Shane." 

"The  climate  of  the  media  right  n> 
is  such  that  if  a  celebrity  isn't  there, ! 
like  the  event  didn't  happen,"  says  L 
Levine,  a  wrangler  with  a  reputation 
being  "the  closer" — a  clutch  pla; 
10  can  scare  up  a  celebrity  at  the  II 
inute  after  a  client  tries  and  fa 
'They  always  call  me  and  sayj 
lidn't  realize  it  was  so  hard!' 
Levine  has  a  particular  affinity  : 
charity  events.  Punch  a  phrase  ll 
"breast  cancer"  into  her  datab; 
and  the  names  of  David  Arque 
and  wife  Courteney  Cox  vJ 
pop  up — Arquette's  motH 
died  of  the  disease.  In 
Levine's  "talent  brokerin 
firm,  Flying  Television,  vi 
hired  to  wrangle  for  a  R 
Cross  charity  event  in  Sai 
Monica  underwritten  by  Mercec 
and  International  Watch  Co.  Levine  tapped 
"Red  Cross"  and  her  database  responded  with  t 
name  of  actor  Michael  Keaton.  She  invited  him,  ai 
sure  enough,  he  attended. 

Stars  can  get  30  invites  a  day,  so  offering  indui 
ments  is  a  key  way  to  attract  them  to  an  event.  Son 
times  money  (upwards  of  $10,000)  is  paid;  m« 
wranglers  deny  that  they  do  it  but  say  many  others  do.  A  chi 
itable  donation  of  up  to  $20,000  to  a  star's  pet  charity  c 
work.  So  can  freebies — gift  bags  brimming  with  new  stl 
worth  thousands  of  dollars.  Electronic  equipment,  high-e 
beauty  products,  vouchers  for  vacations  and  four-star  hots 
gift  certificates  for  hair  transplants  or  plastic  surge 
bottles  of  booze,  diamonds — all  are  de  rigueur  in  the  celebr 
swag  bag. 

A  few  noble  idols  actually  turn  these  inducements  dov 
Clint  Eastwood  returned  the  $30,000  bag  sent  to  him  at  Os< 
time  by  Jane  Ubell-Meyer  of  Madison  &  Mulholland,  a  swa 
bag  firm,  thus  denying  himself  a  tiny  $600  bottle  of  Clive  Chi 
tian  cologne.  "What  does  Clint  Eastwood  want  with  a  sw 
bag  anyway?"  she  muses.  "He  has  everything." 
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4ickelson,  golf  is  business.  He  plans  his  strategy  before  setting  foot  on  the  course.  He  visualizes  ^^*!!!!S!^^lt=Y 
ll  outcome  before  hitting  a  shot.  He  relies  on  the  advice  and  counsel  of  an  experienced  caddie, 
nows  how  to  integrate  all  these  elements  to  win.  Like  Phil,  we  understand  that  success  lies  in 
all  aspects  of  strategy,  people,  process  and  technology.  With  BearingPoint,  you'll  have  a  business 
integrate  your  business  —  advancing  your  enterprise. 

LTING  •  SYSTEMS  INTEGRATION  •  MANAGED  SERVICES 
geBearingPoint.com 

gPoint,  Inc.  All  rights  reserved.  .      i.  . 
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Hot  Shot 

TENNIS  STARLET  MARIA  SHARAPOVA'S  OVERNIGHT  FAME 
WAS  YEARS  IN  THE  MAKING.  HOW  TO  MAKE  IT  LAST?  BY  PETER  KAFKA 


A  Wimbledon  win  led  to 
off-the-court  success. 


IN  AN  ISOLATED  PATCH  OF  RURAL  SPAIN,  THE  MIDDAY  SUN  BROILS 
the  clay  court.  The  teenage  boys  training  at  the  Equelite  tennis 
academy  sweat  through  a  series  of  drills  and  struggle  to  focus 
on  tennis  rather  than  stare  at  the  superstar  practicing  on  the 
next  court:  Maria  Sharapova,  a  dazzling  6-foot-tall  blonde  in  a 
sleeveless  T  shirt  and  snug  shorts  who  grunts  each  time  her  rac- 
quet smacks  the  ball  to  deliver  a  blinding,  blurry  serve. 

Sharapova,  all  of  1 8  years  old  and  a  lanky  unknown  a  year 
ago,  would  rather  ignore  the  celebrity  thing,  too,  but  these  days 
she  is  the  "It"  girl  of  women's  tennis — and  the  world's  best- 
compensated  female  athlete,  earning  close  to  $20  million  a  year 
on  court  and  off.  Her  sudden  fame  since  winning  Wimbledon 
last  July  at  age  17,  wielding  speed  and  power  to  topple  peren- 
nial number  one  Lindsay  Davenport  and  the  often  invincible 
Serena  Williams,  have  made  her  a  hot  property  to  Nike,  Canon, 
Colgate-Palmolive,  Motorola  and  a  bevy  of  other  brands.  A  fra- 
grance named  after  her  will  be  out  in  the  fall. 

This  is  the  payoff  for  12  years  of  six-hour  practice  days, 
constant  travel  and  the  exclusion  of  anything  close  to  a  normal 
childhood.  Yet  the  Russian-born  tennis  star  and  her 
crew — her  father  and  her  managers  at  IMG  (see 
p.  122) — view  it  as  a  dangerous  distraction  from 
what  counts.  After  signing  her  up  for  nine  endorse- 
ment deals  since  Wimbledon,  they  are  closed  for  business;  they 
turn  down  millions  of  dollars  in  new  deals  and  limit  her  work 
for  sponsors  to  just  three  weeks  a  year.  Sharapova  herself — who 
is  a  few  credits  shy  of  a  home-schooling  high  school  degree, 
won't  attend  college  anytime  soon  and  doesn't  have  time  for 
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friends  or  beaux — eschews  appearances  at  lavish  parties, 
awards  shows  and  other  diversions. 

Her  reluctance  is  risky,  for  a  tennis  star's  time  at  the  top  can  be 
fleeting.  A  bad  knee  injury  in  her  next  tournament  could  end  her 
career  in  an  instant.  Fickle  marketers  might  lose  interest  when  the 
next  hot  newcomer  wins  a  big  upset.  Why  not  rake  in  every  dollar 
while  you  can?  Anna  Kournikova,  another  leggy  blonde  Russian 
tennis  star  once  with  IMG,  made  a  splash  at  age  1 6,  then  foundered, 
never  winning  a  major  tournament.  Yet  she  parlayed  her  celebrity 
and  sex  appeal  into  millions  of  dollars  in  product  endorsements. 


Highest-Paid 

Athletes 

NAME 

PAY  (SMIL) 

MALE  ATHLETES 

Tiger  Woods 

$87 

Michael  Schumacher 

$60 

Oscar  De  La  Hoya 

$38 

Michael  Vick 

$37.5 

Shaquille  O'Neal 

$33.4 

Michael  Jordan 

$33 

David  Beckham 

$32.5 

Kobe  Bryant 

$28.8 

Lance  Armstrong 

$28 

Valentino  Rossi 

$28 

Alex  Rodriguez 

$27.5 

Phil  Mickelson 

$26.8 

Andre  Agassi 

$26.2 

Derek  Jeter 

$25.5 

Manny  Ramirez 

$24.2 

Jeff  Gordon 

$23.4 

Walter  Jones 

$23.2 

Ronaldo 

$23 

LeBron  James 

$22.9 

Matt  Hasselbeck 

$22.8 

FEMALE  ATHLETES 

Maria  Sharapova 

mnm 

Serena  Williams 

$12.7 

Annika  Sorenstam 

$7.3 

Venus  Williams 

$6.5 

Lindsay  Davenport 

$6 

Michael  Jordan 


She  stopped  playing  competitive  tennis  at  21,  two  years  ago,  but  still 
earns  upward  of  $4  milhon  a  year  from  marketers. 

In  Sharapova's  camp,  though,  Kournikova  is  a  cautionary 
tale:  a  talented,  marketable  athlete  who  ultimately  didn't  fulfill 
her  potential,  never  ranking  higher  than  tenth  in  the  world. 
"That's  why  I  play  tennis — because  I  want  to  be  number  one, 
not  because  I  want  to  be  number  ten,"  Sharapova  says  in  an 
interview,  calm,  self-possessed  and  unaccompanied  by  any  han- 
you  don't  wain  to  be  number  one  in  the  world,  then 
there  is  no  reason  for  you  to  even  start."  She  is  well  aware, 


though,  that  looks  are  as  important  as  winning.  "Beauty  sell 
she  says.  "  I  have  to  realize  that's  also  part  of  why  people  wa 
me.  I  understand  it.  It's  fine.  I'm  not  going  to  make  myself  ugl 
Maria  Sharapova  was  born  in  1987  in  Siberia  and  moved 
the  Black  Sea  resort  town  of  Sochi  a  year  later.  She  was  the  oi 
child  in  a  family  living  well  enough  to  play  tennis  and  go  skiii 
Her  dad,  Yuri,  worked  in  construction  and  had  a  racquet  in  I 
hand  by  the  time  she  was  a  toddler.  At  age  6  she  attended  a  ten: 
clinic  in  Moscow  and  met  Martina  Navratilova,  who  advised  tl 
she  start  training  professionally.  Soon  afterwards  Yuri  and  Ma 
left  her  mother,  Yelena,  behind  in  Russia  and  came  to  the  U 
traveling  to  its  tennis  mecca — Florida.  Maria  says  she  can't  ret 
even  discussing  the  move,  only  packing  for  it  the  night  befc 
The  trip  was  funded  by  loans  from  both  sets  of  her  grandparei 
"My  parents  weren't  stupid,"  she  says.  "The  conditions  in  R 
sia  weren't  the  best  for  tennis."  Her  mother,  unable  to  secure  a  v 
wouldn't  rejoin  her  until  two  years  later;  if  this  separation  hi 
Maria  doesn't  show  it.  Soon  after  landing  in  Florida,  father  a 
daughter  showed  up  at  the  famed  Nick  Bollettieri  Tennis  Acade: 
in  Bradenton,  Fla.,  which  has  mole 
such  stars  as  Andre  Agassi,  Monica  S« 
and  Pete  Sampras.  But  the  trainers  th 
deemed  her  too  young  and  advised  Y 
(  to  return  when  she  was  a  little  older 
Then  came  two  difficult  years 
knocking  around.  Maria  can't  reo 
details  but  says  she  and  her  dad  mi 
the  Florida  tennis  scene,  where  she 
sporadic  instruction  and  he  fou 
ways  to  pay  the  bills.  "You  can  ne 
get  a  real  straight  answer  from  eit 
of  them,"  says  Max  Eisenbud,  Mar 
main  handler  at  IMG,  who  speaks  w 
her  daily.  "Yuri  calls  it  survival.  It  was  just  two  very  tough  veil 
They  don't  forget  what  it  was  like." 

When  the  Sharapovas  returned  to  Bollettieri  in  1995,  M« 
was  9  and  raw,  gawky  and  spaghetti  thin,  but  she  was  m< 
advanced  than  any  other  child  her  age.  "She  had  an  air  of  aim 
naive  arrogance  and  privilege,"  Bollettieri  recalls.  He  had  s 
his  shop  in  1987  to  IMG,  which  uses  it  as  a  profit  center  c 
feeder  system  for  future  clients.  The  academy  charges  $46,C 
for  nine  months  of  training,  tutoring  and  room  and  board.  1 
offered  Maria  a  full-ride  scholarship,  placing  her  alongside  g 
who  were  ten  years  older.  "I  never  had  the  experience  of  actu; 
being  around  other  kids  every  day,"  Sharapova  says.  "I  \ 
never  in,  like,  a  normal  school,  never  in  kindergarten."  But 
adds:  "It's  hard  to  miss  it  when  you've  never  really  had  it." 

Her  training  was  handled  first  by  Bollettieri's  team  and  k 
by  groundstroke  specialist  Robert  Lansdorp,  who  had  worl 
with  Sampras.  But  Bollettieri  says,  "Make  no  mistake  abou 
There  is  only  one  coach,  and  that  is  Yuri  Sharapova."  (The  i 
declines  all  interviews,  to  keep  the  spotlight  on  his  daughter. 

By  age  1 1  Sharapova  had  signed  with  IMG.  Eisenbud  i 
Gavin  Forbes,  who  runs  the  agency's  tennis  division,  started 
slowly,  securing  her  a  modest  Nike  deal  that  kept  her  in  sneak 
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JCING  THE  QUATTROPORTE 

st:  a  potent  400hp  V8,  racing-inspired  front-mid-engine  design  and  an  Fl-inspired  6-speed  transmission  combine  to 
top  speed  of  over  170mph.The  beauty:  designed  by  Pininfarina,  produced  in  limited  numbers  and  admired  by  Car  and 
:or  having  "more  lascivious  curves  than  a  Fellini  fantasy."  Featuring  a  comprehensive  ownership  program  including  a 
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workout  gear  while  trying  to  shield 
from  hype  and  expectations.  At  13  she 
i  a  16-and-under  championship.  Two 
s  later  she  was  the  youngest  player  to 
h  the  finals  of  the  Australian  Open  Ju- 
championship.  Still  her  agents  were 
ling  down  deals  instead  of  seeking 
n  out,  banking  on  delayed  gratifica- 
i.  "It  was  never  really  about  the 
ley,"  Eisenbud  says.  "We  were  all  in 
ement  that  something  big  was  going 
appen,  and  we  needed  to  be  clean." 
By  2003  Sharapova,  then  16,  had  won 
first  adult  pro  tournament,  in  Japan.  A 
ith  later  she  had  her  first  endorsement 
t,  a  one-year  deal  to  hawk  NEC  in 
n.  By  this  time  IMG  had  invested  some 
3,000  in  Sharapova  with  little  finan- 
return.  Exposing  her  only  gradually, 
nbud  booked  her  on  the  little-watched 
•  Late  Show  on  CBS.  IMG  agents  began 
ilk  to  marketers  about  their  client  but 
[  off  on  trying  to  land  deals.  They  fig- 
i  she  would  need  three  more  years, 
:hing  age  19,  to  win  a  Grand  Slam 
nament  like  Wimbledon, 
[ust  a  year  later  she  won  at  Wimble- 
.  Courtside  that  day,  as  the  TV  cam- 
rolled,  the  elated  youngster  tried  to 
her  mother  on  a  cell  phone.  An  IMG 
keting  executive,  Alan  Zucker,  watch- 
it  home  in  suburban  Cleveland,  called 
:ontact  at  Motorola  to  make  a  pitch: 
rapova  didn't  use  a  Motorola  phone 
lat  moment,  but  she  could  have.  One 
ith  later  Sharapova  had  her  first  global 
orsement  deal;  the  estimated  $1  mil- 
a  year  pact  was  Motorola's  first  big 
brity  contract  in  a  decade. 
The  day  after  Wimbledon  Yuri  Shara- 
a  sat  down  with  Maria's  two  IMG 
its  and  pored  over  a  12-month  calen- 
to  plot  the  days  when  she  would  be 
le  available  to  work  with  her  corporate 
isors,  limiting  the  time  to  three  weeks, 
y  since  have  signed  ten  new  endorse- 
lt  contracts  and  say  they  are  full  up  for 
r.  Her  likely  take:  $15  million  a  year, 
igh  some  say  it  surpasses  $20  million. 
Other  distractions  creep  in.  In  May 
torola  threw  a  party  for  Sharapova's 
l  birthday  at  a  downtown  Manhattan 
rtspot,  attended  by  700  friends  and 
i-wishers  and  packed  with  red-carpet 
arazzi.  The  tabloids  run  adoring 


photos  of  her,  but  she  tries  to  ignore 
them.  "They  just  don't  even  make  sense. 
They're  so  useless,"  says  Sharapova.  She 
turned  down  cover  shoots  for  the  leering 
laddie  magazines  Maxim  and  FHM  but 
accepted  one  for  Italian  Vogue. 

She  still  devotes  six  hours  a  day  to  ten- 
nis and  travels  for  months  at  a  time,  leaving 
little  room  for  personal  relationships. 
"That's  a  hard  thing,"  she  says.  Yet  she  in- 
sists tennis  isn't  the  be-all,  end-all.  "I've  al- 
ways thought  there  are  a  lot  of  other  things, 
new  things,  that  I'd  like  to  do,"  she  says, 
maybe  something  in  the  fashion  business. 
"Tennis  obviously  is  going  to  make  my 
money  at  this  point,  and  that's  what  I've 
been  practicing  for.  But  it's  not  my  life." 

Even  some  of  her  handlers  believe  she 
will  quit  sooner  rather  than  later.  "I  don't 
think  Maria  is  going  to  be  playing  tennis 
when  she's  28,"  says  her  coach,  Lansdorp. 

Sharapova  is  clear-eyed  about  the  fact 
that  she  must  keep  on  winning;  many  of 
her  marketing  deals  reach  full  value  only 
if  she  attains  certain  goals  such  as  winning 
another  Grand  Slam  match  or  rising  to 
the  number-one  ranking  in  the  world.  In 
recent  months  she  has  stalled  at  number 
two.  Last  month,  playing  on  a  sprained 
ankle,  her  first  significant  injury,  she  got 
bounced  out  of  the  French  Open  in  the 
quarterfinals.  All  of  her  success  could  be 
temporary,  she  concedes.  She  is  spending 
cautiously,  limiting  binges  to  shoes  and 
the  occasional  dress.  In  May  she  made  her 
biggest  purchase:  a  $2.7  million,  4,700- 
square-foot  home  in  Bradenton,  where 
she  will  live  with  her  parents. 

"I  know  it's  really  hard  to  make 
money  and  that  it's  really  easy  to  lose  it," 
she  says.  "I'm  still  only  18  years  old,  and 
you  never  know  what  could  happen.  I 
might  get  injured  and,  hey,  I'm  stuck." 
On  many  days  she  wakes  up  tired  and 
drained,  "and  I  feel  in  my  head  that  I 
don't  want  to  see  a  tennis  ball  anymore." 
It's  just  fatigue,  she  says,  not  burnout, 
though  she  feels  she  can  quit  whenever 
she  likes.  "Off  the  court,  my  father  does 
his  own  thing,  and  he  lets  me  do  my  own 
thing.  He  understands  I'm  18  and  have 
another  life,"  she  says.  But  "he  knows  that 
I'm  under  control.  I  know  that  I'm  under 
control."  Her  handlers,  no  doubt,  hope  to 
keep  it  that  way.  F 
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At  Four  Seasons,  we  believe 


OUR  SUCCESS  IS  BEST  MEASURED 


BY  YOUR  SUCCESS.  WHICH  IS  WHY 


WE'VE  CREATED  A  WORLD  OF  HOTELS 


DEDICATED  TO  KEEPING  YOU 


AT  YOUR  BEST.  WITH  SURROUNDINGS 


THAT  COMFORT  AND  INSPIRE,  AND 


FLAWLESS  SERVICE  THAT  IS 


ALWAYS  AT  THE  READY.  IN  SHORT, 


ALL  YOU  NEED  TO  ACCOMPLISH 


EVERYTHING  YOU  SET  OUT  TO  DO. 


Contact  your  travel  consultant, 
visit  www.fourseasons.com  or 
in  the  U.S.  call  1-866-823-2539. 
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The  Barbarian  at  the  First  Ted 

IMG  PARLAYED  A  STABLE  OF  GOLF  STARS  INTO  A  SPORTS  AND  TALENT  EMPIRE. 

WHAT'S  A  GUY  LIKE  TED  FORSTMANN  DOING  HERE?  BY  BRETT  PULLI 


IN  THE  27  YEARS  SINCE  HE  STARTED  HIS  PRIVATE  EQUITY  FIRM, 
Forstmann  Little  &  Co.,  Theodore  J.  Forstmann  built  a  personal 
fortune  by  buying  and  reselling  companies  such  as  Gulfstream 
Aerospace  and  General  Instrument.  He  had  his  clunkers,  too,  such 
as  XO  Communications.  Now  65  and  winding  down  his  career — 
his  fund  will  raise  no  future  cash — he  has  bet  $750  million  on  the 
most  intangible  of  assets:  stars,  and  the  people  who  love  them. 

Forstmann  grew  famous  in  the  leveraged  buyout  binge  of  the 
Eighties  and  was  a  prominent  suitor  in  the  R]R  Nabisco  takeover 
battle  immortalized  in  the  book  Barbarians  at  the  Gate.  Last  No- 
vember his  firm  bought  its  way  into  the  top  of  the  cozy,  insular 
world  of  talent  management  and  marketing  by  acquiring  IMG 
from  the  estate  of  its  founder  and  majority  owner,  the  late  Mark 
McCormack,  a  Forstmann  friend. 

The  deal  jolted  the  talent  industry, 
for  Cleveland-based  IMG  had  created 
modern-day  sports  marketing  and  rep- 
resents many  of  the  world's  greatest  ath- 
letes, models  and  writers,  including  ten- 
nis phenomenon  Maria  Sharapova; 
baseball's  Derek  Jeter;  Indianapolis  Colts 
quarterback  Peyton  Manning;  model 
Heidi  Klum;  the  number  one  women's 
golfer,  Annika  Sorenstam;  and  six  of 
golfs  top  ten  men,  including  Vijay  Singh 
and  Tiger  Woods. 

Thus  has  Forstmann,  whose  per- 
sonal net  worth  is  $725  million,  won  entree  into  a  coveted 
world  of  glamour.  An  eternal  bachelor  who  has  had  close 
friendships  with  the  late  Princess  Diana,  actress  Elizabeth  Hur- 
ley (an  IMG  client)  and  other  famous  beauties,  he  is  comfort- 
able in  the  currency  of  IMG.  His  pals  include  Singh,  a  golfing  part- 
ner, and  former  tennis  pro  Andrea  Jaeger,  whose  Aspen,  Colo,  ranch 
for  kids  with  cancer  is  funded  in  part  by  Forstmann.  He  declined 
to  be  interviewed  for  this  story. 

In  acquiring  IMG,  Forstmann,  its  new  chairman,  promised  to 
preserve  the  founder's  legacy,  but  he  has  moved  quickly  to  im- 
pose hardheaded  business  principles  on  a  firm  that  had  always 
been  run  by  ex-jocks  and  sports-fan  lawyers.  He  has  cut  IMG's 
staff  about  10%  to  2,100  employees,  shaken  up  management  and 
stocked  the  IMG  board  with  titans  of  business.  He  threw  out  a 
company  structure  that  supported  two  chief  executives,  keeping 
one,  Bob  D  Kain,  as  president,  and  pushing  the  other,  IMG  veteran 
Alastair  Johnston,  into  the  vice  chairman's  role  and  a  step  closer 
to  retirement.  IMG's  longtime  chief  financial  officer,  Peter  Kuhn,  is 
out,  replaced  by  Bob  Ryder  from  American  Greetings.  IMG's  new 
board  includes  John  Mack,  former  chief  of  Credit  Suisse  First 


Boston,  Univision  head  Jerry  Perenchio  and  Herb  Siegel,  who  bi 
Chris-Craft  Industries. 

"Let's  face  it,  most  of  us  were  sports  guys.  We  grew  up  on  a  j 
feel.  We  are  now  much  more  of  a  corporate  environment,"  s; 
Kain,  a  3 1  -year  IMG  veteran. 

For  over  40  years,  going  with  the  gut  served  IMG  superl: 
McCormack,  a  Yale-educated  lawyer,  started  the  agency  in  19 
with  a  simple  handshake  agreement  with  his  first  client,  a  you 
golfer  named  Arnold  Palmer.  McCormack  signed  more  golfi 
and  soon  moved  into  other  sports,  signing  up  stars  of  tennis,  tra 
soccer,  baseball  and  football.  Clients  such  as  Pele  and  Jack  Nickk 
were  among  the  first  to  transcend  their  respective  sports  to  e 
dorse  clothing  and  luxury  goods,  hit  the  speaking  circuit  and  p 
in  lucrative  exhibition  matches. 

As  the  roster  grew — it  now  exceeds  1 ,000  clients 
McCormack  moved  beyond  representation,  opening  nea 
80  offices  worldwide,  owning  and  running  tennis  tourr 
ments,  events  and  exhibitions  and  producing  TV  prograi 
wrapped  around  them.  (Some  of  these  events  have  been  so 
recently;  others  are  for  sale.)  An  IMG-owned  TV  unit,  T\ 
produces  more  than  6,500  hours  of  sports  programmii 
each  year  and  generates  nearly  half  of  IMG's  total  reveni 
The  golf  unit,  which  represents  players  and  produces  ever 
accounts  for  almost  25%  of  revenue.  The  remainder  con 
from  other  sports  and  entertainment  and  from  spo 
schools,  including  the  Nick  Bollettieri  Tennis  Aca 
emy  and  the  David  Leadbetter  Golf  Academy. 

As  International  Management  Group  ( IMG's  or 
inal  name)  expanded,  McCormack  cultivated  diehc 
loyalty  among  his  staff,  though  he  never  deigned 
hand  out  equity  ownership  to  his  employees.  He  h 
known  Forstmann  since  the  Eighties  and  grew  closer  to  him  in  t 
waning  years  of  his  life  when  they  both  served  on  the  Gulfstree 
board.  In  2003,  at  age  72,  McCormack  had  a  heart  attack  while 
his  New  York  office;  he  died  a  few  months  later  still  in  the  hospit 
Forstmann  soon  began  wooing  McCormack's  family  to  sell  o 
promising  to  take  care  of  what  its  patriarch  had  built.  "He  has  be 
a  man  of  his  word,"  says  Todd  McCormack,  son  of  the  founc 
and  head  of  IMG's  interactive  and  new-media  unit. 

So  far,  anyway.  With  IMG,  Forstmann  has  entered  the  serv 
business,  where  competitors  plot  to  steal  managers  and  their  clier 
and  keeping  pampered  personalities  in  check  is  critical.  Recen 
tennis  star  Serena  Williams  and  golfer  Ernie  Els  quit  IMG.  To  ke 
his  managers  content,  Forstmann  has  done  something  that  even  t 
beloved  Mark  McCormack  never  did.  He  has  given  or  sold  equ 
in  the  firm  to  some  80  IMG  executives.  So  if  he  does  flip  this  bal 
cutting  costs  and  selling  IMG  at  a  profit,  they,  too,  will  get  rich. 


IMG  may  be 
Forstmann's 
most  glamorous 
deal.  Will  it  be 
profitable? 
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Please  contact  Susan  Traver  at  i  800  us  trust 
Investment  Management     Planning  Services     Private  Banking  Services     Trust  Services 

MEMBER  FDIC  -  Banking  deposits  ore  FOIC  insured  up  to  the  moximum  amount  allowable  by  law.  Investments  ate  NOT  FDIC  INSURED, 
NOT  BANK  GUARANTEED  and  MAY  LOSE  VALUE.  U.S.  Trust  Corporation  is  a  wholly  owned  subsidiary  of  the  Chorles  Schwab  Corporation'. 


The  (Porn)  Player 

JENNA  JAMESON  MADE  MILLIONS  HAVING  SEX  ON-CAMERA.  NOW  SHE  AIN 
TO  MAKE  MILLIONS  MORE-WITHOUT  EVER  AGAIN  HAVING  TO  DELIVER 

SO  MUCH  AS  AN  ON-SCREEN  KISS  I  BY  MATTHEW  MILLER 


JENNA  JAMESON,  THE  WORLD'S  MOST  FAMOUS  PORN  STAR,  HAS 
done  a  far  better  job  of  exploiting  herself  than  any  sleazy  ped- 
dler could  hope  to  do.  Since  1993  the  onetime  blonde  (now 
brunette)  bombshell  has  starred  in  50-odd  adult  movies,  selling 
millions  of  copies  worldwide.  Today  thousands  of  members  pay 


$35  a  month  for  access  to  her  Web  site,  Clubjenna.com,  wh 
they  can  linger  over  nude  pictures  of  her,  download  her  rj 
movies  and  read  her  lurid  diary.  Her  fans  can  rent  her  dig 
moan  as  the  ringer  on  their  cell  phones  and  buy  Jenna  sex  t< 
action  figures — and  even  a  piece  of  herself,  molded  in  soft  pi] 

tic,  anatomically  accurate  a| 
priced  to  move  at  $200. 

But  here's  the  weird  part:  Jer) 
Jameson  hasn't  had  sex  on-cam| 
with  a  male  partner  (other  than  1 
husband)  in  seven  years;  better  5) 
she  hopes  to  build  her  thrivij 
business  even  bigger  without  ej 
again  having  video  sex  with  ai 
one — male,  female  or  herself, 
always  wanted  to  be  a  star,"  si 
Jameson,  3 1 .  "I've  always  embra<j 
my  hard-core  roots,  but  becomj 
a  household  name  was  an  impi 
tant  thing  to  me." 

She  has  transcended  the  a 
trade  to  become  a  bona  fl 
celebrity,  hounded  by  the  tabloj 
and  fervid  fans.  Her  memoir,  ffl 
to  Make  Love  Like  a  Porn  St\ 
spent  six  weeks  on  the  New  Ya 
Times  bestseller  list  last  year.  9 
has  appeared  30  times  on  Howa 
Stern's  radio  sha 


LADY-IN-WAITING 


New  starlets  will 
act  for  her— and 
share  the  profits. 


most  recently  to  dl 
claim  a  rumor  tH 
she  was  sleeping  w 
Britney  Spears,  a 
had  a  small  role  in  his  1997  fi 
Private  Parts.  She  shows  up  on  s 
TV  talk  shows  as  The  O'Reilly  Ft 
tor.  The  A&E  network  is  looking! 
the  just-completed  pilot  for  I 
hoped-for  reality  series,  and  s 
wants  to  do  a  film  on  her  life  sto 
Her  holding  company,  Clu 
Jenna,  will  hit  revenues  of  $30 
lion  this  year,  up  30%  in  a  year;  t| 
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Some  may  see  the  movie  business  as  nothing 
but  parties,  premieres  and  award  galas.  But  for 
actors  and  directors,  all  the  way  to  producers 
and  studio  heads,  movies  are  serious  business. 
And  like  any  business,  making  the  most  of 
your  time  is  essential.  Owning  a  Netjets* 
fractional  share  helps  you  do  that  by  giving 
you  incomparable  control  and  flexibility.  With 
access  to  our  global  fleet-over  500  aircraft 
across  14  jet  types -you'll  have  a  plane  ready 
and  waiting  in  as  little  as  four  hours.  Our 
exacting  standards  and  two  captain-qualified 
pilots  on  every  aircraft  mean  that  your  safety 
is  never  compromised.  And  your  investment 
is  secured  with  the  unmatched  financial 
resources  of  Berkshire  Hathaway.  If  you  really 
want  to  start  living  the  dream,  have  your 
people  call  our  people. 

1-877-356-0754     |  www.netjets.com/fb6 


NETJETS 

Leave  nothing  to  chance 


profits  may  approach  half  of  that.  She  owns  and  operates  Club- 
Jenna  with  her  husband,  Jay  G.  Grdina,  a  producer  or  director  of 
900  adult  films.  "This  has  developed  from  an  individual  star 
into  a  porn  conglomerate,"  he  says.  "Her  brand  has  been  devel- 
oped with  the  reputation  of  being  the  best,  and  now  we  are  cap- 
italizing on  that  and  monetizing  the  name."  They  hope  to  move 
into  Jenna-branded  strip  clubs,  cosmetics,  an  apparel  line  and 
bejewelcd  sex  toys. 

Jameson  says  she  has  shot  enough  new  hard-core  footage 
with  her  husband  (who  performs  under  the  name  "Justin  Ster- 
ling") to  let  them  release  a  couple  of  Jenna  flicks  each  year  for  a 
decade.  The  typical  adult  release  sells  3,000  copies  in  the  first 
month;  a  Jenna  Jameson  sells  50,000  at  a  retail  price  of  $50  each. 
Moreover,  she  has  lined  up  a  stable  of  five  new  actresses  to  make 


films  under  the  Club  Jenna  label,  boosting  her  production  from 
three  films  last  year  to  a  projected  three  dozen  in  2005.  The  first 
release,  which  debuted  late  last  year  and  stars  Krystal  Steal,  fea- 
tures Jameson  beside  her  on  the  cover  and  includes  a  tryst 
between  them — and  sold  30,000  copies  in  the  first  month. 

"Not  doing  my  movies  doesn't  mean  retirement,"  Jameson 
says  in  an  interview  at  her  plush  home  in  Scottsdale,  Ariz.  "It 
means  more  work — and  more  money."  She  pays  her  new  stars  a 
base  of  $50,000  to  $150,000  a  year,  plus  a  3%  cut  of  any  sales 
over  the  10,000-copy  mark.  It  is  a  rare  setup  in  a  business  that 
releases  1 1,500  films  a  year,  racking  up  $4  billion  of  a  total  $15 
billion  in  U.S.  sales  of  sex-related  goods.  Had  Jameson  herself 
gotten  a  cut  of  sales  of  her  early  films,  she  now  would  bring  in 
an  extra  $750,000  a  year,  Grdina  says. 

Jenna  Jameson  was  born  Jenna  Massoli  in  Las  Vegas  in  1974, 
the  daughter  of  a  police  detective  and  a  Sin  City  showgirl.  Her 
mother  died  of  cancer  when  Jenna  was  a  toddler,  leaving  her 
father  to  raise  his  daughter  and  an  older  son  alone.  A  tough 
teen,  Jameson  left  home  at  16  to  live  with  her  boyfriend,  a  tattoo 
artist  who  later  adorned  her  derriere  with  the  "Heart  Breaker" 
tattoo  that  is  one  of  her  trademarks.  A  year  later  she  walked  into 
the  Crazy  Horse  Too,  a  local  strip  joint,  to  ask  for  a  job,  but  the 
owner  told  her  to  return  when  she  no  longer  had  braces  on  her 


teeth.  As  she  tells  it  in  her  autobiography,  she  went  home,  looked 
in  the  mirror  and  ripped  the  metal  from  her  mouth  with  a  pair 
of  pliers.  The  next  day  she  was  onstage  flaunting  her  tattoo  and 
soon  becoming  the  top  earner  in  the  club. 

By  day  Jameson  posed  for  nudie  magazine  covers,  and  at  1 9 
she  quit  stripping  to  act  in  adult  films — mainly  to  retaliate 
against  her  beau,  who  had  been  cheating  on  her,  as  she  tells  it. 
She  shot  her  first  scene  in  1993  and  a  year  later  landed  a  contract 
with  Wicked  Pictures,  which  paid  her  $6,000  a  month  to  per- 
form in  eight  to  ten  feature  films  a  year,  doing  three  or  four 
scenes  in  each.  Even  better  money  came  in  from  a  return  to  the 
brass  pole:  "After  I  became  famous,  I  made  sick  money  strip- 
ping," she  says  with  a  laugh.  At  her  peak  she  got  $5,000  a  show, 
typically  did  four  shows  a  night  and  made  extra  cash  posing  for 
Polaroids  with  panting  patrons  ($40  per),  selling 
her  latest  movie  ($50)  and  gouging  gawkers  for  tips. 
She  claims  she  often  made  $50,000  a  week. 

By  1998  Jameson  had  shot  some  40  films  for 
Wicked,  including  hits  like  Lip  Service  and  Hard 
Evidence.  That  year  she  ran  into  Jay  Grdina  at  an 
awards  ceremony  in  Las  Vegas;  he  hails  from  a 
wealthy  cattle-ranching  family  and  got  into  the 
adult  business  after  college.  The  two  fell  in  love  and 
moved  to  Scottsdale,  and  Jameson  decided  to  take  a 
break  from  making  movies.  "Wicked  launched  me 
into  superstardom,"  she  says,  "but  I  was  deter- 
mined to  become  my  own  boss." 

The  duo  formed  Clubjenna  as  an  Internet  porn 
company  in  2000;  Clubjenna.com  was  one  of  the 
first  adult  sites  to  feature  fare  beyond  explicit  pic- 
ture and  video  content.  Jenna  provided 
diaries,  advice  on  relationships  and  plas- 
tic surgery,  even  stock  tips.  They  were 
profitable  in  their  third  week,  but 


Husband  Jay  Grdina 
runs  things  day-to-day, 


"Dot-com  became  dot-bomb  pretty  quickly,"  says  Grdina,  "so 
we  decided  to  diversify."  They  began  running  other  porn  stars' 
Web  sites  and  still  run  them  for  16  actors,  including  all  5  Club- 
jenna women  and  Vivid  Entertainment  starlets  Tera  Patrick  and 
Briana  Banks.  Web  site  management  and  membership  fees 
make  up  $12  million,  or  40%,  of  Clubjenna's  annual  revenue. 

Next  they  set  up  a  movie  production  company.  Jameson 
planned  to  do  scenes  only  with  women  but  decided  she  needed 
a  man  on-screen  to  keep  her  male  fans  happy — so  she  per- 
suaded Grdina  to  step  in  front  of  the  camera.  "If  I  were  working 
with  someone  else,  the  audience  could  tell  I  wasn't  into  it — and 
stop  buying  movies,"  she  says.  The  two  married  in  June  2003. 

Vivid,  the  world's  largest  adult  film  company,  with  $100  mil- 
lion in  sales  in  2004,  distributes  and  markets  Clubjenna  films 
for  a  30%  cut  of  sales.  The  raunchy  movies,  which  often  feature 
bondage  and  have  Jenna  canoodling  mightily  with  myriad 
women,  make  up  one-third  of  total  revenue  and  are  the  most 
profitable  part  of  the  business,  earning  net  margins  well  above 
50%.  Briana  Loves  Jenna,  co-produced  with  Vivid,  cost  $280,000 
to  make  in  2001.  It  grossed  over  $1  million  in  its  first  year  and 
still  sells  more  than  3,000  copies  a  month.  This  month 
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866.598.7111  or  702.693.7444 
bellagio.com 


The  4th  Annual 


Register-  Early.  1st  100  Registrants  - 
'  Breakfast  with  Lou  Gerstner! 


PHARMACEUTICAL 
MARKETING 

C  O  NT  G  R  E  S  S 


The  Only  Event  That  Arms  You  with  the  Critical  Business 
Intelligence  you  Need  to  Communicate  the  Value  of  your 
Pharmaceutical  Products 


September  12-  14.  2005 

Pennsylvania  Convention  Center  and  Philadelphia  Marriott 


Featuring  Thought  Leadership  From: 


Louts  V.  Gerstner,  Jr.,  Former  Chairman  of  the  Board 
and  CEO,  IBM  Corporation,  and  Author,  "Who  Says 
Elephants  Can't  Dance".  Don't  Miss  Breakfast  with 
Lou  Gerstner,  his  first  time  sharing  key  leadership  tips 
with  the  pharmaceutical  marketing  and  sales  audience 
and  his  book  signing.  PLUS  pose  your  burning 
questions  in  an  interactive  Q  &  A!  


ve  Your  Copy  of  Dr.  Vagelos'  Latest  Book! 


P.  Roy  Vagelos,  M.D.,  Former  Chairman  of  the  Board 
and  Chief  Executive  Officer  (CEO)  of  MERCK  AND 
CO,  INC.  and  Author.  "Medicine,  Science  and 
Merck"  shares  his  visionary  perspectives  on  the 
changing  pharmaceutical  industry 


The  world's  largest  event  for  you 
to  discuss  today's  burning  issues 
with  your  peers. 


Our  Experienced  Line-Up  of  Speakers  with 
Over  1000  Years  Collective  Experience 
Offer  you  Brand  Positioning  and  Global 
Product  Commercialization  Best  Practices 


Newjor  2005! 

.3 


exciting,  multi-speaker  symposia  on  Medicare  Part  D  and 
Reimbursement,  New  Developments  in  Medical  Education  and 
Global  Marketing  Strategies  -  Delve  deeper  into  the  challenges 
confronting  you 

A  new.  interactive  workshop  on  Integrating  Product  Safety  and 
Risk  Management  into  the  Product's  Lifecycle.  Find  out 
ahead  o)  your  competition  what  safety  questions  will  be  asked  by  the 
FDA  pnor  to  final  approval 


Tom  Albright,  Vice 
President,  BOTOX* 
Global  Marketing, 
ALLERGAN  on 

DTC's  future 


David  Pernock, 
Senior  Vice 
President, 
Pharmaceutical  s/Va 
ccines, 

GLAXOSMITH  KLINE 

discusses  healthcare 
and  economic  value 


Martin  Babler,  Vice 
President  Sales  and 
Marketing 
immunology, 
GENENTECH  or, 
communicating 
pharmaceutical  value 


Jeff  Berkowitz,  JD, 
Vice  President,  US 
Managed  Markets, 
SCHERING- 
PLOUGH 

CORPORATION  on 

Medicare  Part  D 


■  2  HOTE 


Doug  Jermasek, 
Senior  Vice 
President,  Sales 
and  Marketing, 
GENZYME 
CORPORATION  on 
Medicare,  re- 
importation and 
evidence-based 
medicines 

Thomas  E.  Costa, 
Vice  President, 
International  Policy 
&  Government 
Affairs  and  Deputy 
General  Counsel, 
BRISTOL-MYERS 
SQUIBB  on  Medical 
Education 
organizational 
structure 


panel  debates  discussing  public  image,  COX-2s,  re- 
importation. DTC  trends,  Medicare  Part  D,  and  reimbursement's 
impact  on  your  future  pharmaceutical  marketing  campaigns 


.25+ 


interactive  activities,  including  a  cocktail  reception  and 
dinner  rounds  at  Philadelphia's  hottsst  restaurants  to  build  relationships 
and  meet  new  contacts 

Big  picture,  visionary  keynotes  as  well  as  unprecedented  depth  tor 

you  to  take  home  practical,  actionable  tools,  tips  and  best  practices 
that  you  can  implement  right  away 


Hotel  Will  Sell  Out  Early. 


Save  up  to  $1400  Register  Today! 

Call  888-670-8200  *  Fax  941-365-2507 

Email  register@iirusa.com 
Web  www.pharmaevent.com 
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There  are  many  proven,  effective  ways 

to  reduce  stuttering. 


Doing  n 
one  of  L 


not 


BTHE 
Stuttering 
I  Foundation 


A  Nonprofit  Organization 

1-800-992-9392 
wvw.stutteririgrielp.org 


3100  Walnut  Grove  Ro..  7,  .  P.O.  Box  1 1749  •  Memphis,  TN  381 1 1-0749 


Clubjenna  releases  Jenna  Loves  Pain. 

Jameson  and  Grdina  began  sign 
their  stable  of  new  stars  in  mid-20 
when  Jenna  began  trying  to  get  pregna 
(She  hasn't  been  successful  thus  far,  an 
rankles  her.  While  she  hopes  to  foi 
filming  any  new  sex  scenes,  he  hedges 
bets,  saying  it  will  be  kept  to  a  mi 
mum.)  The  actresses — Krystal  Steal,  Ji 
Capelli,  McKenzie  Lee,  Ashton  Mo 
and  Sophia  Rossi — benefit  from  a  Je 
scene  as  a  kind  of  introduction 
scene  with  the  girls  introduces  themi 
my  fan  base,"  Jameson  says.  "That's  ; 
handoff  of  the  football.  Don't  dropi 
bitches!" 

Jameson  also  is  in  a  six-year  contr] 
with  sex-toy  maker  Doc  Johnson,  gett] 
a  flat  licensing  fee  plus  a  cut  of  sal 
Jameson  takes  an  active  role  in  the  desi 
and  marketing  of  all  her  toys,  says  Ron 
Braverman,  Doc  Johnson's  chief  exe« 
tive,  who  dispels  any  notion  that  Grd 
controls  the  business  and  Jenna  is  simj 
a  pretty  face.  "Some  people  might  thj 
Jenna  is  some  blonde  bimbo  because 
her  films,  but  they  are  wrong,"  he  sai 
"When  we  sit  down  for  business  me 
ings,  she  never  leaves  the  room." 

Now  she  is  taking  on  the  evj 
growing  cell  phone  market  (see  FORB 
May  23).  Y-Tell,  Clubjenna's  wirell 
company,  sells  Jenna  "moan  tones,"  p, 
tures,  chat  services  and  games  in  50- 
partnerships  with  20  carriers  around 
world.  Jenna  content  is  available  to 
million  people  across  the  globe,  mostl)| 
Europe  and  South  America.  Grdina  s; 
there  have  been  at  least  4  million  Jem 
related  downloads,  though  the  U.S.  mi 
ket  has  yet  to  catch  fire. 

The  couple  has  high  hopes  for  l 
reality  series  they  have  pitched  to  A&E 
camera  crew  will  begin  following  the  d 
six  days  a  week  this  summer.  "People  v 
see  we  are  a  regular,  monogamous  cc 
pie,"  Jameson  insists.  "There  aren't  whi 
lying  around  our  house,  and  there  are 
orgy  parties  on  Saturday  nights." 

So  does  Jameson  ever  get  numb 
sex?  "No,  I  love  it,"  she  says.  "It's  a  beat; 
ful  thing.  Maybe  I'm  just  an  insanely  si 
ual  person,  but  to  see  a  woman's  sexual 
come  to  life  on  film — that's  art."  And] 
you  are  Jenna  Jameson,  it's  also  mom 
lots  of  it. 
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fhe  First  Internet  Access  Service  for  Transpacific  Flights. 

\NA  now  offers  high-speed  Internet  service  on  board  its  transpacific  flights. 

:'s  ANA@AIR,  with  exclusive  circuits  via  satellite  on  its  state-of-the-art  Boeing  777s. 

'assengers  can  access  websites,  intranets  and  send  or  receive  e-mail. 

!)n  long  flights,  focus  on  business  as  usual  at  your  seat,  for  a  remarkable  increase 

i  the  efficiency  of  your  trip.  Stay  in  touch  with  the  world  until  you  touch  down. 

ry  ANA  for  your  next  flight  to  Japan  or  other  Asian  destinations. 


s  now  available  on  New  York-  Tokyo  route,  and  is  scheduled  to  expand  successively  to  other  North  American  routes, 
srvice  provided  by  Connexion  by  Boeing5'"1.  Charges  apply.  Visit  www.fly-ana.com  for  further  information. 
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Ion-stop  to  Tokyo  from  New  York,  Washington  DC,  San  Francisco,  Los  Angeles  and  Honolulu.   |    WWW.FLY-ANA.COM    |    I  -  800-2  -  F  LY- AN  A 


N?  YE 


COLD?  NO. 


It  may  be  PI.  Primary  Immunodeficiency  disease.  A  defect  in  the  immune  system 
that  affects  10  million  worldwide. 


It  causes  children  to  have  frequent  infections  that  are  unusually  hard  to  cure.  The 
only  way  to  know  is  by  testing. 
Talk  to  us  about  PI. 

e  information  visit  us  on  the  web  or  call  1-866-INFO-4- 


JEFFREY  MODELL  FOUNDATI 

www.info4pi.org 


Presenting  the  9300 
smartphone  from  Nokia. 

There's  more'to  this  phone  than 
meets  the  eye.  Closed,  it's  a 
sleek,  stylish  phone.  Open,  it's 
a  powerful  new  way  to  get 
work  done.  Read  emails  with 
attachments.  Check  your  calendar. 
Work  in  your  office  applications. 
The  Nokia  9300.  It's  a  smartphone 
that's  ahead  of  its  class.  Visit 
nokiaforbusiness.com/amer/9300 
to  learn  more. 
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When  &  Where: 


Who: 
What: 


v,  July  2\ 


SAN  FRANCISCO  Thursday,  July  21,  2005  -  Saturday,  July  23,  2005 
SAN  JOSE  Thursday,  July  21,  2005  -  Saturday,  July  23,  2005 
OAKLAND  Thursday,  July  21,  2005  -  Saturday,  July  23,  2005 

Any  investor  who  cares  about  maximizing  his  or  her  returns 

A  FREE  investor  education  event*  that  will  help  you  critically  evaluate 
your  investments  ...  introduce  you  to  powerful  tools  with  clear,  real-time 
buy/sell  indicators ...  and  show  you  how  you  can  make  more  money. 
Act  now  and  get  a  FREE  gift  when  you  attend. 


Call  1-800-965-2764 
Or  visit  www.investools.com/revive 

Seating  for  this  FREE  event  is  limited,  so  register  today. 


*T(ie  free  preview  seminar  is  a  condensed  oveiview  of  our  comprehensive  for-fee  investor  education  program  and  Web  site. 
Trading  securities  can  involve  high  risks  and  the  loss  of  any  funds  invested. 

©20':S  IIWESTcols  Inc.  All  rights  reserved.  Neither  INVESfools  or  its  subsidiaries  nor  any  of  their  respective  officers,  employees, 
representatives,  agents  or  'ndependent  contractors  are,  in  such  capacities,  licensed  financial  advisers,  registered  investment  advisers  or 
registered  broker-dealers.  Neither  do  they  provide  investment  or  f  nancial  advice  or  make  investment  recommendations,  nor  are  they  in  the 
business  of  transacting  irsdes  Notlvng  contained  in  this  communication  constitutes  a  solicitation,  recommendation,  promotion, 
endorsement  or  offer  (buy  or  sell)  by  INVCSTools.  or  others  described  above,  of  any  particular  security,  transaction  or  investment. 
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INVESTOOLS 

INVESTOR  EDUCATION! 


Over  two  million  Americans 

are  breast  cancer  survivors.. 


...  join  them  in  the  drive  to  find  a  cure. 


The  Ultimate  Drive 

U  for  the  Susan  G.  Komen  Breast  Cancer  Foundation  (Q 

It's  easy  -  all  you  have  to  do  is  get  behind  the  wheel  of  your  favorite  new  BMW  and  drive.  For  every  mile  you 
drive,  BMW  of  North  America  will  donate  $1  to  the  Susan  G.  Komen  Breast  Cancer  Foundation  to  help  fund 
research,  education,  screening,  treatment  and  outreach  programs. 

Reserve  your  spot  in  The  Ultimate  Drive®  today;  just  call  toll-free  1  -877-4-A-DRIVE 
or  log  on  to  www.bmwusa.com/theultimatedrive 


The  Susan 
G.  Komen 
Breast  Cancer 
Foundation 
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WYNDHAM 

HOTELS  &  RESORTS" 


SIRIUSH 

SATELLITE  RADIO 


©2005  BMW  of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks.  You  must  be  at  least  21  years  old  and  a  licensed  driver. 
Michelin,  Wyndham  Hotels  &  Resorts,  SIRIUS  Satellite  Radio,  and  Gear  For  Sports  are  registered  trademarks  of  their  respective  owners. 


The  Daredevil 

MIXING  EQUAL  PARTS  HARRY  HOUDINI  AND  FEAR  FACTOR,  MAGICIAN  CRISS  ANGEI 
ATTEMPTS  HIS  GREATEST  STUNT:  SUPERSTARDOM I  BY  SUSAN  KARLIN 


ON  A  CHILLY  EVENING  IN  APRIL  DAREDEVIL  MAGICIAN 
Criss  Angel  frantically  struggles  to  escape  from  a  covered  barrel 
of  water  that  dangles  in  midair  80  feet  over  a  Las  Vegas  parking 
lot.  He  has  two  minutes  to  wriggle  out  of  handcuffs,  grab  a 
safety  bar  and  disengage  the  barrel  body  before  the  entire  thing 
crashes  to  the  ground.  Suddenly  he  screams:  "Stop!"  The  barrel 
is  lowered  to  the  ground,  and  a  shaken  Angel  emerges.  His  body 
had  gotten  too  twisted  to  let  him  escape.  Moments  later  he 
ascends  again,  this  time  sliding  off  his  shackles  and  pulling  the 
release.  The  barrel  plunges  to  the  asphalt  and  shatters,  while 


NO  ILLUSIONS 


Angel  wants  to 
update  magic 
for  the  jaded 

MTV  audience. 


Angel  hangs  on  overhead,  bare  chested  and  triumphant.  "Vv 
weren't  sure  he  was  gonna  make  it,"  one  cameraman  murmurj 
Angel  was  shooting  the  stunt  for  his  new  reality  show,  Crfl 
Angel  Mindfreak,  set  to  debut  in  July  on  the  A&E  cable  networ 
The  next  day  he  would  seal  himself  inside  a  wooden  crate  an 
blow  it  apart  with  dynamite;  by  week's  end  he  would  hover  ov< 
a  nearby  canyon,  dangling  from  a  helicopter  and  suspended 
fishhooks  in  his  skin. 

This  is  the  year  Criss  Angel  aims  to  transform  himself  froi 
cult  hero  into  mass- media  star — if  he  doesn't  kill  himself  first.  Fi 
is  a  rock-star  version  of  a  magician,  tossing  timeworn  traf 
pings — the  tux,  the  sequined  babe  assistant,  the  same  old  tire 
tricks — in  favor  of  pain,  mortal  danger  and  a  palpable  undei 
pinning  of  sex.  His  dark,  shaggy  mane  cascades  over  his  shoul 
ders,  and  six-pack  abs  peek  through  an  unbuttoned  shirt,  whia 
he  rarely  passes  up  the  chance  to  shed.  Adorning  his  did 
are  a  medallion  said  to  ward  off  evil  spirits  and  a  diamond 
studded  cross  bearing  the  word  "believe,"  the  code  Houdiii 
agreed  to  use  if  he  was  able  to  contact  his  wife  after  death. 

Angel  laces  his  view  of  magic  with  talk  of  profit  mai 
gins,  reinvestment  and  diversification.  You're  expectin 
Tommy  Lee,  and  out  comes  Donald  Trump,  but  with  way  betti 
hair.  "Magic  is  a  wonderful  art  form,  but  it  needs  to  q 
updated,"  he  says.  "I  grew  up  on  MTV  and  wanted  to  break  th 
caricature  of  a  magician  pulling  rabbits  out  of  a  hat  or  sho\l 
ing  a  girl  in  leotards  in  a  box.  Why  are  magicians  still  doin 
what  they  did  100  years  ago?"  His  manager,  David  Baram  < 
the  Firm,  adds:  "We  think  Criss  can  do  for  magic  wh; 
Cirque  du  Soleil  did  for  the  circus.  He  understands  wha 
he  needs  to  do  to  build  a  company  and  a  brand." 
k         But  turning  a  magician  into  a  superstar  is  "alma 
impossible,"  says  Richard  Kaufman,  editor  of  Gen 
an  industry  trade  magazine.  He  counts  six,  froi 
Houdini  to  David  Blaine,  and  says,  "Criss  Ang| 
will  be  the  next." 

Born  Christopher  Sarantakos  30-some  yeal 
ago,  he  grew  up  in  East  Meadow,  N.Y.,  on  Long  Ij 
land,  the  youngest  of  three  sons  in  a  close  Greel 
American  family.  He  got  interested  in  magics 
age  6,  after  his  Aunt  Stella  did  a  trick  for  hin) 
He  did  his  first  paid  gig — for  $15 — when  h 
was  12.  By  age  19  he  was  making  $3,000  a  wee- 
performing  at  children's  parties  and  nightclul 
Soon  he  began  experimenting  with  big, 
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MPORTING  WITH  DHL 

COMPANY. 
CURRENCY. 
INVOICE. 
DNE  LESS  THING 
fO  WORRY  ABOUT. 


HL  Import  Express  makes  importing  easy. 

iporting  usually  means  numerous  phone  calls,  multiple  invoices  and  currencies,  and  more 
an  a  few  headaches.  But  not  with  DHL  Import  Express.  All  it  takes  is  one  call.  We  do  the 
it,  from  initial  pickup  to  final  delivery.  Plus,  we'll  quote  you  one  flat  price  up  front.  And 
u'll  receive  a  single  invoice  in  U.S.  dollars.  Whether  you're  bringing  in  goods  in  large  or 
lall  shipments,  like  product  samples,  DHL  is  the  one  company  you  can  always  count  on. 

(RIDGING  > 

.Thc 

CULTURE 

J^f!^„  !  Get  a  FREE*  180-page  handbook  on  global  business  practices  by  taking 

,®Jtl3  our  survey  by  July  26,  2005  at  yourdhl.com/book1  or  call  1-877-636-1416. 

j^i*~L  !  Mention  promotional  code  B8K-467 


'  a  valid  upon  completion  of  survey.  Whiie  supplies  last.  Offer  may  vary. 
:  it  one  per  person.  ©2005  DHL  Express  (USA),  Inc.  All  rights  reserved. 


f-\  o fJOi^i a i  aavj  vci  uoii  ly  ocv/iiu i 


THE  CIO  INSIGHT  SERIES 


Prepare  for  the 


euo  uto 


Produced  and  written  by  Jerry  Bo 


Supply  chain  management  is  in  the  beginning  stages  of  its  next  great  leap  forward.  Badi 
by  organizations  as  diverse  and  influential  as  Wal-Mart,  the  U.S.  Department  of  Defeul 
Target  and  the  Healthcare  Distribution  Management  Association,  RFID  (Radio  Frequei 
Identification)  technology  is  steadily  emerging  as  the  key  enabler  of  reliable  product  tral 
ing  and  tracing,  and  the  cornerstone  of  security  and  anti-counterfeiting  efforts. 


Global  sales  of  radio  frequency  identifica- 
tion services  and  equipment  are  expected  to 
exceed  $2  billion  in  2005,  up  from  $1.49 
billion  in  2004,  according  to  a  new  market- 
ing report  from  Marketstrat  Inc.  The  report 
projects  that  RFID-related  professional  ser- 
vices are  expected  to  grow  from  $350  mil- 
lion in  2005  to  $850  million  in  2010. 


TheTAGSYS  8.9mm  ARIO  SDM  (Small  Disc  Module)  is 
injection  moldable  tag  (shown  actual  size  in 
o}.  TAGSYS'  covert  RFID  tag  solutions  help 
rliable  and  accurate  authentication. 


RFID  uses  electronic  readers  to  retrieve 
digital  data  stored  in  microchips,  which  are 
embedded  in  plastic  product  tags.  Unlike  bar 
code  scanners,  the  readers  can  collect  data 
from  tagged  items  packed  in  boxes  or  hidden 
behind  other  items.  They  contain  the  elec- 
tronic product  code  (EPC),  a  number  that 
uniquely  identifies  a  product  and  holds  other 
data  that  can  be  applied  at  the 
item  level,  case  level  and 
pallet  level. 


TAGSYS  Delivers 
Item-Level  RFID 
Tracking 

"The  ability  to  track  prod- 
ucts at  the  item  level  is  espe- 
cially important  in  industries 
like  pharmaceuticals,  where 
counterfeiting  and  tampering 
can  have  not  only  serious 
business  consequences,  but 
also  dangerous  ramifications 
for  consumers,"  says  John  F. 
Jordon,  president  of  TAGSYS 
USA,  a  leading  RFID  suppli- 
er with  American  operations 
in  Doylestown,  Pa.  "The 


FDA  has  stated  that  it  expects  the  phail 
ceutical  industry  to  widely  adopt  RFID 
nology  by  2007  to  fight  drug  counterfe: 
black  marketing  and  gray  marketing.' 

As  one  example  of  how  its  systems  n 
be  implemented,  TAGSYS  is  curr< 
working  with  West  Pharmaceutical  Ser 
Inc,  to  offer  custom  technology  that 
vides  manufacturers  of  injectable  phai 
ceuticals  with  increased  protection  ag 
counterfeiting  and  tampering.  Injec 
drugs  often  are  expensive  —  one  via 
cost  thousands  of  dollars  —  which  rr 
them  prime  targets  for  counterfeiters, 
problem  with  safeguarding  injectable  i 
is  that  they  come  in  vials  sealed  with 
minum  foil,  and  both  liquids  and  metal 
cause  radio  interference.  The  new  techi 
gy,  West  Spectra,  was  introduced  in  / 
and  uses  RFID  along  with  other  o 
covert  and  track-and-trace  technologic 
help  to  ensure  product  authenticity. 

"It's  exciting  to  be  part  of  a  program 
will  have  a  dramatic  impact  on  the  aui 
tication  of  critical  drug  therapies,  "  Jo 
says.  "Our  ability  to  produce  into  the  bL 
of  units,  while  meeting  Six  Sigma  req  jj 
ments  for  tags  and  read  rates,  fits  prec 


It's  like  giving  your  products 
their  own  unique  DNA. 


For  reliable  &  accurate  security 
against  counterfeiting  and  theft 


intify  and  track  products  with  100%  asset  visibility  and 
i  vent  counterfeiting  with  TAGSYS  RFID™  systems  &  tags. 

IjSYS  provides  sensitive  market  sectors  with  leading-edge,  end-to-end  item-level 
|)  tracking  systems  that  authenticate  goods,  automate  labor-intensive  processes, 
feet  brand  equity  and  maximize  inventory  control  with  virtually  flawless  accuracy. 

SYS  is  the  first  RFID  company  to  introduce  Reliable,  Accurate  and  Secure 
id)  systems  and  tags,  and  to  offer  innovations  like  the  tiny  Flexible  Module  (FM) 
I  a  device  that  gives  each  product,  be  it  pharmaceutical,  fashion  apparel  or 

r  CPG  article,  its  own  unique,  traceable  and  virtually  impenetrable  e-pedigree. 

over  500  customers  in  more  than  40  countries,  TAGSYS  has  built  an  innovative 
Drtfolio  that  has  attracted  a  large  network  of  partners  and  world-class  investors, 
Ling  TAGSYS  number  one  in  their  chosen  markets. 

:  n  it  comes  to  securing  your  supply  chain,  trust  the  global  leader  in  item-level 
)  systems— TAGSYS. 


Flexible  Module  (FM) 

•  fashion  tag 


Unique  Serial  # 
Quality  Audit 
Description 
Destination 


'actual  size 


V  TAGSYS  RFID 

e-connecting  goods 


Call  1-877-550- RFID  or  visit  www.tagsys.net 


mJ 



iUSA  196  West  Ashland  Street  Doylestowvn,  PA  18901  USA  +1  267-895-1750  TAGSYS  Europe  180  Chemin  de  Saint  Lambert  13821  La  Penne  sur  Huveaune  France  (+33)  4  91  27  57  00 
i  Hong  Kong    Shun  Ho  Tower    24-30  Ice  House  Street    Office  14B  Central  Hong  Kong    Tel: +852  2526-7984 


"AGSYS.  All  rights  reserved. 


TAGSYS  and  TAGSYS  RFID  are  trademarks  of  TAGSYS  S.A. 
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into  our  strategic  focus  to  improve  the  safety 
of  pharmaceutical  products  worldwide." 

Spun  out  of  Gemplus  —  the  world's 
largest  smartcard  maker  —  in  2001, 
TAGSYS  is  one  of  the  most  established 
RFID  companies  with  a  core  technology 
that  dates  back  to  1988.  The  company  has 
produced  over  50  million  RFID  tags  and 
50,000  reader  systems.  On  April  18,  the 
company  closed  its  fourth  round  of  financ- 
ing at  $12.2  million.  Investors  included 
Elliott  Associates,  ENDEAVOUR,  AXA 
Private  Equity,  Add  Partners,  Joint  Invest- 
ment Fund  for  Young  Enterprises  (FCJE) 
and  Saffron  Hill  Ventures.  The  latest  invest- 
ment brings  TAGSYS'  total  financing  to 
more  than  $43  million. 

With  its  emphasis  on  item-level  tracking, 
Jordon  says  TAGSYS'  product  portfolio 
comprises  all  the  necessary  components 
including  tags,  antennas  and  reading  sta- 
tions. These  products  are  especially  suited 
for  highly  specialized  vertical  markets  such 
as  pharmaceuticals,  fashion  apparel, 
libraries,  textile  rental  (and  commercial 
laundries),  induction  cooking,  gas  cylinder 
tracking  and  cash-in-transit  tracking.  The 
company  holds  patents  on  injection- 
moldable  "micro-tags"  and  recently  com- 
pleted successful  tests  on  one  that  is  about 
the  size  of  a  contact  lens. 

"RFID  represents  an  extraordinary 
opportunity  for  companies  to  revolutionize 
the  supply  chain  by  greatly  reducing  labor- 


intensive  processes  and  costs  while  at 
the  same  time  increasing  security  at 
every  level  from  the  factory  to  the 
customer,"  Jordon  says.  "We  offer 
innovative  high-frequency  and  ultra- 
high-frequency  tagging  solutions  with 
the  reliability  and  reading  performance 
demanded  by  supply  chain  applica- 
tions, and  we  have  partnerships  with 
key  global  industry  leaders  that  give  us 
total  integration  capabilities." 

TAGSYS  is  headquartered  in 
France's  Smart  Valley  and  has  offices 
in  Hong  Kong  and  Singapore,  as  well 
as  Doylestown,  Pa. 


Intermec  RFID  Equipment 
Helps  METRO  Group 
Deliver  Impressive  Time, 
'  Labor  and  Cost  Savings 

METRO  Group,  the  world's  third- 
largest  retailer,  attracted  a  lot  of  attention 
when  it  announced  plans  to  use  RFID 
throughout  its  supply  chain.  Since  then,  it 
has  received  something  even  more  benefi- 
cial from  its  RFID  efforts  —  results. 

METRO  Group,  which  went  live  with 
RFID  distribution  systems  in  November 
2004,  is  experiencing  the  benefits  it  had  pre- 
dicted based  on  extensive  studies  and  earli- 
er trials  at  its  famous  Store  of  the  Future 
in  Rheinberg,  Germany.  The  benefits 
include  a  14%  reduction  in  warehouse 
labor,  increased  sales  from  an  1 1  %  improve- 
ment in  stock  availability,  an  1 8%  reduction 
in  lost  items  and  trucks  unloaded  1 5  to  20 
minutes  faster.  This  last  improvement  is  of 
particular  interest  to  U.S.  companies  coping 
with  new  Hours  of  Service  regulations  from 
the  U.S.  Department  of  Transportation. 

METRO  is  deploying  RFID  technolo- 
gy at  its  METRO  Cash  &  Carry  self-ser- 
vice wholesale  stores,  Real  hypermarkets 
and  Galeria  Kaufhof  department  stores. 
The  retailer  uses  small,  flexible  RFID 
labels  to  track  pallets  and  cases  from  their 
arrival  at  the  distribution  center  to  their 
delivery  and  placement  into  inventory  at 
individual  stores.  When  a  pallet  is 
unloaded  from  a  truck,  a  reader  from 
Intermec  Technologies  Corp.  automatical- 
ly identifies  the  contents  and  triggers  auto- 
mated procedures  that  match  the  pallet  to 
an  order  in  METRO's  computer,  updates 
the  inventory  counts  and  directs  the  ware- 


house worker  on  where  to  store  the  it 
Shipments  destined  for  stores  are  a 
matically  checked  to  ensure  the  ore 
complete  and  all  items  are  deducted 
the  inventory  when  the  outbound  p 
leaves  the  facility.  Similar  processe 
repeated  when  tagged  pallets  and  cast 
unloaded  at  retail  locations. 

"We  have  already  achieved  substa 
improvements  in  our  daily  routines,  th_ 
to  the  use  of  RFID.  As  anticipated  II 
goods  receipt  process  in  our  warehoused 
stores  has  accelerated  markedly.  Less  til) 
lost  at  delivery,"  says  METRO  Group  C 
Information  Officer  Zygmunt  Miero 
"RFID  helped  us  identify  and  elimii 
weak  spots  in  the  handling  process.  G 
positive  effects  were  achieved  in  the  si 
ing  of  goods  at  the  warehouses.  Ova, 
handling  is  now  more  efficient  and  v 
avoided  out-of-stock  situations." 

Perhaps  the  most  significant  outcor 
proof  that  RFID  can  perform  in  i 
world  operations  and  deliver  outstanj 
results.  Working  away  from  a  contrc 
laboratory  and  trade-show  demo  envu 
ments,  METRO's  systems  are  perforri 
reliably,  delivering  strong  efficiency  bi 
fits  and  are  largely  free  of  the  probl 
that  many  observers  predicted  wo 
plague  large-scale  RFID  deployments, 
example,  METRO  has  more  than 
RFID  Intermec  readers  attached  to  c 
doors  and  forklift  trucks  at  its  distribui 
center  in  Unna,  Germany,  where  doi 
more  devices  are  connected  to  a  wir« 
LAN.  The  Intermec  equipment  is  proi 
ing  successful  read  rates  well  above  91 
despite  the  high  potential  for  interfere 

"Intermec  understands  RFID  and 
been  an  integral  partner  in  our  full-s 
RFID  rollout,"  says  Dr.  Gerd  Wolfram,  a 
utive  project  manager  of  the  MET  taldFiD 
Group  Future  Store  Initiative.  "With  "witrn 
strong  read  rates  and  system  perform 
we've  seen  from  our  Intermec  hardw 
METRO  Group  is  proving  the  efficiency 
accuracy  that  RFID  promises  for  retailers 
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WEB  DIRECTORY 


IntermecTechnologies  Corp 
www.  intermec.  com 

TAGSYS 
www.  tagsys.  net 


What  makes  Intermec 
he  smart  choice  in  RFID? 


iload  your  FREE 
ical  RFID"  white  paper 
1 w.mter  mec.com/951 3 
i  800-934-3163 

:ion  ad  #9513). 


When  you're  looking  for  smart,  proven 
RFID  solutions,  look  to  the  world  leader. 

Nobody  has  pioneered  more  innovations  in  RFID  than  Intermec.  In  fact, 
we  hold  over  145  patents — more  than  anyone  else.  With  Intermec,  you 
get  practical,  proven  Gen  2  RFID  solutions  you  can  implement  right  now 
to  drive  greater  asset  and  resource  visibility  throughout  your  supply  chain. 
Our  Intellitag®  Gen  2  suite  of  RFID  products  is  being  used  worldwide  to 
dramatically  improve  accuracy,  productivity  and  speed  in  manufacturing 
operations.  When  you  need  proven,  reliable  Gen  2  RFID  technology, 
partner  with  the  world  leader.  Intermec — the  smart  choice. 


Intellitag 

RFID  by  Intermec 


EPCglobal 


tat 
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expect  MORE™ 


10-TIME  WINNER 


Executive  lifestyle. 

Powered  by  possibility. 

When  an  organization  depends  on  you  to  sharpen  its 
competitive  edge,  it's  crucial  to  maintain  personal  well-being. 
The  Canyon  Ranch  Executive  Health  Program  focuses 
on  the  demanding  lifestyle  of  executives,  leading  you  in  a 
direction  so  powerful,  it  helps  enhance  your  life  forever. 
A  healthier  bottom  line  begins  with  a  balanced  leader. 
Your  journey  begins  with  us. 


CanvdnRanch. 

'fki  "Pvmet  vj  "PossihUiitf 


SpaClub"" 


Life  Enhancement  Resort™ 
Tucson  •  Lenox 
Healthy  Living  Communities  •  Skin  care  Products 

888.719.9470  •  canyonranch.com 


OXFORD  &  YORK 


presents 


"The  2005  Media, 
Communications  & 
Technology  in  the  Age  of  the 
Blogger  Summit" 


October  26-27,2005 
The  Union  League  Cfuf>, 
New  York  City  . 


We've  assembled  some  of  the  best  minds 
from  the  media,  communications,  technology, 
entertainment,  and  financial  services  sectors 
for  this  summit.  Specifically,  you  will  get 
insights  on  how  new  media  is  transforming 
old  media,  the  sweet  spots  of  the  evolving 
revenue  models,  and  an  inside  look  at  media 
piracy  and  internet  liability  risks. 

With  special  support  from: 
FEI,  Forbes,  The  Financial  Times,  DSG, 
The  Said  Business  School  at  Oxford  University, 
and  Yahoo!  Search 


Speaker  Highlights: 

P.  ANTHONY  RIDDER, 

Chairman  &  CEO,  Knight  Ridder 

CHRIS  AHEARN,  President, 
Reuters  Media 

ANTHONY  G.  HOPWOOD,  Peter 
Moores  Dean,  Said  Business  School  at 
Oxford  University 

JAY  ROSEN,  Professor,  School  of 
Journalism,  New  York  University,  and 
Author,  PressThink 

GLENN  REYNOLDS,  Professor  of 
Law,  University  of  Tennessee,  Author, 
and  Blogger,  Instapundit 

ANDREW  SULLIVAN, 

AndrewSullivan.com,  and  former 
New  Republic  Editor 

THOMAS  HESSE,  President,  Global 
Digital  Business,  Sony  BMG  Music 

SANDY  PENTLAND,  Toshiba 
Professor  of  Media  Arts  &  Sciences, 
MIT,  The  Media  Laboratory 

ROBIN  JOHNSON,  President  of  the 
FT  Americas,  former  President  of 
Time  Inc.  Asia,  and  former  CEO, 
Infoseek 

MICHAEL  S.  MALONE,  Author, 
The  Silicon  Insider,  ABCNews.com, 
and  former  Editor-at-Large,  Forbes  ASAP 

SCOTT  H.  FREWING,  Partner, 
Baker  &  McKenzie  LLP 


stunts,  mixing  magic  with  loud,  pulsa 
ing  rock  music  that  he  composed, 
wanted  to  combine  magic  and  music  ir 
much  grander  vision  that  required 
band,  larger  illusions  and  more  equi) 
ment."  This  paid  off  in  the  mid- 199! 
when  Angel  landed  a  spot  in  an  ABC  sp) 
cial.  Then  came  a  show  on  Halloween 
Madison  Square  Garden  in  1998; 
took  in  $50,000  signing  Criss  Ang 
memorabilia  for  fans.  In  2001  he  pr 
duced  Criss  Angel  Mindfreak,  a  bona  ft 
off-Broadway  hit,  investing  $300,0(1 
(borrowed  against  his  mother's  hou$ 
and  reaping  $4  million  in  14  montl 
Later  he  landed  appearances  on  the  Al 
Family  channel,  TBS  in  Japan,  MT 
Discovery  Channel  and  Sci  Fi  Channi 
with  most  gigs  paying  him  $300,000 ; 
$450,000  in  production  fees. 

Last  summer  Angel  signed  with  t 
Firm,  which  manages  Robert  De  Nil 
Leonardo  DiCaprio  and  Cameron  Di< 
Baram,  the  president,  matched  Ang 
with  Johnny  Depp's  stylist,  who  strippj 
the  magician's  black  nail  polish,  cut  1 
waist-length  hair  and  traded  his  lead" 
wardrobe  for  a  more  artsy,  athletic  loc 

His  new  show  on  A&E  premieres  Ji 
20,  featuring  his  music,  surreall 
visions,  live  street  magic,  behind-tli 
curtain  preparation  and  family  li 
Filmed  in  ten  weeks  of  20-hour  days, 
half- hour  episodes  will  allow  viewers 
trail  Angel  as  he  catches  bullets  in 
teeth,  gets  run  over  by  a  Hummer  wh| 
lying  on  a  bed  of  nails,  is  buried  and 
burned  alive.  A&E  will  run  on-air  spq 
post  billboards  in  Times  Square  and  < 
Sunset  Boulevard  in  Hollywood  a 
stage  a  stunt  in  New  York's  Bryant  Pi 
in  which  Angel  will  submerge  himself! 
a  tank  of  water  for  36  hours  and  th 
escape.  Presumably. 

Next  spring  he  may  take  a  three-moi| 
tour  of  Asia  expected  to  gross  $3  millic 
Also  in  the  works:  magic  tricks,  DM 
brand  sponsorships,  speaking  enga 
ments,  a  U.S.  tour  and  a  standing  gig  a 
Las  Vegas  casino.  Angel  makes  $1.5  milli 
a  year,  and  his  handlers  dream  of  surpai 
ing  die  $57  million  a  year  earned  by  Dai 
Copperfield.  "The  show  gives  me  built 
marketing.  Without  money  to  reinves 
can't  make  more  art,"  Angel  says.  A) 
more  art  means  more  money. 


Register  today  by  visiting  www.pxford-york,com 
or  cmaiT  registration-nyc^oxford-york.com 
or  call  914-967-8905  to  request  a  registration  form. 


Wendy  Brazill,  Private  Bank  Client 


Wendy's  bank 


introduced  her  to  her  private  banker/guardian  angel 


handles  the  details  so  she  can  enjoy  life  to  the  fullest 


structured  a  refinance  to  renovate  her  dream  home 


expertly  helps  guide  her  family's  intricate  trusts  and  investments 


believes  growing  and  protecting  wealth  is  a  fine  art. 


Invest  in  you8 


Union 

Bank  of 
California 


The 

Private 
Bank" 


Banking  Services  •  Trusts  •  Investment  Management 

Beverly  Hills    Irvine  Los  Angeles      Palo  Alto      Portland       Rancho  Mirage  Sacramento 

San  Diego       San  Francisco      San  Jose  Seattle         Tacoma        Walnut  Creek 

This  is  not  a  commitment  to  lend.  Loans  subject  to  credit  approval. 

Trusts  and  wills  have  estate  planning  and  tax  consequences.  Consult  your  attorney  or  tax  advisor. 


Visit  us  at  uboc.com 
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The  Rookie 


HOW  BEN  ROETHLISBERGER  TURNED  THE  LOVI 
OF  A  SMALL-MARKET  TOWN  INTO  BIG  BUCKS  I  BY  MONTE  BURKE 


JEFFREY  TKEBAC,  OWNER  OF  PEPPI'S  RESTAURANT  IN  DOWNTOWN 
Pittsburgh,  had  a  simple  and  trendy  idea:  the  "Roethlisburger," 
named  after  the  Steelers'  rookie  quarterback,  Ben  Roethlisberger. 
"I  thought  I  would  sell  a  few,"  Trebac  says.  Peppi's  was  flipping  200 
a  day  as  the  Steelers  entered  the  playoffs  in  January.  "We  have  this 
rookie  quarterback  doing  things  no  one  has  ever  done  before, 
and  everyone  wanted  a  piece  of  him." 

A  rookie  season  in  the 
NFL  often  is  riddled  with 
interceptions,  fumbles  and 
losses.  Ben  Roethlisberger 
bucked  the  trend,  replacing 
an  injured  starter  to  lead  the 
Steelers  to  wins  in  his  first  14 
starts,  ending  one  game 
short  of  the  Super  Bowl.  No 
NFL  quarterback — veteran  or 
rookie — had  done  that 
before. 

Roethlisberger  and  his 
agents,  Leigh  Steinberg, 
Ryan  Tollner  and  Bruce 
Tollner,  have  parlayed  that 
hot  streak  into  hefty  cash 
flow.  The  23-year-old, 
drafted  11th  in  the  first 
round  after  getting  13 
straight  wins  in  his  senior 
year  at  second-tier  Miami 
University  of  Ohio,  started 
at  an  unremarkable  base 
salary  of  $230,000.  But  he 
earned  $4.5  million  in  en- 
dorsements, an  unheard-of 
sum  for  an  NFL  rookie.  Even 
more  surprising,  the  bulk  of  it  came  not 
from  national  contracts  but  from  local  deals 
in  a  city  that  fell  for  him  especially  hard. 

The  Steel  City  Savior,  as  the  local  press  crowned  him,  raked  it 
in  by  autographing  thousands  of  helmets,  balls  and  the  like;  and  by 
lending  his  name  to  local  brands  and  making  public  appearances. 
"It's  always  been  a  misnomer  that  going  to  a  big-market  team  is  the 
gateway  to  endorsement  riches,"  says  Steinberg.  "The  reality  is  that 
an  excited,  moderately  sized  town  can  drive  a  lot  of  commerce." 


Pittsburgh's  new 
hero  got  the  city's 
big  dollars. 


But  now  they  hope  to  take  Roethlisberger  national  and  str: 
multimillion-dollar  deals  with  some  of  the  biggest  brands  arouc 
It  is  an  especially  elusive  quest  for  a  pro  football  player.  Basketb 
stars  a  la  Michael  Jordan  and  tennis  greats  such  as  Andre  Agassi  j 
the  biggest  deals.  Footballers,  hidden  inside  a  helmet  and  playil 
a  team  sport  popular  mainly  in  the  U.S.,  rarely  break  through. 
"A  lot  of  things  motivate  me,"  Roethlisberger  says.  "I  want) 

be  the  best  quarterback  e\ 
and  I  want  to  make  monet 
His  first-year  earnings  hit  $ 
million,  thanks  to  a  $9.1  nj 
lion  signing  bonus  and  $j 
million  in  incentives.  If 
catches  on  nationwide, 
could  earn  far  more. 

Roethlisberger  grew 
in  Findlay,  Ohio,  a  blue-c) 
lar  town  260  miles  norl 
west  of  Pittsburgh.  He  h 
hoped  to  go  to  Ohio  St} 
but  was  all  but  ignored 
the  Buckeyes,  ending  up 
Miami  of  Ohio,  a  piker 
comparison.  One  of  his  fl 
national  endorsemel 
came  even  before  he  w 
drafted  by  the  Steelers,  ai 
it  turned  out  to  be  a  stj 
for  the  sponsor:  N 
reportedly  paid  h 
$450,000  for  three  yea 
Those  terms  stand  e^ 
though  the  quarterba 
became  an  overnight  st 
They  even  require  him 
appear  in  a  few  TV  ads  at  no  extra  pay. 

After  Roethlisberger  was  chosen  by  the  small-market  Steele 
"I  came  in  hoping  I  would  be  the  backup  and  not  the  thi: 
stringer,"  he  says.  Before  the  season  began,  he  did  a  few  cor{ 
rate  "meet-and-greets"  for  $6,000  an  hour.  He  signed  pieces 
memorabilia  for  $10  a  pop.  It  looked  like  he  would  spend 
season  waiting  his  turn  on-field  and  off.  That  all  changed  in 
second  game  of  the  season  when  the  Steelers'  starter,  Tom 
Maddox,  went  down  with  an  elbow  injury,  forcing  Roethlisber 
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Only  Monster  has  the  hiring  solutions  you  need  to  connect  with  the  people  you  want. 

We  offer  all  the  best  hiring  practices.  No  practice  required.  Post  jobs  easily.  Keyword-search 
specific  resume  criteria.  Start  reviewing  the  top  local  candidates  instantly.  Whatever  your  hiring 
needs,  we've  got  tools  to  meet  them,  fast.  So  you  always  find  the  right  person  for  the  job. 
Like  jenny,  who  starts  after  lunch. 

Call  I.888.MONSTER  or  visit  monster.com. 


monster 

today's  the  day" 


the-  Monster  logo,  and  theTrumpasaurus  character  are  trademarks  of  Monster  (California),  inc. 


Most  identity  thieves  don't  gather  their  dote  from  a  cnmputer. 


Even  in  the  age  of  the  Internet,  the  majority  of  identity  theft  still  takes  place  in  low-tech  ways— stolen  purs 
wallets  and  stolen  mail,  for  example. 

Identity  theft  hurts  the  victim.  And  it  hurts  Your  Credit  Card  Companies.  So  we're  fighting  back — bd 
on  the  Internet  and  off— with  a  wide  range  of  proactive  technologies  and  programs.  For  instance,  evi 
credit  card  application  is  verified  by  checking  its  information  with  one  or  more  of  the  national  credit  bureai 
If  a  fraud  or  victim  alert  has  been  posted,  the  applicant  is  contacted  directly.  To  learn  more  about  what  we 
doing— and  what  you  can  do— go  to  our  Web  site,  www.YourCreditCardCompanies.com. 


Your  Credit  Card  Companies  cffi  [• 


mbna  V 


DISC  VER 


CHA5E 


A  group  of  financial  services  companies  that  have  joined  together  to  help  you  understand  consumer  credit. 


the  starting  role.  Maddox  recovered 
m  weeks  later  but  never  won  back  his 
Big  Ben  was  on  fire.  He  threw  1 1 
chdown  passes  in  his  first  seven  games. 
Pittsburgh  was  primed  for  a  new 
rts  star.  The  baseball  Pirates  had  been 
;erable   for   years,   and  hockey's 
guins  had  been  idled  by  the  NHL  lock- 
.  And  Roethlisberger  seemed  espe- 
ly  down-to-earth  and  approachable, 
r  Pittsburghers,  it  was  that  Mean  Joe 
:ene  Coca-Cola  moment,  the  belief 
:  you  could  run  into  Ben  on  the  street 
have  a  conversation,"  says  Paul  Swan- 
d  of  the  Warsaw  Sports  Marketing 
iter  at  the  University  of  Oregon. 
As  the  Steelers  won,  their  quarter- 
ns fame  exploded.  "Ben  was  the 
*est  phenomenon  I've  ever  seen  here," 
;  Myron  Cope,  a  Steelers  radio  broad- 
ter  for  35  years.  Knockoff  peddlers 
ded  the  streets  with  hundreds  of  illegal 
thlisberger  T  shirts,  ski  caps  and  other 
aphernalia,  and  the  FBI  was  called  in 
a  crackdown.  (No  action  was  taken 
inst  Peppi's  for  the  unauthorized 
:thlisburger.  "Stopping  that  would  have 
n  a  p.r.  nightmare,"  Tollner  says.) 
By  last  November,  nine  weeks  into  the 
tball  season,  an  official  line  of  Big  Ben 
lirts  debuted  and  sold  150,000  in  two 
ks,  paying  the  quarterback  a  small  fee 
each  sale.  His  replica  jersey  was  the 
jue's  top  seller  last  year.  Roethlisberger 
appeared  on  the  Late  Show  With 
vid  Letterman,  giving  him  a  few  min- 
s  of  national  exposure.  And  he  showed 
in  national  spots  for  Campbell's  Soup 
)art  of  a  league-wide  contract. 
But  hometown  deals  paid  more.  A 
food  company  licensed  "Big  Ben  Beef 
y"  and  sold  75,000  units  in  three 
ks,  paying  him  an  8%  cut  of  $450,000. 
appearance  fee  more  than  tripled  to 
),000  an  hour;  he  got  a  $50,000  offer  to 
i  :)ear  at  a  mall  opening.  His  signature  on 
■  morabilia  now  goes  for  $100  an  item, 
tenfold  and  netting  him  $1  million  last 
liir.  "I  didn't  have  to  do  much,"  he  says, 
i .  Now  he  is  close  to  national  deals  with 
1  ports  drink  (likely  Gatorade)  and  an 
i  tomaker,  though  other  sponsors  are 
itious.  Roethlisberger  knows  why:  He 
1st  keep  on  winning.  "I  guess  they 
|  rry  I'm  a  one-hit  wonder,"  he  says.  F 


There's  a  place  where  seamless  views  let  me  touch  the  sky. 
Where  requests  are  only  limited  by  my  imagination. 
And  I  feel  removed  from  the  world  while 
being  ensconced  at  the  center  of  it. 
The  place  is  Trump  International. 


With  remarkable  views  and  an  unsurpassed  dedication  to  service, 
Trump  International  Hotel  <&  Ton  er,  New  York  offers  a  luxurious 
haven  for  discriminating  travelers  who  seek  the  utmost  in  discretion 
and  luxury.  Perhaps  that's  why  the  readers  of  Conde  Nast  Traveler 
voted  Trump  International  the  top  hotel  in  America. 


For  reservations  contact  your  travel  professional 
or  call  (888)  44-TRUMP. 


One  of 

'Th^Jeadin^Hotels  ofth&World' 

©2005  Trump  International  Hotel  &  Tower  All  rights  reserved 


TRUMP 

INTERNATIONAL 
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ONE  CENTRAL  PARK  WEST 
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If  you  knew  cancer 
was  the  deadliest 
childhood  disease, 
you'd  be  in  a  hurry 
to  grow  up  too. 


Thirty  percent  of  children  with  cancer  today 
won't  live ,  long  enough  'to  graduate  from 
college.  Our  kids  deserve  better.  Help 
us-- support  research  that  can  help  them  live 
longer,  healthier  lives.  Call  1.800.458.6223 
or  visit  www.CortquerKtdsCancer.org'. 
Witfi  your  help  today,  we  can  give  them 
more  tomorrows.  ■ 


THE  BEGINNING  OF  THE  END 
FOR  CHILDHOOD  CANCER. 

I  .Formerly  the  National  Childhood 
'  Cancer  Foundation 


The  Messenger 


CHRISTIAN  SPEAKERS  ARE  THE  FASTEST-GROWING  SEGMENT 

OF  A  BILLION-DOLLAR  BUSINESS.  KEN  DAVIS  IS  Tl| 

GRANDDADDY  OF  THE  FIELD  I  BY  DAVID  WHELAN 


TI  IE  900  PEOPLE  AT  A  RECENT  FUNDRAISER  BANQUET  IN  MIAMI 
make  up  a  particularly  God-fearing  crowd.  They  are  here  to 
raise  money  for  First  Choice  Women's  Centers,  a  group  that 
presses  women  with  unwanted  pregnancies  to  forgo  abortion. 
A  female  singing  group  croons,  "Are  you  ready  for  a  revela- 
tion?" Then  a  young  woman  tells  of  how  she  had  almost 
aborted  her  sixth  pregnancy  before  deciding,  "God  isn't  going 
to  give  you  what  you  cannot  bear,"  sparking  thunderous 
applause. 

But  it  all  is  just  a  warm-up  for  the  headline  act:  keynote 


speaker  Kenneth  Davis.  He  starts  out  like  a  G-ra 
comedian,  lamenting  the  indignities  of  airport  secur 
Eventually  the  topics  get  weightier,  and  his  listeners  beco 
fixated.  He  tells  of  how  he  and  his  wife  had  decided  agai 
having  children,  only  to  conceive  and  later  feeling,  "T  wo 
have  given  my  life  for  that  baby'  Does  that  sound  familk 
The  audience,  getting  this  apparent  reference  to  Chi 
giving  up  his  life  to  save  sinners,  applauds  enthusiastically, 
the  end  of  the  night  the  nonprofit  has  raised  $150,000,  a  tb 
of  its  annual  budget. 


Davis  has  been  telling  jokes 
and  recounting  parables 
for  30  years. 
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Ken  Davis  is  a  top  draw  on  the  thriving 
circuit  for  inspirational  Christian  speak- 
ers. He  makes  90  appearances  a  year, 
using  a  rambling,  Cosbyesque  patter  to 
ply  religious  themes.  His  market:  evangel- 
ical fundraisers,  youth  events  and  rallies 
for  the  Promise  Keepers  and  the  like.  He 
has  been  at  this  for  three  decades,  and 
these  days  he  has  plenty  of  company — 
and  competition.  Christian  speechmakers 
generate  perhaps  $100  million  a  year  in 
fees,  a  sliver  of  the  $1  billion-a-year  lec- 
ture circuit,  but  one  that  is  growing  25% 
a  year,  say  the  speakers  bureaus.  Their 
ranks  include  former  star  pitcher  Orel 
Hershiser,  the  venerable  TV  host  Art  Link- 
letter,  former  U.S.  Senator  Zell  Miller  of 
Georgia  and  former  Alabama  Supreme 
Court  Judge  Roy  Moore — the  jurist  who 
was  removed  for  refusing  to  dismantle 
a  courthouse  monument  to  the  Ten 
Commandments. 

This  pursuit  is  far  from  a  vow  of 
poverty.  Davis  earns  up  to  $12,000  for  each 
appearance  and  rakes  in  $800,000  a  year 
from  marketing  seminars,  conferences  and 
sales  of  9  books,  13  DVD  releases  and  other 
merchandise.  That  rankles  some  who  see 

Keynoting  for  Christ 


As  the  Christian  speaking  market 
booms,  more  players  want  in.  Real 
players,  in  fact,  command  top  dollar. 


KIRK  CAMERON 
(of  TV's  Growing  Pains)  : 
$5,000 

ART  LINKLETTER 
(of  Kids  Say  the 
Darndest  Things):  $15,000 

STEPHEN  BALDWIN 
(of  movies  like  Bio-Dome  and 
The  Usual  Suspects)  :  $10,000 

OREL  HERSHISER 
(former  Dodgers 
pitcher):  $20,000 

KURT  WARNER 
(NFL  quarterback— Rams, 
Giants,  Cardinals):  $40,000 
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an  unseemly  mingling  of  preaching 
profit.  "The  actual  gospel  of  Christ, 
2,000-year-old  message,  has  been  hijac 
into  self-help,"  says  Donald  Miller,  hi 
self  a  more  academic  speaker  and  the 
thor  of  a  memoir,  Blue  Like  Jazz  (Thoj 
Nelson  Publishers,  2003).  "What's 
most  revered  institution  in  society?  It's 
business.  So  what  do  our  speakers  1 
like?  They  look  like  CEOs." 

But  Davis  sees  no  reason  to  apolo; 
for  reaping  riches  on  religion.  "God  isi 
one  who  brings  opportunity,"  he  sj 
"It's  a  sin  to  ignore  it." 

Born  and  bred  in  Brainerd,  Minn, 
got  his  start  after  graduating  from  C 
.Hills  Bible  Institute  in  1968,  when| 
began  addressing  high  school  crowds 
mixing  magic  with  motivation.  A 
years  later  Davis  sought  new  and  ol 
audiences  with  material  about  marri 
and  child-rearing.  By  1980  he  was  spe 
ing  full-time  and  making  $50,000  a  ye 

These  days  Davis  draws  from  ei 
hours  of  light  material  and  tailors  his  rr 
sage  to  the  gig.  Clients  can  wind  him 
for  Sunday  morning  homilies:  "Why 
Bible  compares  us  to  sheep  and  how  to 
come  a  super  sheep"  or  "Living  and  lau 
ing  together."  Davis'  road  manager,  Bi 
Scheer  (who  also  is  his  son-in-law),  p 
motes  ticketed  comedy  shows.  One  on  E 
is  called  Is  It  Just  Me?  Live  from  Sheboyg 

Big  churches  throwing  big  eve 
look  to  speakers  to  add  a  bit  of  pizza 
The  3,500-member  megachurch  Ridl 
crest  Baptist  in  Dothan,  Ala.  host 
$15,000  event  every  year  to  bring  in  r 
members.  (Up  next:  an  outdoors-then 
fest  with  a  four-wheeler  door  prize.)  1 
church  hires  radio  morning-show  ho 
comics,  bands  and  acts  such  as 
Strength  Team,  Christian  musclem 
who  hoist  heavy  things  and  break  the 
''Knowing  Jesus  is  fun,"  says  Keith  Sew 
assistant  pastor. 

Davis  emphasizes  that  he  could  ea: 
retire  today,  so  it  isn't  as  if  he  does  this 
the  money.  He  owns  and  flies  his  ouster 
bush  plane,  golfs  at  a  Nashville  coun 
club  and  has  a  cabin  in  the  Rockies 
bow  hunting.  "It's  never  been  my  des 
to  be  superwealthy,"  he  says.  "But  wr 
the  postman  delivers  the  check,  I  do  l 
turn  him  away." 
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Former  President,  Motown 
Productions 
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b  speakers  to  be  announced! 

nen's  Leadership  Exchange  (WLE)  provides  the  knowledge,  tools  and  connections  women 
liness  owners  need  to  grow  their  enterprises.  WLE's  interactive  all-day  conferences  connect 
men  CEOs  with  top  business  experts,  corporate  leaders  and  each  other, 
lister  at  womensleadershipexchange.com  or  call  888.937.5800  or  212.618.1811. 
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Software  Salvation 


Are  fading  tech  stars  doomed?  On  the 
surface  many  problems  afflict  software 
maker  NOVELL  (6,  NOVL),  which  owned  the 
corporate  networking  field  in  the  1980s 
and  early  1990s  with  its  signature 
NetWare  line.  Microsoft  Windows  has 
gobbled  up  that  market. 

Novell's  plan  to  recoup  is  question- 
able. It  has  shifted  into  Linux,  an  open- 
source  operating  system  that  ships  at  no 
charge.  In  January  2004  Novell  acquired 
Germany's  Suse  AG,  a  Linux  distributor. 
Novell  gives  Suse  Linux  away  free  to  cus- 
tomers, hoping  some  will  buy  mainte- 
nance and  support  contracts. 

Trouble  is,  although  Linux  may  have 
a  great  future  eventually,  Novell  isn't 
sharing  much  of  any  upside  as  yet.  In  the 
most  recent  quarter  Novell  sent  out 
19,000  copies  of  Linux,  versus  175,000 
for  leading  Linux  distributor  Red  Hat. 
Result:  Novell  stock  has  dropped  57% 
from  $14  per  share  in  early  2004. 

Still,  Novell  is  hardly  ready  for  the 
boneyard.  In  fiscal  2004,  after  three  years 
of  red  ink,  Novell  turned  a  $57  million 
profit  on  $1.2  billion  in  sales.  For  the 
second  fiscal  quarter,  ended  Apr.  30,  it 


had  a  small  loss  of  $16  million  on  $297 
million,  similar  to  a  year  earlier.  The 
recent  loss  stemmed  from  one-time 
restructuring  charges;  otherwise,  it 
would  have  made  $1  million.  Another 
plus:  Novell  has  an  impressive  $1.6  bil- 
lion in  cash.  Old  contracts  for  NetWare, 
though  dwindling,  generate  lots  of  cash 
and  will  for  a  while. 

Frederick  Hickey,  publisher  of  the 
investment  newsletter  High  Tech  Strate- 
gist, spots  a  great  value  play.  Novell  is 
ripe  for  a  buyout  by  a  hardware  maker 
such  as  IBM  or  Sun  Microsystems,  which 
could  bundle  Novell's  Linux  software 
onto  its  computers,  he  says.  Or  a  buyer 
could  forget  Linux  and  focus  on  Net- 
Ware. "Cut  costs  and  milk  the  NetWare- 
installed  base  and  have  a  very  profitable 
business,"  he  suggests. 

Hickey  says  many  tech  stocks  still  are 
too  pricey.  On  a  multiple  of  enterprise 
value  (market  cap  plus  debt  minus  cash) 
to  sales,  Microsoft  trades  at  6.1  times 
and  Red  Hat  at  a  dizzy  12.4.  That's 
versus  1.2  times  for  Novell. 

"There's  limited  downside  at  this 
price  level,"  Hickey  says.  — Daniel  Lyons 


Candlepower 

The  flickering  magic 
of  candles  has  created 
a  strong  market  of 
late.  And  YANKEE  CAN- 
DLE (32,  YCC)  burns  es- 
pecially brightly.  It 
boasts  an  1 8%  share, 
leading  the  $3  billion 
candle  industry. 

With  357  stores,  it  continues  to  expan 
90  more  are  planned  this  year  and  nej 
Yankee  Candle  also  is  a  thriving  wholesale 
listing  such  massive  partners  as  Cost- 
Earnings  rose  1 1%  to  $83  million  on 
million  in  sales  last  year  with  similar  h 
in  2005's  first  quarter.  J.P.  Morgan's  Brian 
Tunick  notes  that  at  an  18  P/E  Yankee  h| 
an  earnings  growth  rate  that  outshini 
those  of  peers.  — Mark  Ta 


Radio  Daze 


Endwave  is  a  big  supplier  of  parts  f< 
radio-frequency  identification  systems^ 
hot  new  technology.  But  beware. 

RFID  is  cool  stuff.  In  one  use  it  places 
teensy  wireless  chip  on  each  unit  of  me 
chandise  inside  a  shipment  crate.  When  tl 
box  arrives  at  a  store,  the  chips  emit  a  si 
to  let  a  sensor  tote  up 
how  many  units  are 
inside,  confirming 
that  the  full  order  is 
intact.  This  replaces 
bar-code  scanning 
by  hand. 

While  sales  rose 
38%  to  $9  million  in 
the  first  quarter  after  a  flat  year,  profits  a 
elusive.  Yet  the  endwave  (44,  enwv)  sto< 
price  has  risen  sixfold  in  a  year.  Soum 
frothy.  Deutsche  Bank  analyst  Brian  Moi 
off  says  much  of  Endwave's  business  hing 
on  a  deal  with  a  company  called  SafeVie 
whose  electromechanical  components  r 
quire  lots  of  maintenance.  And  Endwave 
inventory  has  expanded,  raising  doul 
about  future  sales.  The  company  won't  ta 
because  it  has  registered  to  issue  mo 
shares.  We  say  short  the  stock;  cover  at  $4 
— Susan  Kitche 
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Jon  Anda,  Chairman  of  Worldwide 
Equity  Capital  Markets 


orate  balance  sheets: 

swimming  in  cash  or  drowning  in  excess? 


The  corporate  world  is  awash  in  liquidity. 
With  the  help  of  strong  operating  earnings,  corporate 

balance  sheets  are  in  terrific  shape.  Since  the  end  of  1999,  the 
average  cash  holdings  of  S&P  500  non-financials  has  risen  from 
6%  of  assets  to  11%,  and  the  debt-to-equity  ratio  has  fallen  from 
80%  to  64%.  While  this  might  be  cause  to  celebrate,  it  does  pose  a 
challenge  for  senior  managements:  how  to  make  productive  use  of 
excess  liquidity.  The  historical  tendency  —  as  we  saw  in  the  late 
1970s  and  early  '80s  —  is  spending  to  gain  market  share  in  low- 
return  core  businesses  or,  perhaps  worse,  to  diversify  through 
acquisition  into  unfamiliar  ones.  And  the  result  has  often  been  the 
sacrifice  of  shareholder  value. 

Signs  of  this  excess  liquidity  issue  were  everywhere  in  the  early 
1980s,  when  the  U.S.  economy  was 
plagued  by  overcapacity  in  a  wide 
range  of  industries.  The  U.S.  capital 
markets  came  up  with  a  solution  to 
this  problem  in  the  form  of  leveraged 
acquisitions,  LBOs  and  other 
leveraged  recapitalizations.  What  did 
such  deals  accomplish?  By  replacing  low  and  discretionary 
dividend  payments  with  contractual  payments  of  interest  and 
principal,  corporate  managements  made  commitments  to  their 
investors  to  pay  out  excess  capital.  This  not  only  curbed 
overinvestment  but  also  dramatically  lowered  the  cost  of  capital  by 
substituting  tax-advantaged  debt  for  high-cost  equity. 

What  makes  liquidity  such  a  critical  issue  in  today's 
marketplace  ?  The  short  answer  is  that  investors  are  subjecting  the 
I  levels  and  uses  of  liquidity  to  unprecedented  scrutiny.  Since  the 
bursting  of  the  Nasdaq  bubble,  many  investors  who  once  focused 
on  earnings  growth  and  P/E  multiples  have  shifted  their  attention 
to  free  cash  flow  and  return  on  capital.  Thanks  to  recent  increases 
in  computing  power,  investors  are  using  highly  sophisticated 
models  to  track  and  forecast  these  factors.  Most  investors, 


especially  the  growing  number  of  fundamentally  driven  hedge 
funds,  care  a  lot  about  excess  liquidity  and  how  companies  plan 
to  use  it. 

So  what  should  corporate  managements  be  thinking  about 
when  it  comes  to  liquidity?  Capital  expenditures  and  synergistic 
acquisitions  offering  high  returns  on  capital  obviously  present 
terrific  opportunities  for  shareholders.  And  many  corporates  are 
building  up  excess  liquidity  because  their  "hurdle  rates"  on  such 
investments  are  too  high  for  todays  low-return  world.  But  even 
without  such  opportunities,  managements  can  take  advantage  of 
historically  low  borrowing  costs  and  recendy  reduced  tax  rates  on 
dividends  to  return  capital  more  aggressively  to  shareholders.  With 
the  cost  of  even  very  high  leverage  having  fallen  dramatically  ("BB" 
borrowing  rates  are  now  about  30%  below  1999  levels),  this 
opportunity  is  timely.  Whether  through  higher  regular 
dividends,  special  dividends  or  more  aggressive  share 
repurchases,  active  capital  management 
can  create  significant 
value  for  shareholders. 


Historically  strong  corporate  balance  sheets  present  many  great 
opportunities.  Active  management  of  liquidity,  leverage  and 
hurdle  rates  are  critical  to  realizing  this  opportunity. 


MorganStanley 

One  client  at  a  time. 

www.morganS<anteyxom 


This  is  an  edited  excerpt  from  "Morgan  Stanley  Roundtable  on  Capital  Structure  and  Payout  Policy"  featuring  Jon  Anda,  published  in  die  Journal  ot  Applied  Corporate  Finance  Winter  2005  Issue.  For 
copies  of  the  full  article,  including  important  information  and  disclosures  regarding  Morgan  Stanley,  please  see  www.morganstanley.com/ourviews  or  contact  1  -800-962- 1 343.  This  article  does  not  provide 
individually  tailored  investment  advice  and  has  been  prepared  without  regard  to  the  individual  financial  circumstances  and  objectives  of  persons  who  receive  it.  It  was  based  on  public  informauon  and 
Morgan  Stanley  makes  no  representation  that  it  is  accurate  or  complete.  Estimates  of  future  performance  are  based  on  assumptions  that  may  not  be  realized.  Investments  and  services  offered  through 
Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  Morgan  Stanley  and  One  Client  At  a  Time  arc  service  marks  of  Morgan  Stanley.  ©  2005  Morgan  Stanley. 
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FbrbesAutos.com  is  a  new  website  devoted  exclusively  to  luxury  vehicles. 
We  know  whal  yon  expect  from  a  luxury  vehicle.  Superior  handling".  Engineering  excellent 
Incomparable  comfort.  Appointments  that  fit  your  personal  style. 


•  Dynamic  photo  gallery 
Comprehensive  advice  listings 
•  Up-to-date  industry  news 


•  Illustrated,  detailed  review* 
•  Buy-a-car,  Build-a-car  configur 

•  Informative  decision  guide 


You've  worked  hard  to  earn  that  special  luxury  vehicle 
that  suits  your  passion  for  performance  and  style.  Find  it  at. 
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Kenneth  L  Fisher 


Bubblenomics 


SO,  ARE  HOME  PRICES  A  BUBBLE,  READY  TO  BURST  AND 
implode  the  economy  with  it?  No!  Real  bubbles  are 
never  commonly  referred  to  as  bubbles  in  the  press 
until  after  they've  burst.  Real  estate  doesn't  qualify.  You 
can't  pick  up  a  reference  to  home  prices  in  any  news- 
paper or  magazine  nowadays  without  seeing  the  word  bubble 
nearby.  That  is  true  here  and  around  the  Western  World.  Only 
here  is  it  seen  as  American-only.  In  Britain,  for  example,  they  not 
only  bubble-fret  about  their  housing,  but  also  ours. 

The  sign  of  a  real,  honest-to-God  bubble  is  an  entirely  dif- 
ferent kind  of  public  discussion,  one  in  which  there  is  talk  of  a 
"new  paradigm,"  or  words  to  that  effect.  Recall  tech's  heyday, 
when  absurd  prices  were  justified  by  the  theory  of  a  global 
"New  Economy"  via  eyeball-counting  on  the  Internet.  My 
Mar.  6,  2000  column  calling  tech  a  bubble  was  out  of  the 
mainstream. 

In  the  late  1980s  not  many  people  talked  about  Japan  being 
a  bubble.  The  common  view  was  that  its  way  of  doing  business 
was  simply  superior  and  that  this  nation  would  sooner  or  later 
replace  America  as  the  world's  economic  leader.  Michael  Crich- 
ton's  1992  bestseller,  Rising  Sun,  was  based  on  that  notion.  The 
book  and  the  movie  it  generated  look  silly  now. 

When  something  is  commonly  labeled  a  bubble  that  hasn't 
burst  that  means  there  is  fear  of  it.  There  is  little  or  no  fear  of  a 
real  bubble.  Fear,  priced  into  markets,  reduces  risk.  I  have  no 
clue  where  home  prices  will  go  from  here;  they  might  go  side- 
ways or  drift  down.  But  this  isn't  a  bubble,  because  it's  been 
widely  called  one  for  two  years,  in  America  and  elsewhere. 

What  keeps  housing  so  strong?  Long-term  interest  rates, 
specifically  rates  for  mortgages,  remain  low.  If  mortgage  rates 
remain  benign,  housing  may  keep  booming.  But  the  housing 
sector  is  not  in  a  bubble. 

■  As  2004  and  2005  began,  most  experts  believed  long  rates 
would  rise  markedly.  Instead  they've  fallen,  both  years,  in  Amer- 
ica and  throughout  the  world.  The  real  bubble  must  be  the  air- 
holes in  those  brains  that  thought  interest  rates  would  rise. 
There  is  scant  media  discussion  of  how  long-term  rates  are 
down  globally,  much  less  why.  The  reason  is  that  inflation  is 
lower  than  expected.  Despite  regional  and  sector  ups  and 


downs,  prices,  globally,  are  pretty  flat.  Expect  more  of  this 
with  it  a  sweeter  world  than  the  bubble  brains  forecast. 

Last  month  I  detailed  how  companies  with  seemingly  h 
price/earnings  ratios  could  be  taken  over  with  free  monej 
today's  low  long-term  interest  rates.  Here  are  a  few  more 
buy  now. 

Watson  Wyatt  (25,  WW)  is  a  global  leader  in  personnel  serv 
like  actuarial  analysis  and  retirement  plan  consulting.  The  ag 
of  the  population  makes  retirement  issues  more  crucial,  help 
Watson.  It's  too  cheap  at  16  times  trailing  earnings;  either 
company  persuades  investors  to  make  this  number  higher  or 
company  gets  acquired.  Possible  buyer:  Hewitt  Associates 
HEW).  Further  possibility:  Both  get  acquired  by  a  third,  lar 
outfit.  Buy  both  stocks.  Something  good  will  happen. 

Helen  of  Troy  (21,  hele),  a  firm  incorporated  in  Bermuda 
headquartered  in  Texas,  could  be  easily  taken  over.  Its  gi 

array  of  hair  care  appliani 
like  dryers  and  curlers  wk 
familiar  brand  names  (inch 
ing  Revlon  and  Vidal  Sasso« 
are  sold  throughout  the  We 
ern  world.  At  nine  times  tri 
ing  and  current  earnings, 
too  cheap  to  resist.  A  buj 
(Procter  &  Gamble  perhapsi 
Alberto  Culver)  would  get  b« 
brands  and  an  immedi 
boost  to  its  earnings  per  sha 
Baby  boomers  keep  try 
to  act  young,  with  joggii 
sky-diving  or  old-timers'  baseball  leagues.  The  resulting  viol 
impacts  create  business  for  Orthofix  International  (46,  OFix),  inc 
porated  and  headquartered  in  the  Netherlands  Antill 
Orthofix  makes  surgical  and  postsurgical  devices  for  spir 
knee,  wrist  and  joint  reconstruction.  It  grows  nicely,  has  gr 
margins,  develops  new  products  in  a  growing  niche — yet  st 
for  only  18  times  2005  earnings.  That's  not  too  expensive 
be  acquired  profitably  and  certainly  not  expensive  for  a  me 
ical  equipment  firm.  This  is  among  the  smaller  stock 
recommend — only  $300  million  of  estimated  2005  sales.  Ma)| 
you  buy  only  a  little. 

The  Hong  Kong  firm  China  Unicom  (8.CHU)  won't  be  acquir 
because  the  Chinese  government  owns  a  controlling  interest.  1 
if  you  believe  China  is  destined  to  grow  rapidly,  buying  its  secor 
largest  wireless  phone  provider  reasonably  cheaply  should  p 
off.  Most  Chinese,  like  people  in  other  developing  nations,  v 
never  own  a  landline  and  will  go  straight  to  wireless.  Today  t 
market  is  America's  size;  China  Unicorn's  share  is  33%,  with  re 
enue  for  2005  probably  in  the  neighborhood  of  $8.8  billion. 

But  now  think  of  the  future  market  size.  The  Chinese  ecc 
omy  is  growing  three  times  as  fast  as  ours.  China  Unicom  sells 
only  1 7  times  2005  earnings  and  one  times  revenue. 


The  real  bubble 
must  be 
the  airholes 
in  those  brains 
that  thought 
interest  rates 
would  rise. 
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New  systems  work  faster  and  perform  better. 

(Of  course,  you  already  knew  that.) 


-i 


P  Compaq  Business  Desktop  dx2000 

lllntel'  Pentium'  4  Processor  (2.80GHz) 
(Memory:  256MB 
140GB  hard  drive 

10/100/1060  Ethernet 
ijwindows'  XP  Professional 


$529  DESKT0P 


CDW739192 


30 


TRADE-I 


$499 


1  $50  Mail-In  Rebate  Available 

i  'commended  accessories  and  services: 
1 5  Compaq  512MB  memory  upgrade  $79  (CDW  586440) 
H 3  Compaq/I 7"  LCD  monitor  $329  (CDW  51 5635) 
1 3  Care  Pack  3-year,  next  business  day,  9x5,  onsite 
arranty  upgrade  $93  (CDW  514298) 


Acer  TravelMate"  4652  Notebook 

•  Intel"  Centrino"  Mobile  Technology 

-  Intel"  Pentium"  M  Processor  740  (1 ,73GHz) 

-  Integrated  Intel"  PRO/Wireless  2200  Network 
Connection  (802.1 1b/g) 

•  Memory:  512MB 

•  DVD+/-RW  drive 

•  1 5"  active  matrix  display 


acer 


$11/IQ  NOTEBOOK 
*  I  l*T_»  CDW  773498 

"200  TRADE-IN' 

$949 


Recommended  accessories: 

Acer  256MB  memory  upgrade  $1 1 0.47  (CDW  780304) 
Acer  docking  station  $289.57  (CDW  751670) 


ThinkPad  T43  with  Fingerprint  Reader 

•  Intel*  Centrino"  Mobile  Technology 

-  Intel"  Pentium"  M  Processor  740  (1.73GHz) 

-  Integrated  Intel'  PRO/Wireless  2915  Network 
Connection  (802.11a/b/g) 

•  Memory:  256MB 

•  CD-RW/DVD-ROM  combo  drive 

•  14.1"  active-matrix  display 

S1R/IQ  NOTEBOOK 

ThinkPad     9  I  jHj  cdw  771054 
r*m         200  TRADE-IN 


$1349 


Recommended  accessory: 

ThinkPlusport  replicator  $189  (CDW  461019) 


he  Technology  You  Need  When  You  Need  It.  I 

Upgrading  your  systems  means  upgrading  your  productivity.  At  CDW,  we  have  the  top-name 
lesktops,  notebooks  and  servers  to  do  just  that.  Our  account  managers  provide  fast  answers  tb  ■ 


our  product  questions.  And  with  access  to  the  largest  in-stock  inventories,  you'll  get  what  you  |.  The  Rj  ^  Techno|Qgy  Rjght  Away" 
eed  when  you  need  it.  So  why  wait?  Get  new  systems  today  and  start  benefiting  tomorrow. 

■  CDW.com  •  800.399.4CDW 

 __  L_l_   1   ..>i  _____   _ T  ca||  800.3872173  •  CDW.ca 


Eligible  processors  include  Intel  Pentium  II,  III  or  Intel  Celeron;  AMD  processors  do  not  qualify;  trade-in  values  are  estimates  only;  actual  trade-in 
values  may  van/  from  525  to  $500;  all  products  must  be  in  good  working  condition  and  have  a  fair  market  value;  call  your  CDW  account  manager 
details;  offer  ends  9/30/05.  Call  your  CDW  account  manager  about  $50  mail-in  manufacturer  rebate;  maximum  rebate  up  to  $500  for  individual 
or  company  offer  ends  7/31/05.  Offer  subject  to  CDWs  standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©  2005  CDW  Corporati 
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Change  For 
The  Worse 

HANGES  IN  TECHNOLOGY  CREATE  WINNERS  AND 
losers.  So  do  changes  in  rules.  Two  fine  books  demon- 
strate this  masterfully.  Tlie  World  Is  Flat:  A  Brief  History 
of  the  Twenty-first  Century,  by  New  York  Times  colum- 
nist Thomas  Friedman,  shows  how  digital  advances 
have  changed  global  economics,  fueling  boom  times  in  India  and 
China  but  hurting  U.S.  workers  whose  jobs  move  to  cheap  off- 
shore markets. 

And  in  Freakonomks:  A  Rogue  Economist  Explores  the  Hid- 
den Side  of  Everything,  the  University  of  Chicago's  Steven  Levitt 
describes  how  even  small  rule  changes  can  produce  dramatic 
effects.  In  1987,  when  the  Internal  Revenue  Service  began 
requiring  taxpayers  to  list  their  dependents'  Social  Security 
numbers  on  returns,  7  million  children  disappeared  from  the 
tax  rolls.  Did  a  massive  kidnapping  epidemic  occur?  No,  Levitt 
explains,  the  parents  had  concocted  imaginary  offspring  to  take 
unwarranted  deductions.  The  change  was  good  for  the  IRS,  bad 
for  tax  cheats. 

Technology  has  vastly  altered  how  investors  trade,  enabling 
rapid-fire,  in-and-out  trades  and  sparking  the  rise  of  hedge 
funds.  Individual  day  traders  are  back,  too.  At  Wall  Street  houses, 
trading  for  the  firms'  own  accounts  is  more  profitable  than 
advising  corporations  on  mergers. 

Since  trading  occurs  with  a  mouse  click,  transaction  costs 
have  been  pared  dramatically,  to  2  or  3  cents  per  share.  Thus 
even  a  5-cent  move  in  a  stock  can  be  profitable  for  the  trader 
who  traffics  in  significant  blocks.  That  is  why  the  most  actively 
traded  issues,  day  in,  day  out,  include  $5-and-under  stocks 
such  as  Lucent,  Nortel  Networks  and  Sirius  Radio.  Historically, 
high  commission  costs  discouraged  willy-nilly  trading.  I  recall 
when  commissions  were  50  cents  a  share.  If  the  market's  tempo 
slowed,  brokers  were  allowed  to  place  a  surcharge. 

This  cost  change  is  good  for  the  average  investor,  right?  Cer- 
tainly it  is  cheaper.  But  a  hidden  downside  harms  investors: 
Research  has  suffered  as  commission  income  has  plummeted. 
Thus  retail  investors  must  fly  blind.  A  good  analyst,  once  paid 
$1  million  yearly  at  a  Wall 
Street  firm,  m 


Technology  has 
pared  fees  on 
Wall  Street.  But 
one  bad  result 
is  dumbed-down 
research.  Here's 
how  to  play  this 
very  vexing 
market. 


is  under  way  from  the  big  firms,  where  they  are  supposed 
advise  ordinary  shareholders,  to  hedge  funds,  where  they  are  pa 
well  to  advise  far  more  sophisticated  clientele. 

So  next  time  a  company  fails  to  meet  Wall  Street  earnings  es 
mates,  don't  blame  just  the  management — also  blame  clueU 
analysts.  They  are  under  pressure  to  meet  the  trading  desl 
quick-fire  trading  needs,  and  this  focus  is  useless  to  long-tei) 
investors.  Equity  analysts  no  longer  have  the  luxury  of  analyzij 
a  company  and  must  focus  on  the  next  three  months.  I  recen| 
reviewed  one  analyst's  assessments  of  a  company  and  found  tli 
this  individual  put  out  new  opinions  on  the  stock  once  a  week 
Rule  changes,  too,  make  investing  more  difficult,  and  I  c 
this  the  Eliot  Spitzer  Effect.  Harsher  regs  have  helped  propel  t 
analyst  migration.  Analysts  face  extraordinary  scrutiny  these  dai 
They  must  worry  whether  someone  in  their  family  owns  a  sec 
rity  they  cover.  Does  that  include  a  second  cousin  or  gran 

mother?  Such  worries  doi 
exist  for  hedge  fund  analysts. 

Lamentably,  the  old-stj 
collegiality  among  investme 
pros  has  disappeared  under  tjl 
harsh  glare  of  the  Spitzer  Effeii 
While  sneaky  special  deals  b| 
tween  mutual  funds  and  favorl 
hedge  funds  were  wrong,  soij 
back-scratching  helped  make  tj| 
market  work,  to  the  benefit 
all.  Ten  years  ago  if  a  big  muti| 
fund  firm  felt  a  lightly  tradl 
stock  had  reached  a  peak,  t 
fund  giant  could  unload  t 
entire  position  onto  a  Wall  Stri 
house,  which  would  sell  off  the  stock  and  perhaps  lc 
money.  Then  the  investment  firm  would  pay  Wall  Street  back 
handing  it  a  hoard  of  trades  to  execute,  generating  fat  commj 
sions.  These  days  this  is  a  sin. 

My  advice  is  to  stay  clear  of  the  rapid  trading  game.  Ignd 
dumb  analyst  market  calls  and  go  for  good  long-term  plal 
Ignore  such  foolishness  as  Wall  Street's  boneheaded  wisda 
nowadays  that  oil  stocks  have  little  upside  because  oil  pric 
will  falter,  as  they  have  in  the  past  (they  dipped  below  $50 
a  while  this  spring).  If  analysts  weren't  so  shortsighted,  th 
would  know  oil  stocks  have  little  relation  to  the  per-barl 
price.  Exxon  in  December  1998,  with  oil  at  a  mere  $11  per  ba 
rel,  was  near  a  52-week  high.  In  2005  a  growing  India  al 
China  mean  oil  company  earnings  will  rise  nicely,  regardless! 
crude's  price. 

At  13  times  earnings,  ExxonMobil  (57.XOM)  is  trading  at  its 
est  multiple  in  12  years.  ChevronTexaco  (5S,CVX),  at  9  times,  is  \v 
below  its  five-year  average  (13).  ConocoPhillips  (55,  COP)  trades  ai 
times.  Buy  these  and  hold  them.  Many  things  change  in  invei 
ing.  Good  value  does  not. 


2arns  rar 
less.  Hence  an a 
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fit  VZEmail  with  Wireless  Sync  and  get  on-the-go, 
iitomatically-updated,  instantly-productive  email. 

j!j  Verizon  Wireless  has  VZEmailSM  with  Wireless  Sync,  so  your  employees  receive  their  email  automatically  on  their 
|300.  No  need  to  keep  checking  an  inbox,  because  Wireless  Sync  gives  the  XV6600  always  on  access  to  email, 
njacts,  calendar  updates,  and  important  information.  All  in  rich,  high-resolution  color.  Plus,  employees  can  also  make  calls, 
:  'se  the  Web,  and  send  and  receive  large  attachments  on  the  Verizon  Wireless  high-speed  data  network  for  increased 
:1  uctivity  outside  the  office.  It's  just  one  more  reason  that  for  all  your  company's  wireless  needs,  we  mean  business. 

itact  our  business  representatives  at  1.800. VZW.4BIZ  or  log  on  to  verizonwireless.com. 

h  to  Customer  Agreement,  Calling  Plans  and  credit  approval.  Must  be  within  National  Enhanced  Service  Rate  &  Coverage  Area  and  your  desktop  must  be  on  and  in  a  condition  to  receive  email, 
fj  Verizon  Wireless 

— inn  —  ...i.  ■■laiiiiiMimimimiBmmil^ 


HOW  TO 


FOIL 


PICKPOCKET 


There  are  al!  kinds  of  pickpockets  in  this  world.  Protect  yourself  by  keeping  all  valuables 
out  of  sight.  Be  alert  in  crowded  areas  and  carry  the  American  Express*  Card.  If  you  lose 
your  passport,  we'll  assist  you  in  replacing  it.  We'll  also  replace  your  Card  if  it's  stolen  or  wire 
you  cash  in  a  travel  emergency,  24/7.  It's  a  world  of  service  that  makes  a  world  of  difference. 
TO  APi'LY,  CALL  1.800.THE  CARD  OR  JUST  VISIT  800THECARD.COM  TO  LEARN  MORE. 


A  WORLD  OF  SERVICE" 


OST  FOLKS  THINK  THAT  MONT  BLANC  IS  THE  HIGH- 
est  peak  in  Europe.  Not  so.  While  it  is  indeed  the 
monarch  of  the  Alps  at  15,771  feet  above  sea  level, 
Mount  Elbrus — 18,481  feet  high  in  Russia's  Cauca- 
sus chain — is  Europe's  tallest. 
Mont  Blanc's  grisly  distinction  is  that  more  people  have  died 
nbing  it  than  any  other  mountain — at  least  2,000  in  the  past  two 
i  a  half  centuries.  Compare  that  with  Mount  Everest,  where 
rer  than  200  climbers  have  perished  in  the  past  85  years. 
Why?  Mont  Blanc  is  a  lot  easier  to  reach.  Chamonix,  France — 
:  eclectic,  picturesque  town  at  its  foot — has  been  a  haven  for 
ropean  alpinists  for  centuries.  In  the  summer  its  population 
slis  to  100,000  from  winter's  10,000  (mostly  skiers). 
!  Many  of  the  climbers  are  amateurs  not  quite  qualified  to  tackle 
:  peak  but  drawn  to  it  by  what  looks  like  an  easy  ascent.  Mont 
nc's  summit  is  a  gentle  snow  dome,  as  benignly  appetizing  as  an 
cream  cone.  The  poet  Shelley,  however,  knew  the  truth:  "Mont 


Blanc  yet  gleams  on  high — the  power  is  there/The  still  and  solemn 
power  of  many  sights,  and  many  sounds/ And  much  of  life  and 
death."  I'm  glad  I  knew  none  of  this  before  my  own  attempt. 

During  the  day  Chamonix  is  abuzz  with  helicopters.  Our 
guide,  Kathryn  Murphy,  explained  that  if  you  get  into  trouble  up 
high  on  Mont  Blanc  or  on  any  of  the  neighboring  peaks,  such  as 
the  formidable  Dru,  it's  the  helicopters  that  evacuate  you.  In  fact, 
she  said,  it  would  be  wise  for  us  to  sign  up  for  copter  insurance,  in 
case  we  got  into  trouble.  The  $80  was  worth  the  peace  of  mind 
against  the  potential  $5,000  bill  for  an  emergency  evacuation. 

Mont  Blanc  was  first  tamed  on  Aug.  8, 1 786,  by  Michel-Gabriel 
Paccard,  a  doctor,  and  Jacques  Balmat,  a  hunter,  using  the  now- 
popular  Gouter  route.  While  technically  easy  because  of  its  grad- 
ual slopes,  the  Gouter  is  probably  the  most  dangerous  of  the  paths 
to  the  summit.  Rocks,  some  the  size  of  Volkswagen  Beedes,  fall 
randomly  along  a  section  called  the  Grand  Couloir,  and  five  to 
seven  climbers  a  season  perish  there.  Besides  rocks  you  have  the 
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Life 


THE  ADVENTURER 


Demurely  deadly:  Mont  Blanc's  benign  appearance  belies  deep  crevasses,  towering  overhangs 


risk  in  this  crowded  alley  that  some  inexperienced  hopeful  above 
you  will  lose  his  balance  and  land  on  you.  Our  guide  refused  even 
to  consider  the  Gouter;  the  last  time  she  attempted  it,  her  client  was 
struck  by  a  falling  boulder  that  shattered  his  forearm. 

No,  we  were  to  try  the  technically  more  demanding  Traverse 


of  our  crampons.  A  slip  here  could  eaj 
have  been  fatal. 

Our  final  test  was  the  rounded  dorm 
Mont  Blanc  itself,  aglow  with  oraj 
predawn  light.  Its  25-degree  slope  was  a| 
lief.  But  here,  above  15,000  feet,  the  air  \ 
thinner,  the  wind  snappier.  We  were  also  j 
ting  tired.  It  was  slow  going  now.  Step 
breath,  breath,  breath  . . .  step. 

Halfway  up,  one  of  my  companions 
tered.  Our  guide,  a  seasoned  profession 
convinced  her  to  go  on.  We  must  reach 
summit,  said  the  guide,  because  our  desc 
lay  on  the  other  side.  I  knew  this  was  n« 
sense,  having  studied  the  map.  But  my  ca 
panion  believed  it  and  rallied. 

At  9  a.m.,  trudging  laboriously, 
reached  the  summit  and  savored  our 
ward — spectacular  views  of  France,  Italy  i 
Switzerland.  The  weather  held,  and  it  \ 
all  backslaps  and  hugs  as  we  unroped  for  water,  a  quick  snack  \ 
photos.  The  famous  Matterhorn,  40  miles  away,  was  just  a  no) 
on  the  horizon. 

The  most  dangerous  part  still  lay  before  us— retracing  « 
steps  to  Cosmiques  Hut  in  the  warming  snow.  We  tapped  t 


f 


route- — up  both  Mont  Blanc 

du  racui  par,  of  .he  Mo„,  Her  client  was  STRUCK  BY  A  FALLING 

Blanc  massrf)  and  Mont  Mau-  n  _  _.  TT  -j-^-,-,-^     ■»  ■  1  1   •  f1 

dh (which means  accursed),      KOI JlJJhK  that  shattered  his  forearm. 

then  the  last  1,000  vertical  feet 

on  Mont  Blanc  proper.  In  mountaineering  circles  the  Traverse  is 
considered  an  intermediate  snow  climb,  meaning  it  requires  use 
of  an  ice  ax,  crampons  (metal  spikes  for  your  boots)  and  safety 
ropes.  The  altitude,  too,  is  intermediate.  Nonetheless  you  must  be 
in  excellent  physical  condition,  and  you  should  spend  time  in  the 
area  acclimatizing  yourself.  But  you  probably  won't  die  of  altitude 
sickness  (as  an  Everest  climber  did  in  April).  As  a  warm-up  we 
climbed  Aiguille  du  Tour,  a  mixed  rock-and-snow  peak. 

A  Traverse  attempt  starts  with  a  breathtaking  tram  ride  to 
Aiguille  du  Midi  at  12,600  feet.  Many  tourists  who  take  the  tram 
believe  that  when  they  exit  they  are  at  the  top  of  Mont  Blanc.  Not 
quite.  From  the  tram  it's  a  1,000-foot  descent  to  one's  starting 
point — the  Cosmiques  Hut,  as  civilized  an  overnight  spot  as  can 
be  found  anywhere  in  the  Alps.  We  had  warm  beds,  running  water 
and  a  dinner  of  lasagna  and  red  wine,  with  ice  cream  for  dessert. 

We  went  to  bed  early,  knowing  we  had  a  1  a.m.  wake-up  call. 
Most  of  our  ascent  would  be  made  at  night  to  assure  hard  snow, 
to  minimize  avalanche  danger  and  to  get  us  back  before  afternoon 
thunderstorms  could  strike  the  peak. 

After  breakfast  we  roped  up  and  left  at  1:30  a.m. — an  eerie 
procession  of  headlamps  making  its  way  toward  the  base  of  Mont 
Blanc  du  Tacul  With  a  maximum  steepness  of  40  degrees,  du  Tacul 
was  challeng  •  our  next  objective — Maudit — hit  60  degrees 

near  its  top,  fo     !       to  dig  into  the  snow  with  the  front  points 


crampons  with  our  ice  axes  frequei 
to  dislodge  slush.  Too  much  of  it  a 
your  boots  become  slippery.  Crevas 
we  had  passed  unseen  in  the  dark  W 
now  plainly  visible,  some  seemini 
bottomless.  Snow  overhangs  loom 
above  us.  One  such  had  killed  climb 
two  weeks  before,  said  our  guide,  wH 
part  of  it  collapsed.  We  walked  quic 
through  that  stretch. 
At  2  p.m.,  elated  but  exhausted,  we  neared  the  Cosmiques.  1 
temperature  had  risen  to  50  degrees  Fahrenheit,  and  we  were  ou 
drinking  water.  The  reflected  sun  made  us  feel  as  if  we  were  in 
oven  made  of  ice.  How-  many  climbers  had  died  here  of  thirs 
wondered?  None,  probably;  but  in  my  state  of  nervous  exhaust: 
you  would  have  had  a  hard  time  convincing  me. 

ESSENTIALS 

High  season:  July  and  August. 

Prerequisites:  intermediate  snow-climbing  skills,  first-rate  physical 
conditioning. 

Recommended  guide  service:  American  Alpine  Institute,  Bellinghan 
Wash.,  www.aai.ee;  (360)  671-1505. 

Cost  for  four  days,  with  one  guide  per  two  climbers,  not  including 
transportation  to  Chamonix:  $1,700. 
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Advertisement 


Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 

0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

®  Call  right  now  for  free  quotes 

1-800-441 -0072 


Life  Quotes,  Inc. 


Ad  Code:  FORBS  7/05 


Since  1979 


NOTE:  The  sample  Pennsylvania  female  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072  or  visit  www.Kfequotes.com 
io  obtain  life  insurance  quotes  specific  to  your  health  history  profile.  ©2005  Quotesmith.com,  Inc.,  8205  South  Cass  Avenue.  Suite  102,  Darien.  Illinois.  60561  and  Life 
Ouotes,  Inc..  32045  Castle  Court.  Evergreen,  CO  80439.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696.  MA  agent  #333509159.  Quotesmith.com,  Inc. 
Jba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712.  in  LA  under  agent  #205078.  Quotesmith.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  in  UT 
jnder  agent  #90093.  Quotesmith.com  dba  lnsure.com  and  Life  Quotes.lnc.  in  CO. 
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uxury  Yachting 


RARE  DALI  PRINTS 

If  you  own,  or  arc  considering  the  purchase 
of  a  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Eacn  print  is  fully 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dal!  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints, "  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Call  now  and  we  will  rush  you  a  free 
copv  of  "The  SalvadorDali  Collector's 
Newsletter".  ($15  per  issue) 


l-(800)  275-3254 

ask  for  Dept.  FM 

hitrW/t.»..wl-.i;*u)l-rv  i.,tm  •  PAY  XlfLMAJMWl 

Brana  Fine  Art  .  31103  Rancho  Viejo  Road  #2-193  •  San  Jaun  Capistrano,  CA  92675 


Salvador  Dali 

W 

1  v  \7w  H 

I  vyr  ■ 

A  Retrospective 
of  Master  Prints 

BBSS 


BANK  SAYS  'NO'?... 
WE  SAY  'YES!' 

We'll  pay  you  cash  for  your  company's  ongoing 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


S 


Premium  Ergonomic 
Task  Seating 

Full  features,  mesh  back 

Internet  special  -$399."" 
plus  ^O.1*  shipping 

www.e-chairusa.com 


thp  ©-choir  USA  866-474-8748 


THOUSANDS 


Businesses  For  Sale  Nationwide 
Preview  Businesses  For  Free 


^GWmerger 

If  Interested  in  Buying  or  Selling  A  Business  Call 


1-877-217-8231  or  visit 
www.gwmerger.com 


For  information  and  rates  on  advertising 
in  the  next  Forbes  Display  Classified  Section 
Call  Media  Options 
1-800-442-6441  mediopt@aol.co 


Rent  A  Greek 
Cruising  Palaa 


And  sai 
among  th  | 
,000  Greef 
island; 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY.  YOUR  OWN  ISLA> 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (tor  4.  to  200  gut 
from  60'  to  490'  and  S 1 ,500  to  $200,000  per  day  for  entire  yacht  w 
its  full  crew)  tram  VALEF  YACHTS,  agents  for  the  largest  fleer 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHU 


•  You  can  plan  your  ow  n  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  jour  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  "234  Fir  Rd.,  PO.B.  3S5.  Ambler.  PA  1901)2  Ui 
Tel:  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  INEO@VALEFVACHTS.corn  •  W  ebsite:  YALEFYACHTS.com 
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Business  Opportunities  I  Business  Opportune 


OFFSHORE 


19> 


♦Companies 
♦Banking 
♦Credit  Cards 
♦Privacy  S^V1™ 

J  Management 
(800)710-0002      Free  Brochure 
Visa/MC/Amex  wwwjssrtproCectJon.com 


Own  A 
Private  Ban 

800-733-219 


1  X  * 

f.i 

",i  oi 

0  0 
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OIL  &  GAS  10-1  ROI 

Geological  team  seeks  financial 
partner  or  broker  to  generate  drilling 
prospects  from  seismic  database. 
Will  farm  out  drilling  and  retain 
1/4  interest  in  wells.  LLC  will  match 
investment  with  assets. 
$500k  for  ownership. 
drillforgas@yahoo.com 
858-775-9897 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken  Advai 
on  an  investment  or  business  deal?  Read) 
action  and  be  compensated?  Don't  put 
money  after  bad.  No  cost  unless  we  get 

Superior  Mediation  and  Collection 
509-966-0359  FAX:  509-966-0- 


Golf  Related  Investment 
20%+  Returns 

Owner  managed  business.  Second  Stage 
Funding.  $4  million  invested. 
$25,000  min.  Investment. 
Accredited  Investors  Only. 
Call:  602-912-1667  or  email: 
info@golfstaramerica.com 
www.golfstaramerica.com 


Guess  What  Ever 
Traveler  Must  Carr 

Now  for  the  first  time  "Bottom 
Opportunities  are  open  in  a  'Bii 
Dollar  A  Year'  industry.  Call,  oi 
you  can  comfortably  invest  $14 
and  are  egar  to  earn  a  mid  six  f 
annual  income." 

Call:  888-369-164 


writers  Service...to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at...www.forbes.com/customerservice  or  call. 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


blood  sugar,  and  repairs  bad  backs  and 
shoulders.  Too  good  to  be  true?  Get  our 
free  video  and  see  for  yourself.  The  best 
proof  for  us  is  that  97%  of  rentals 
become  sales.  Please  visit  our  website  at: 
www.FastExercise.com. 


'ROM  is  the  best 
time  management 
tool  ever. " 


Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a 
fantastic  time  management 
tool.  He  saves  over  an  hour  in 
exercise  daily. 


TIME  IS  IT.  Over  92%  of  people  who  own 
exercise  equipment  and  88%  of  people  who 
own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no 
longer  hard  to  believe  for  all  the  people  who 
since  1990  have  bought  our  excellent  Range 
of  Motion  machine  (ROM).  Over  97%  of 
people  who  rent  our  ROM  for 
30  days  wind  up  purchasing  it 
based  upon  the  health 
benefits  experienced  during 
that  tryout,  and  the  ROM 
performance  score  at  the  end 
of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 
to  over  100  years  old  and 
highly  trained  athletes  as  well. 
The  ROM  adapts  its 
resistance  every  second 
during  the  workout  to  exactly 
match  the  user's  ability  to 
perform  work.  It  balances 

Order  a  FREE  video  from  www.FastExercise.com  or  call  (818)  787-6460 
Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


The  typical  ROM  purchaser 
goes  through  several  stages: 

L  Total  disbelief  that  the  ROM 
can  do  ail  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes 
hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature 
and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and 
renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the 
results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think 
you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring 
your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those 
4  minutes  per  day. 

10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 
Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM 
the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as 
from  20  to  45  minutes  aerobic  exercise  (jogging,  running, 
etc.)  for  cardio  and  respiratory  benefits,  plus  45  minutes 
weight  training  for  muscle  tone  and  strength,  plus  20 
minutes  stretching  exercise  for  limberness/flexibility. 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE, 


Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at... www.forbes.com/customerservice  or  call. ..800-888-9896 


Credit  Reports 


Unlimited  Business  Credit  Reports 

on  13  Million  U.S.  Businesses 


Our  Business  Credit  Reports 
are  perfect  for: 

•  Low-Risk  Credit  Decisions 

•  Business  Verification,  Supplier  & 
Vender  Qualification 

•  Commercial  Skip  Tracing 

•  Pre-Qualifying  Sales  Leads 

•  Profiling  Your  Customers 

•  Finding  Small  Businesses 


What  do  they  contain: 

•  Company  Name  and  Contact 
Information 

•  Years  in  Business 

•  Employee  Size  &  Sales  Volume 

•  Decision  Makers  &  Various 
Executive  Names 

•  Public  Record  Information  & 
Newspaper  Stories 

•  Business  Credit  Rating  Score 

•  And  More! 


For  a  FREE  Seven-Day  Trial,  Call  1-866-285-1056 

Creifif.net 


i  fn/oUSA  company 


571 1  S  86th  Circle  •  PO  Box  27347 
Omaha  NE  68127 

E-Mail:  customerservice@credit.net 
Internet  Credit.net 


Oregon  Desert 


WHITEHORSE  RANCH-350,000  ACRES 


Distinctly  b ■  Historic,  <  tarcgon  hiyh 
desert  ranch  63,000  •  seres  of 
deeded  Land,  remaining  acreage  BLM. 
The  ranch  is  a  classic,  old  time  cattle 
ranch.  Very  private,  sec  hided  and 
huge,  over  500  square  miles  5  homes, 
hams,  shop,  cookhouse,  airstrip  On 
going  operation  as  a  ranch  since  1869. 
Last  on  market  44  yrs  ago.  Ranch  is 
economical  to  operate  \*  ith  complete  oc 


ltrol  < 


creeks  and  only  one  neighboi 
15  miles  away  Majestic  high  desert  views,  wildlife  &  outdoor  recreation  Own 
youj  Own  environment  and  step  back  to  a  time  with  cowboys,  a  bunk  house  and 
many  miles  put  on  your  hoi^e  by  days  end.  The  ranch  you  have  dicamed  of  in 
unspoiled  ranch  country.    Real  estate  only  S^.OOO.tMM)  Also  available  turnkey. 

Contact  Ken  Bentz,  BENTZ  RANCH  REAL  ESTATE  54I-W-2133  (>H> 

>\  \*  m.w  hitchorserunch.iiifo  •  com  mbu  a  hoi  mail. com      \x ton  I  HoSun  Ran,  h 


Watches 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  3(M»  PRE-OYVNED 

ROLEX IN  STOCK 
also  Cartier,  Breitling  &  Tag 
Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwotch.com 

liih  &  ttiBsinul  Strtils,  Philo.,  PA  It  Willi  ntit«dlitMM»|w*i 


Tl  M  ES  HARES 


save  up  to.. 

70 

off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

(  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 

HOLIDAYGROUP.com/fm 


For  information  and  rates  on  advertising 
in  the  next  Forbes  Display  Classified  Sec 
Call  Media  Options 
1  -800-442-6441  mediopt@aol.Oom 


RAISING  ALPACAS  = 

World's  Finest  Livestock  Investrm 
can  return 

50%  -  75%  annualy!' 

Raising  Alpacas  for  foundation  breeding 
stock  and  fleece  is  a  sound,  renewable,  | 
long  term  multi-million  dollar  business 
can  return  huge  profit  for  many  years. 

Average  yearly  income 

per  adult  female  $10,000 

Productive  Years  15-20  yeail 

Yearly  Feed  and  Maintenance  less  than  ]| 

Labor  per  day  (herd  of  ten)  30min. 

Simple  Shelter  &  four  toot  woven  wire  tencing\ 
Clean.  Gentle,  and  easy  to  raise 
Huge  Growing  Demand  Nationwide. 
Limited  Growth  Protects  Business. 
Great  Tax  Benefits  and  Lifestyle 

HemiockJBrookJJorm 

William  or  Kenda  Stern 
473  Wolf  Run  Rd.  •  Cuba,  NY  14727 
6-372-8968  •  www.hemlockbrookalpacas.com 


Tel.  71 


Legal  Serwyjes 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Nevine  Carmelle  E.A.,  M.S.T. 

1-800-621-2920 


Capital  Available 


Florida  Real  Estate 


Sarasota  Florida 
Real  Estate  Opportunit 
Visit:  www.SeanDohertyRealtorj 

for  a  FREE  Relocation  Packag 
Century  21  Aaward  Associate 
1-800-881-3669 
ask  for  Sean  Doherty 


Investments 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Investors  Forum 


20%  Annual  Target  Return 
Investment  Certificates,  Reg  D,  Rule  5t| 
Securitized  by  raw  land,  for  reduced  risl 
Real  Estate  collateralization  provides  sll 
Watch  your  investment  Live  on  the  Int^l 
Available  for  IRA  and  quarterly  payoutl  j 
www.SecuredByProperty.com 
ROI  Financial  (800)  998-7639 


Sportswear 


Investor's  Forum 

Share  your 
investment  ideas. 

www.investorsforum.ee 


FT7Sr         T-SHIRTS  *  TANKl 
t\V^.V^V.nf  With  NIETZSCHE  J 
'_'  "WHAT DOESN'T KlLjl 
MAKES  ME  STR0\l 
CreyTs:Sl7(M,ul 
Grey  Tanks:  $15  (Mj| 
NIETZSCHE  CYM,  P.O. 
G  Y  M       Avondale  Estates,  GA '.  I 
770-7851 


Investment 


MAKE  A  DIFFERENCE! 
THRU  HOLLYWOOD 

FUND  A  FANTASTIC  FILM! 
"HUNGRY  YAK"  seeks  investors  foi| 

next  low-budget  feature. 
We  make  entertaining,  socially  consci| 
thoughtful  movies. 

Enquiries:  843-340-8105 


?3rvice...to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.. .800-888 
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DisplayClassified 


Luxury  Beach  Home 


Gulf  of  Mexico  Luxury  Home 
Holiday  Isle,  Destin  Florida 


ited  on  the  Gulf  of  Mexico,  this  luxury  home 
architecturally  designed  and  built  with  attentive 
I  to  every  phase.  It  is  one  of  the  largest  home 

on  sought  after  Holiday  Isle  in  Destin ,  boasting 

of  beach  front  on  the  gulf  and  440'deep,with 
'aid  green  waters,  sugary  white  beaches  and 
<ling  sunsets.  Undeniably  among  the  most 

tiful  beaches  in  the  world.  Elegance  abounds  from  the  gated  circular  drive  to  the  grand 
I  entrance.  Upon  entering  the  foyer  your  eyes  soar  to  the  32'  barrel  ceilings  and  beautiful 
tow  views  of  the  gulf.  Special  features  include  a  900  sf.  office/media  room.  Enjoy  the  view 
the  spectacular  open  kitchen  with  wraparound  granite  counters, which  seat  a  dozen 
y.  There  is  a  subzero  refrig. ,  triple  sink,  island  cooktop  as  well  as  counter  cooktop  with  a 
i  compactor,  ice  maker,  huge  pantry  and  alcove  which  sports  a  beverage  cooler  and  add'l. 
j.  There  are  many  upscale  features  through  out.  Destin  is  home  to  world  class  golf,  fishing 
coating  as  well  as  fine  retaurants,  and  2  nearby  airports.  The  intracoastal  is  close-in  and 
tarbor  gives  boating  entry  to  the  gulf.  Destin  is  also  home  to  many  business  leaders, 
■s,  sports  and  entertainment  celebrities.  List  Price  $10,500,000 

Offered  By  Lorraine  Johnson,  Broker 
Beach  Coast  Realty,  Inc. 
Call  for  Info:  1-850-305-3900 


ur*. 


; chard  Lehmann  is  Forbes' 
•ecret  weapon  on  bonds, 
nvertibles  and  preferreds. 

high-yielding  model  port- 
:  os  have  beaten  stocks  for 

the  last  five  years!  Let 
ihmann  show  you  how  to 
Hd  wealth  safely  with  high- 
ilding  fixed  income  securi- 
ps.  Subscribe  today  and 
receive  three  FREE 
special  reports, 
i  toll  free  1-877-733-7876  or 
;  w.fortoesnewsletters.com/lehmann 


"The  Forbes  Collector] 


Masterpiece  or  Fake? 
Bargain  or  Ripoff? 

Let  The  Forbes  Collector  teach 

you  the  difference.  From 
American  landscape  painting  to 
modem  photographs  to  baseball 
memorabilia,  The  Forbes  Collector 
will  show  you  where  the  hidden 
gems  are.  Don't  miss  this  insider's 
guide.  Subscribe  and  get  4  Free 
Reports.  Call  toll  free: 
1-877-733-7876  or  go  to 
www.forbes.com/collector 


Advertisement 


Unlimited  Sales  Leads 
&  Mailing  Lists 

12  different  databases  with  all  the  sales  leads 
and  mailing  lists  you  need! 


Business  Sales  Leads 


•  13  Million  U.S.  Businesses 

•  2.6  Million  Brand  New  Businesses 

•  11.5  Million  Executives  &  Professionals 

•  600,000  Manufacturers 

•  218,000  Big  Businesses 

•  5  Million  Small  Business  Owners 

How  does  it  work? 


Residential  Sales  Leads 

•  200  Million  People 

•  65  Million  Homeowners 

•  15  Million  New  Movers 

•  3.5  Million  New  Homeowners 

•  1 .7  Million  Bankruptcy  Filers 

•  12.5  Million  Households  with 
Children 


You  get  an  account.  You  can  select  your  criteria,  sort,  preview,  select  and 
download  your  sales  leads  &  mailing  labels  within  seconds  You  can  get  sales 
leads  and  mailing  lists  for  any  geographical  area. 

For  a  FREE  seven-day  trial,  call  Rob  Martin 
at  866-313-8321  or  visit  SalesGenie.com 


5711  S.  86th  Circle 
Omaha.  NE  68127 


Internet:  SalesGenie.com 
E-mail:  SalesGenie@mfoUSA.com 


Genie 

A  Service  of  iflfoVS^^ 


Books 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


HOW  SHALL  WE 
LIVE  OUR  LIFE? 

Brother  Lawrence  Responds. 
Written  300  Years  Ago 

...Relevant  Today. 
Brother  Lawrence  Books 

Box  1426  Mesa,  AZ  85210 
Fax:  (1)480-834-1314 


ali  Art 


Dali  Art  pdr  Sale 

Framed,  Appraised 
Value  $7.8  million 

Our  Web:  www.AnAmericanCollection.com 
Contact:  John  Escandon  321-217-8626  -  Florida 
jescandon@anamericancollection.com 
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Hawaii  Vacation  Homes 


Maui  &  Hawaii 

Private  Luxury 
^  Vacation  Homes  <v 

\j  Beachfront  Estates  &  Villas  Q 
www.TropicalVillaVacations.com 
888.875-2818  ext  202,  206, 205 


Nanotechnology  is  changing  our  world 
...  our  clothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Ifs  the  investment  opportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 
separates  the  true  leaders  from  the 
ovemyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Fbrbes.  Call  800-523-7967  or  go 
to  www.forbesvvolfe.com/frb. 
Please  use  savings  code  JNSSAVE. 


Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.. .800-888-9896 


THOUGHTS 

.  On  the  Business  of  Life 


Much  of  Europe's  press  about  our  July  4th  celebrations  for  the  rejuvenated  Statue  of  Liberty, 
as  well  as  America's  210th  birthday,  was  critical.  Among  our  guests  for  that  Great  Day  was 
a  writer  from  a  major  German  magazine,  Carl  Schmidt-Polex.  In  his  letter  to  us  he  captures  the 
spirit  of  that  July  4th:  "My  experiences  of  that  day  have  taught  me  what  the  Statue  really  means  to  Americans — 
/  now  understand  what  makes  your  nation  so  strong.  I  shall  continue  to  push  for  a  better  understanding  between 
Europe  and  that  great  nation  of  yours.  Your  hopes  and  your  ideals  are  ours,  too."    — MALCOLM  S.  FORBES  ( 1986) 


The  Declaration  of  Independence 
I  always  considered  as  a  theatrical  show. 
Jefferson  ran  away  with  all  the  stage  effect 
of  that . . .  and  all  the  glory  of  it. 

— JOHN  ADAMS 


The  American  Revolution  was  a 
beginning,  not  a  consummation. 

—WOOD ROW  WILSON 


The  citizen  who  criticizes  his  country 
is  paying  it  an  implied  tribute. 

—J.  WILLIAM  FULBRIGHT 


Patriotism  is  an  ephemeral  motive  that 
scarcely  ever  outlasts  the  particular  threat 
to  society  that  aroused  it. 

—DENIS  DIDEROT 


A  man  who  is  good  enough  to  shed  his 
blood  for  his  country  is  good  enough  to  be 
given  a  square  deal  afterwards. 

—THEODORE  ROOSEVELT 


The  layman's  constitutional  view 
is  that  what  he  likes  is  constitutional 
and  that  which  he  doesn't  like  is 

unconstitutional. 

—HUGO  BLACK 


It  seems  that  American  patriotism 
measures  itself  against  an  outcast 
group.  The  right  Americans  are  the 
right  Americans  because  they  are  not 
like  the  wrong  Americans,  who  are  not 
really  Americans. 

—ERIC  HOBSBAWM 


Don't  get  the  idea  that  I'm  one  of  those 
goddamn  radicals.  Don't  get  the  idea  that 
I'm  knocking  the  American  system. 

— AL  CAPONE 


Ours  is  the  only  country  deliberately 
founded  on  a  good  idea. 

—JOHN  GUNTHER 


Do  not  regard  the  critics  as  questionable 
patriots.  Wliat  were  Washington  and 
Jefferson  and  Adams  but  profound  critic 
of  the  colonial  status  quo? 

— ADLAI  STEVENS" 


J  like  America,  just  as  everybody  else 
does.  I  love  America,  I  gotta  say  that. 
But  America  will  be  judged. 

—BOB  DYL 


/  love  America  more  than  any  other 
country  in  this  world,  and,  exactly  for 
this  reason,  I  insist  on  the  right  to  critici 
her  perpetually. 

—JAMES  BALDW 


//  /  have  to  lay  an  egg  for  my  country, 
I'll  do  it. 

—BOB  HC 


A  Text... 

But  Godliness  with 
contentment  is  great  gain. 

—I  TIMOTHY  6: 

Sent  in  by  Doris  Bowers,  Newburgh,  Ind' 
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America's  most  advanced 
assembly  plant  is  up  and  running. 


It's  a  $1.1  billion  commitment 
to  the  American  market.  A 
state-of-the-art  factory  in 
Alabama  designed  to  deliver 
the  next  generation  of  Hyundais  as  well  as  create 
thousands  of  new  jobs.  And  it's  here  that  everything 
we  know  about  quality  and  reliability  will  find  its  way 
into  every  new  car  and  SUV  we  build.  Beginning  with 

the  totally  new,  completely 
redesigned  2006  Sonata. 
It's  a  Hyundai  like  you've 
never  seen  before. 


HYurmm 

Drive  your  way 


HyundaiUSA.com 

HYUNDAI  AND  HYUNDAI  MODEL  NAMES  ARE  REGISTERED  TRADEMARKS  OF  HYUNDAI  MOTOR  AMERICA.  ALL  RIGHTS  RESERVED.  ©2005  HYUNDAI  MOTOR  AMERICA 


HOW  CAN  WE  MAKE  SURE  INNOVATION 
DOESN'T  HAPPEN  ONLY  IN  R&D? 

HOW  DO  WE  CREATE  NEW  VALUE 
WITHOUT  CREATING  COMPLICATIONS? 

HOW  COULD  WE  TURN  VOLATILITY 
INTO  AN  ASSET? 
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On  Demand  Business  are  registered  trademarks  or  trademarks  of  International  Busir 


PREEMPTIVE  SECURITY  IS  HtRt: 


Control 


THE  FUTURE  OF  YOUR 


security 


WITH  PREEMPTIVE  PROTECTION. 


Proventia  ESP  (Enterprise  Security  Platform)  from  iSS  stops  Internet  threats  before  they  impact  your  business.  With 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  help 
regulatory  compliance  and  business  continuity.  Only  ISS  keeps  you  ahead  of  the  threat  with  preemptive  protectio| 
entire  enterprise.  Download  a  free  white  paper  at  www.iss.net/ESP/forbes,  or  call  1-800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION      I      VULNERABILITY  MANAGEMENT  I 

©2005  Internet  Security  Systems  Incorporated.  All  rights  reserved. 


MANAGED  SECURITY  SER 


www.iss.net 


^  at  your  ^ 

"^^iai5s^^  "ext  week. 


Q  Internet  |  Security  |  Systems 

Ahead  of  the  Threat 


TM 


It  took  us  125  years  to  use 
the  first  trillion  barrels  of  oil. 


We'll  use  the  next  trillion  in  30. 


So  why  should  you  care? 


Chevron 


DAVID  J.  O'REILLY 
CHAIRMAN  &  CEO 
CHEVRON  CORPORATION 


Energy  will  be  one  of  the  defining  issues  of  this  century.  One  thing  is  clear: 
the  era  of  easy  oil  is  over.  What  we  all  do  next  will  determine  how  well  we  meet 
the  energy  needs  of  the  entire  world  in  this  century  and  beyond. 

Demand  is  soaring  like  never  before.  As  populations  grow  and  economies 
take  off,  millions  in  the  developing  world  are  enjoying  the  benefits  of  a  lifestyle 
that  requires  increasing  amounts  of  energy.  In  fact,  some  say  that  in  20  years 
the  world  will  consume  40%  more  oil  than  it  does  today.  At  the  same  time, 
many  of  the  world's  oil  and  gas  fields  are  maturing.  And  new  energy  discoveries 
are  mainly  occurring  in  places  where  resources  are  difficult  to  extract, 
physically,  economically  and  even  politically.  When  growing  demand  meets  tighter 
supplies,  the  result  is  more  competition  for  the  same  resources. 

We  can  wait  until  a  crisis  forces  us  to  do  something.  Or  we  can  commit  to  working 
together,  and  start  by  asking  the  tough  questions:  How  do  we  meet  the  energy 
needs  of  the  developing  world  and  those  of  industrialized  nations?  What  role  will 
renewables  and  alternative  energies  play?  What  is  the  best  way  to  protect  our 
environment?  How  do  we  accelerate  our  conservation  efforts?  Whatever  actions 
we  take,  we  must  look  not  just  to  next  year,  but  to  the  next  50  years. 

At  Chevron,  we  believe  that  innovation,  collaboration  and  conservation  are  the 
cornerstones  on  which  to  build  this  new  world.  We  cannot  do  this  alone. 
Corporations,  governments  and  every  citizen  of  this  planet  must  be  part  of  the 
solution  as  surely  as  they  are  part  of  the  problem.  We  call  upon  scientists 
and  educators,  politicians  and  policy-makers,  environmentalists,  leaders  of 
industry  and  each  one  of  you  to  be  part  of  reshaping  the  next  era  of  energy. 
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IPS  is  doing  a  lot  more 
r  us  than  I  ever  thought 
shipping  company  could. 
2  get  it  all  under  one 
ibrella  -  all  under  UPS." 

—  Daniel  Gonzalez, 
Precision  Dynamics 
plant  manager 


only  company  with  the  integrated 
solution  Precision  Dynamics  was 
looking  for. 

After  working  with  Precision  Dynamics 
to  understand  their  business,  UPS 
helped  them  integrate  UPS  Trade 
Direct51'1  Cross  Border  into  their 
day-to-day  shipping  schedule.  Since 
using  Trade  Direct  Cross  Border,  the 
company  has  cut  two  days  off  transit 
times  between  its  Tijuana  factory  and 
U.S.  customers.  And  it's  dramatically 
reduced  Gonzalez's  to-do  list. 

"UPS  Trade  Direct5"  really  does  offer  a 
one-stop  solution,"  explains  Gonzalez. 
"We  just  call  UPS,  and  they  take 
care  of  everything.  They  pick  up  at 
our  door, every  morning  and  they 
take  care  of  all  the  logistics,  the 
customs  brokerage,  the  warehousing 
and  make  the  final  delivery  to  the 
customer  —  on  time." 

UPS  also  provides  Precision  Dynamics 
and  their  customers  tracking  visibility 
from  origin  to  destination,  which 
takes  the  worry  out  of  shipping.  Best 
of  all,  says  Gonzalez,  is  the  feeling  of 
trust  he  gets  from  working  with  UPS. 
"What  I  like  about  UPS  is  their  ability 
to  instill  confidence  in  their  customers. 
Everybody  knows  UPS,  its  excellent 
reputation  and  track  record.  They 
give  us  confidence  that  our  shipment 
is  going  to  be  there,  on  time,  so  we 
can  focus  on  growing  our  business." 
Which  gives  Precision  Dynamics  a 
valuable  advantage  in  the  competi- 
tive market  they  face  every  day. 


ve  market  with  two 
ands:  operational  ef- 
•critical  deliveries. 

manufacturer  of 
entification  wristbands, 
n  Dynamics  pioneered 
revolutionary  barcode  and  radio 
frequency  identification  wristband 
systems  that  provide  total  accuracy 
and  superior  security.  Customers 
include  hospitals,  law  enforcement 
agencies  and  event  planners,  their 
largest  client  category. 

"The  majority  of  our  business 
caters  to  customers  with  date- 
sensitive  events,"  says  plant  manager 
Daniel  Gonzalez.  "We  need  to  make 
sure  our  product  gets  there  on 
time,  every  time.  It's  part  of  our 
mission  statement."  In.  most  cases, 
a  late  shipment  is  a  worthless  ship- 
ment, and  at  the  same  time,  cost  is 
always  a  factor. 

To  stay  ahead  of  their  competition, 
Precision  Dynamics  opened  a  state- 
of-the-art  manufacturing  facility  in 
Tijuana,  Mexico.  While  this  helped 
achieve  the  goal  of  operational 
efficiency,  it  presented  a  challenge 
to  the  company's  mandate  of 
on-time  delivery. 

According  to  Gonzalez,  their  great- 
est obstacle  since  adding  the  Mexico 
operation  was  solving  logistical 
issues  around  shipping  and  delivery. 
Fortunately,  the  help  they  needed 
was  close  at  hand.  After  putting 


the  business  out  to  bid,  it  quickly 


The  all-new  Audi  A3.  Greater  than  either/or 
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ATTENTION: 


There's  no  reason  to  choose  between  fast  and  efficient.  The  A3  is  both.  With 
a  200  hp  engine  that's  the  first  to  combine  the  efficiency  of  FSI®  Direct  Injection 
with  the  added  punch  of  turbocharging,  it's  ahead  of  the  curve,  in  concert 
with  dual-clutch  DSG™  technology,  which  provides  lightning-fast  shifting  from 
gear  to  gear,  compromise  is  unnecessary.  It's  greater  to  lead  than  follow. 
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Biochemists,  do 


South  African  AIDS  clinic 


An  Ounce  of  Prevention 

tors  and  entomologists  are  all  being  drafted  in  the  fight  again 
malaria  and  AIDS,  as  Elizabeth  Corcoran  says  in  her  article  (s 
p.  64)  on  the  Gates  Foundation.  Also  being  brought  to  bear  is  tl 
work  of  economists.  What  do  they  have  to  contribute?  A  goo 
rationale  for  putting  philanthropic  dollars  into  vaccines  in  prefe, 
ence  to  drugs.  Economic 
thinking,  in  fact,  seems 
to  be  behind  Bill  Gates' 
current  emphasis  on 
vaccine  research. 

In  a  National  Bureau 
of  Economic  Research 
paper,  Michael  Kremer 
of  Harvard  and  Christo- 
pher Snyder  of  Dart- 
mouth explain  why  it  is 
that  drug  companies,  ab- 
sent a  nudge  from  a  sub- 
sidy, favor  research  on  drug  treatments  over  research  on  vaccina 
Here,  simplified,  is  their  argument.  Suppose  that  in  a  populatio 
of  100,  90  people  are  at  low  risk  (say,  10%)  of  contracting  All) 
while  10,  because  of  their  lifestyles,  are  certain  to  get  it.  And  let 
suppose  that  everyone  values  his  life  at  $1  million.  The  most  re* 
enue  that  can  be  extracted  from  a  vaccine  is  $10  million.  The  iri 
ventor  can  either  price  it  at  $1  million  and  sell  to  the  high-ri$ 
population  only,  or  price  it  at  $100,000  and  sell  to  everybody.  | 
it  costs  $15  million  to  develop  the  vaccine,  it  never  gets  made. 

A  drug,  though,  would  be  more  remunerative.  Priced  at  S 
million,  it  would  garner  revenue  of  $19  million,  since  it  could  tj 
sold  not  only  to  the  10  high-risk  patients  but  also  to  the  9  of  th 
90  low-risk  ones  who  come  down  with  the  disease. 

A  key  assumption  here  is  that  the  drug  company  is  unabl 
to  engage  in  price  discrimination.  If  it  could  charge  $  1  miliioj 
to  the  high-risk  population  while  giving  other  customers 
break,  then  it  could  afford  to  put  more  than  $10  million  intj 
vaccine  development. 

The  economists  are  telling  us,  then,  that  it's  better  to  subsidy 
vaccines  than  drugs,  in  order  to  undo  the  drug  industry  bias  ii 
favor  of  drugs.  They  are  also  saying  that  price  discriminatioil 
whether  to  take  advantage  of  differences  in  patients'  risks  or  dil 
ferences  in  their  ability  to  pay,  is  not  such  a  bad  thing.  If  a  dm 
manufacturer  charges  more  for  an  AIDS  treatment  in  Brazil  tha 
in  Uganda,  or  more  in  the  U.S.  than  in  Brazil,  that  may  be  to  th 
long-run  benefit  of  patients  on  both  continents.  Price  discriiru 
nation  boosts  the  funding  for  medical  research. 

"This  is  something  that  is  well-known  to  economists,"  saj( 
professor  Snyder.  "But  politicians  have  just  the  opposit 
intuition." 

If"  EDITOR 


22     FORBES"  July  25,  2005 


]  E  1/8™  WO N  D E R  OF  THE   lf  you  were  to  design  the  ideal  fractional 

aircraft  ownership  program,  what  would  it 


WORLD. 


look  like?  It  would  offer  the  widest  range  of 
private  jet  types  to  meet  your  individual 
needs.  It  would  have  the  largest  fleet  of  jets, 
allowing  you  to  travel  on  your  schedule.  It 
would  have  the  most  experienced  and  well- 
trained  pilots.  It  would  allow  you  to  fly  with 
exacting  standards  everywhere  in  the  world.  It 
would  have  the  commitment  and  financial 
resources  to  pursue  the  best  in  safety,  service 
and  reliability.  It  would  be  Netjets.®  With  14 
different  aircraft  types,  over  500  jets,  250,000 
flights  per  year  to  over  140  countries,  and  the 
backing  of  Berkshire  Hathaway,  the  Netjets 
experience  is  difficult  to  replicate.  Travel  on 
your  terms,  talk  to  the  leader. 


1-877-356-0754    |  www.netjets.com/fb5 
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©  2005  Netjets  Inc.  Netjets  is  a  Berkshire  Hathaway  company. 


DIVERSIFY  YOUR  PORTFOLIO 
WITH  100  OF  NASDAQ'S  LARGEST 
NONFINANCIAL  COMPANIES  > 

Microsoft  •  QUALCOMM  •  eBay  •  Intel  •  Cisco 
Systems  •  Nextel  Communications  •  Dell  •  Amgen 

•  Apple  Computer  •  Starbucks  •  Oracle  •  Comcast 

•  Yahool  •  Biogen  Idee  •  Maxim  Integrated 
Products  •  Symantec  •  lAC/lnterActiveCorp  • 
Electronic  Arts  •  Genjyme  •  Research  in  Motion 

•  Bed  Bath  &  Beyond  •  Linear  Technology  • 
Biomet  •  PACCAR  •  Apollo  Group  •  Gilead 
Sciences  •  Applied  Materials  •  Adobe  Systems  • 
PeopleSoft  •  Teva  Pharmaceutical  Industries  • 
Xilinx  •  Network  Appliance  •  VERITAS  Software' 

•  Paychex  •  Costco  Wholesale  •  Staples  • 
KLA-Tencor»  Sirius  Satellite  Radio  •  Amazon.com 

•  Altera  •  Intuit  •  Fiserv  •  Juniper  Networks  • 
Sears  Holdings  •  Cintas  •  Marvell  Technology 
Group  •  Autodesk  •  Flextronics  International 

•  XM  Satellite  Radio  Holdings  •  Liberty  Media 
International  •  Chiron  •  VeriSign  •  Broadcom  • 
Sun  Microsystems  •  Wynn  Resorts  •  EchoStar 
Communications  •  Medlmmune  •  MCI  • 
NTL  •  Check  Point  Software  Technologies 

•  Siebel  Systems  •  Garmln  •  Whole  Foods 
Market  •  CDW  •  LM  Ericsson  Telephone  • 
Expeditors  International  of  Washington 

•  Patterson  Companies  •  Citrix  Systems  • 
Express  Scripts  •  PETsMART  •  JDS  Uniphase 

•  Comverse  Technology  •  Pixar  •  ATI 
Technologies  •  Smurfit-Stone  Container 

•  C.H.  Robinson  Worldwide  •  Fastenal  • 
Sanmina-SCI  •  Microchip  Technology  • 
DENTSPLY  •  Lincare  Holdings  •  Sigma-Aldrich 

•  Lam  Research  •  Ross  Stores  •  Mercury 
Interactive  •  American  Power  Conversion  • 
Novellus  Systems  •  Millennium  Pharmaceuticals 

•  Career  Education  •  Lamar  Advertising  • 
SanDisk  •  QLogic  •  BEA  Systems  •  Invitrogen 

•  Dollar  Tree  Stores  •  Molex  •  Synopsys  • 
Intersil  •  Level  3  Communications  •  Tellabs 

QQQ  NASDAq-ioo 

^>  I  S  YMBQL:       Q   Q   Q  Q 


An  investor  should  consider  investment 
objectives,  risks,  charges  and  expenses 
carefully  before  investing.  To  obtain  a 
prospectus,  which  contains  this  and  other 
information  about  QQQ,  a  unit  investment 
trust,  please  call  888.627.3837.  Read  the 
prospectus  carefully  before  investing. 
ALPS  Distributors,  Inc.,  a  registered 
broker-dealer,  is  distributor  for  QQQ. 


QQQ:   WHAT'S  AN  ETF? 

WHAT  ARE  ITS  BENEFITS? 

AND  HOW  CAN  IT  ENHANCE  MY  PORTFOLIO 

An  exchange-traded  fund  (ETF)  is  a  single  security  that  tracks  the 
formance  of  an  index,  such  as  the  NASDAQ-100  Index*  or  the  NASI 

Composite  Index*' 

There  can  be  many  benefits  to  purchasing  an  ETF.  By  tracking  an  in) 
ETFs  give  you  exposure  to  many  companies.  In  the  case  of  broad-bal 
ETFs,  you  are  invested  in  many  industries  with  the  purchase  of  just 
security.  But  diversity  is  just  the  beginning.  Also,  ETFs  are  often 
cost,  tax-efficient  and  offer  great  trading  flexibility;  of  course,  ordil 
brokerage  commissions  apply. 

Some  investors  use  ETFs  as  a  major  focus  of  their  portfolio  beca 
they  are  a  good  tool  for  long-term  investments.  The  instant  divers! 
tion  they  provide  can  support  a  less  active  management  style  for  ni 
investors.  Other  investors  use  ETFs  more  actively  as  hedging  tql 
They  can  be  sold  short  to  hedge  a  core  stock  portfolio  or  interest  I 
fluctuations.  ETFs  are  subject  to  risks  similar  to  stocks,  including  thl 
regarding  short  selling  and  margin  account  maintenance. 

Investors  also  may  wish  to  talk  to  their  tax  advisors  about  moving  t| 
mutual  funds  to  ETFs  during  tax  wash  sales.  Based  on  specific! 
circumstances,  an  investor  sometimes  may  be  able  to  sell  a  securitjl 
mutual  fund  that  is  underperforming  and  claim  a  tax  loss,  but  keep! 
investment  in  that  sector  by  investing  in  an  ETF  that  tracks  the  9 
index. 

Whether  you  are  a  long-term  investor  looking  for  lower  costs  and  Id 
capital  gains  taxes,  or  an  active  investor  looking  for  hedging  and  c 
flow,  ETFs  can  enhance  your  portfolio.  To  learn  more  about  ETFs,  j| 
the  ETF  tutorial  at  www.Forbes.com/ETF 
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When  you  invest  in  QQQ,*  you're  buying  100  of  NASDAQ's  largest  nonfinancial 
companies,*  all  in  one  share.  QQQ  gives  investors  both  diversity  and  liquidity. 
And  while  QQQ  is  subject  to  risks  similar  to  stocks,  including  those  regarding 
short  selling  and  margin  account  maintenance,  it  is  both  tax-efficient  and 
low-cost,  though  ordinary  brokerage  commissions  apply.  No  wonder  QQQ  is 
the  most  actively  traded  ETF  in  the  world.  To  learn  more,  call  888.627.3837  or 
visitwww.nasdaq.com/qqq.  km  .. 

QQQ  NASDAq-lOO 

'symbol-.  qqqq 


tracks  the  NASDAQ-100  Index"  The  NASDAQ-100  Index  is  comprised  of  100  of  NASDAQ's,  largest  nonfinancial  companies  based  on  their  market  capitalization. 

nvestor  should  consider  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  To  obtain 
>spectus,  which  contains  this  and  other  information  about  QQQ,  a  unit  investment  trust,  please  call  888.627.3837.  Read  the 
pectus  carefully  before  investing. 

AQ.  NASDAQ-100  Index,  NASDAQ-100  Index  Tracking  Stock  and  QQQ  are  registered  trademarks  of  The  Nasdaq  Stock  Market,  Inc.  and  have  been  licensed  for  use  bv 
AQ  Global  Funds,  Inc.,  QQQ's  sponsor.  NASDAQ  makes  no  representation  regarding  the  advisability  of  investing  in  QQQ  and  makes  no  warranty  and  bears  no  liability 
jspe.ct  to  QQQ,  the  NASDAQ-100  Index,  its  use  or  any  data  included  therein. 

5  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  QQQ.  ©2005  The  Nasdaq  Stock  Market,  Inc.  All  Rights  Reserved. 


President  and  Editor-in-Chief  Steve  Forbes 
Chief  Operating  Officer  Timothy  C.  Forbes 
Chairman  Caspar  W.  Weinberger 

President  and  Publisher-Forbes  Magazine  Group  fames  S.  Berrien 
Vice  Chairman  Christopher  Forbes 
Croup  Vice  President-Editorial  lames  W.  Michaels 
Publisher-Forbes  Magazine  Rich  Karlgaard 
President-Forbes  Global,  Forbes  FYI  Robert  L.  Forbes 
Chairman-Forbes  Global  Brian  Mulroney 
Executive  Vice  President  Electronic  Publishing 
James  Spanfeller 

Executive  Vice  President-Chief  Financial  Officer: 

Sean  P.  Hegarty 

Senior  Vice  President-General  Counsel  and  Secretary: 

Tcrrence  O'Connor 

Senior  Vice  President-General  Manager:  Scott  E.  Masterson 

Senior  Vice  President-Corporate  Communications: 

Monie  Begley  Feurey 

Vice  President-Treasurer:  Philip  E.  Reville 

Vice  President  Marketing:  Deborah  Himmelfarb 

Vice  President-The  Forbes  Collections:  Margaret  Kelly  Trombly 

Vice  President-Business  Development:  Miguel  Forbes 

Controller:  Thomas ).  Callahan 

Director  of  General  Services:  Gary  Prasto 

Director  of  Human  Resources:  Margaret  Williams  l  oft  us 

Director  of  Knowledge  Management  Anne  P.  Mintz 

Group  Director  of  Production  and  Manufacturing:  Elaine  Y.  Fry 

Group  Director  of  Circulation:  Nina  M.  LaFrance 

Director  of  Distribution:  Edward  Conrad 

Director  of  Protocol:  Cathi  Culbertson 

Director  of  Project  Management  Amy  C.  Berretta 

Director  of  Consumer  Marketing:  Carolyn  Topak 

Director  of  Consumer  Business:  lamie  A.  Fallon 

Director  of  Information  Technology:  Robert  Cacace 

Director  of  Information  Systems:  Christopher  A.  Herring 

Vice  President-Advertising :  Kevin  Gentzel 

Group  Advertising  Director  East  Jennifer  Giampietro  Cooke 

Group  Advertising  Director  Midwest  Mike  Woods 

Group  Advertising  Director  West  Frank  Thorn 

New  York:  Felix  DiFilippo,  Richard  J.  Eydt,  Moira  Forbes, 

Vicki  King,  Sherry  Phillips,  Diantha  W.  Redd,  Hayley 

Romer,  Frank  W.  Rosa 

Boston:  Gary  Manis,  Mgr. 

Chicago:  William  J.  Powers  Jr.,  Mgr.;  James  W.  Wall 

Detroit  Shauna  Haras,  Mgr. 

Washington,  D.C.:  C.  David  Pinkerton  Jr.,  Mgr. 

Dallas:  Tyler  Kelly,  Mgr. 

Los  Angeles:  Jill  S.  Harris,  Mgr.;  Lisa  K.  Carden 

Silicon  Valley:  Chesley  Bohac,  Denyce  Kehoe, 

Chris  Litchfield 

International:  lames  W.  LaCirignola,  Executive  Dir. 
International  Special  Projects;  Christian  M.  Frost 

Vice  President  Corporate  Sales  John  Weisgerber 
Vice  President  Sales  Development  Edward  Z.  Hughes 
Special  Projects  &  Development  Peter  T.  Malloy,  Director 
Econ.  Dev.;  Carol  Nelson,  Special  Sections  Director; 
Selden  Blommer,  Corporate  Integration  Director 

Vice  President  Managing  Director  Europe, 
Publisher  Forbes  Global:  Robert  A.  Crozier 
London:  Juanita  Caspari,  Sam  Davies,  Regional  Sales 
Directors/Europe;  Liz  Humble,  U.K.  Sales  Manager 

Vice  President  Managing  Director  Asia- 
William  Adamopoulos 
Tokyo:  Hiroyuki  Nakagawa,  Japan  Director; 
Toshiaki  Iizuka,  Japan  Advertising  Sales  Director 
Hong  Kong:  Pauline  Seow,  Eva  Cairns,  Regional  Sales 
Directors 

Singapore:  I oyce  Lim,  Serene  Lee,  Regional  Sales  Directors 

Marketing:  Executive  Marketing  Director: 
Nancy  Bensimon; 

Research  Director:  Linda  Lawrence; 
Marketing  Director:  Joshua  M.  Kruter; 
Merchandising  and  Events  Director:  Karen  Moroney; 
Design  Center  Creative  Director:  Susanne  Preinfalk; 
Director  of  Media  Strategies:  Andrea  Sontz 
Communications: 

Corporate  Communications  Director:  Laurie  Baker; 
Internal  Communications  Director:  Diane  Reeves 
Forbes  Custom  Media: 

)eff  Reilly,  General  Manager 

Forbes  Conference  Group: 

Kendall  Crolius,  VP/GM 

Forbes  Newsletter  Group: 

Matthew  Schifrin,  VP/Editor 
Forbes  Investors  Advisory  Institute: 

Wallace  Forbes,  President;  Vahan  Janjigian,  Vice  President 

Advertising  Business:  Brandon  Russell,  Mgr.;  Ivette  Reyes 


Readers  Say 


Sex  and  the  Dollar 


MHp^^^H  "The  Celebrity  100"  (July  4,  p.  102)  shows  us  that  the 
gender  pay  gap  is  alive  and  well,  even  at  the  highest 
levels  of  achievement.  Only  2  of  the  top  10  and  7  of 
^J^^B$m  the  top  50  earners  are  women,  while  16  of  the  bot- 
tom  25  are  female.  In  sports  the  gap  between  Tiger 
ft  v   j^^fA^t   Woods,  the  highest-earning  male,  and  Maria  Shara- 
gKttgB   pova,  the  highest  female,  is  a  whopping  80%.  The 
U  gender  pay  gap  in  acting  is  45% 
(Will  Ferrell  vs.  Drew  Barry- 
more),  with  nine  other  men  ahead  of  Barrymore. 
Book  writing?  A  33%  disparity.  Women  can  forget 
about  reaching  the  top  in  directing,  producing  or 
speaking  altogether,  since  no  females  even  made 
the  list.  If  not  for  Oprah  and  Madonna,  men 
would  have  swept  every  individual  category.  It's 
hard  to  believe  this  pay  gap  is  due  to  a  talent  gap. 

MARTHA  BURK 
Chair 

National  Council  of  Women's 
Organizations 
Washington,  D.C. 


Reuters  Revived! 

What  "Reviving  Reuters"  (July  4,  p.  94) 
utterly  fails  to  capture  is  the  reality  of 
Reuters  today,  a  reinvigoration  that  has 
led  to  a  400%  stock  price  rise  and  the 
highest  shareholder  return  by  any 
major  U.K.  company  last  year.  You  note 
the  views  of  only  one  customer, 
Michael  Powell  at  HSBC,  based  on  his 
experiences  four  years  ago — a  long 
time  in  financial  services.  Reuters'  clear 
strategy  has  driven  up  its  share  price 
and  encouraged  financial  analysts  to 
upgrade  our  stock.  Of  the  21  analysts 
who  cover  us,  19  currently  have  a  posi- 
tive recommendation.  We  have  just 
had  our  best  sales  quarter  in  the  last 
five  years. 

SIMON  WALKER 
Director,  Corporate  Marketing  & 
Communications,  Reuters 
London 

Roiled  Over  Royalties 

In  "Picking  Patrons'  Pockets"  (June 
20,  p.  167)  you  write  about  the 
forthcoming  adoption  in  the  U.K.  of 
the  European  Artist's  Resale  Right 


Directive,  which  will  provide  a  roya 
for  artists  when  their  original  < 
works  are  resold  by  an  art  gallei 
auction  house  or  dealer.  Contrary 
what  the  story  says,  artists  are  not  at 
to  waive  or  assign  their  rights. 

JOANNA  CA^ 
Chief  Executt 
Design  &  Artists  Copyright  Socie 
Londk 

Or  Was  It  the  Other  Way  Arounc 

"Flattened  by  the  Curve"  (Apr.  I 
p.  124)  should  have  stated  that  hed 
funds  that  borrowed  short  term  abro; 
to  finance  long  Treasury  purchases  w 
be  harmed  as  the  dollar  weakens,  n 
strengthens.  In  "It  Paid  to  Cheat"  (Mi 
9,  p.  138)  we  said  that  Computer  Ass< 
ciates  restated  revenue  $2.2  billic 
lower.  The  restatement  shifted  revenu 
from  year  to  year  but  did  not  low 
them  overall. 
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inspired  by  the  human  side  of  data.  There's  more  to  GPS  navigation  systems  than  just  roa 
it's  the  freedom  to  find  exactly  what  you  want,  even  in  an  urban  jungle.  That's  why  durable 
hi  hard  disk  drives  are  perfect  for  the  automotive  industry,  and  hungry  drivers.  From  the 
lest  Microdrive®  to  the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


iiyourdata.com 


HITACHI 

Inspire  the  Next 


NETWORK 

The  largest  and  fastest 
national  wireless  data  network. 
The  largest  U.S.  provider  on 
the  global  standard. 


EXPERTISE 

Our  people  and  partners 
make  wireless  work  for 
more  businesses  than  any 
other  wireless  carrier. 


APPLICATIONS 

The  broadest  and  deepest 
portfolio  of  wireless 
business  solutions. 


SERVICE 

24/7  enterprise-gra< 
support.  And  a  sei 
staff  dedicated  sol< 
business  people 


s 


this  very  second 


helped  FedEx 
deliver  absolutely,  positively  faster. 

Cingular  connected  the 
FedEx  Ground  package 
tracking  system  to 
the  ALLOVER™ network, 
the  largest  digital  voice 
and  data  network 
in  America.  FedEx 
customers  can  now 
track  their  packages 
online  in  real-time.  With  its  advanced  network,  Cingular  provides  greater 
efficiency  to  its  customers  and  even  greater  satisfaction  to  theirs. 


CINGULAR    MAKES     BUSINESS     RUN  BETTE 


X  cingular 

raising  thebarr.iill 

Find  out  how  Cingular  can  make  your  business  run  better: 
CALL  your  account  representative   -or-    CLICK  cingular.com/businessleader 

(Singular's  ALLOVER  data  network  covers  over  250  million  people  and  is  growing. 

Coverage  is  not  available  in  all  areas.  Global  coverage  based  on  coverage  in  174  countries.  Fastest  claim  compares  (Singular's  measured  speed  of  its  EDGE 
network  to  other  carriers'  speed  claims  for  their  national  data  networks.  All  marks  property  of  their  respective  owners.  ©2005  Cingular  Wireless.  All  rights  reserved. 
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ct  and  Comment 

teve  Forbes,  editor-in-chief 

h  all  thy  getting  get  understanding' 


Get  Movin'  on  Trade— or  Else! 


TOTE  HOUSE  HAD  BETTER  JUMP-START  THE  DOHA  ROUND 
ie  talks.  It  must  give  the  process  a  sense  of  urgency,  just  as 
finally  done  with  the  small  but  symbolically  important 
al  American  Free  Trade  Agree- 
(Cafta).  Otherwise,  for  the  first 
since  the  Second  World  War,  a 
global  trade  initiative  could  fal- 
ereby  giving  antigrowth,  politi- 
estabilizing  protectionist  forces  a 
lease  on  life. 

obal  trade  negotiations  are  be- 
lg  a  more  laborious  process, 
>  to  the  scores  of  nations  involved, 
en  so,  this  round  has  been  partic- 
cumbersome  because  of  strategic 
ces  made  by  both  developed  and 
iping  countries,  particularly  in  the  always-sensitive  area  of 
lture.  Only  recendy,  for  instance,  have  negotiators  come  up 
complex  formula  for  putting  an  economic  value  on  the 
:  particular  agricultural  tariffs.  This  technical,  tedious  piece 
iness  shouldVe  been  wrapped  up  a  couple  of  years  ago. 
hy  the  urgency?  President  Bush's  fast-track  authority 
s  in  the  middle  of  2007.  This  authority  forces  Congress  to 
n  a  trade  bill  on  an  up-or-down  basis — no  amendments 


The  Senate  Finance  Committee  meets  in  1929  to 
draft  the  Smoot-Hawley  Tariff —a  bill  that  would 
smash  the  U.S.  economy,  and  everyone  else's,  too 


cheese  of  the  legislation,  with  exemptions  and  amendments. 
Assuming  negotiators  can  even  come  up  with  a  breakthrough 
general  framework  for  a  new  agreement  involving  services, 
agriculture  and  industrial  products,  it 
will  take  at  least  another  year  to  trans- 
late these  generalities  into  technical 
language.  Thus,  the  trade  ministers' 
meeting  in  Hong  Kong  in  December 
has  taken  on  particular  importance. 
Despite  this  make-or-break  deadline, 
considerable  progress  still  has  to  be 
made  on  a  variety  of  trade  issues. 

If  a  general  agreement  on  tradeoffs 
and  concessions  on  the  major  issues 
hasn't  been  reached  by  then,  there's  no 
way  a  comprehensive  package  can  be 
prepared  that  could  clear  Congress  before  the  President's  spe- 
cial authority  runs  out.  Remember,  that  authority  cleared  the 
House  of  Representatives  by  just  one  vote  in  2002. 

Iraq  gets  the  headlines  today.  But  as  the  Smoot-Hawley 
Tariff,  signed  into  law  by  President  Herbert  Hoover  75  years 
ago — whose  passage  through  Congress  precipitated  first  the 
stock  market  crash,  next  the  Great  Depression  and  then,  of 
course,  WWII — demonstrates,  trade  policy  can  cause  political 


tted.  Without  it,  affected  industries  would  make  Swiss     catastrophes  that  would  make  Iraq  look  like  a  sideshow. 

Making  Mexico  the  Latino  Tiger 


Cost  to  start  a  business 

(%  of  income  per  capita) 


SN'T  MEXICO— WHICH  HAS  VIRTUALLY  FREE  ACCESS  TO 
S.,  the  world's  largest  and  most  productive  market — 
lg  faster?  Why  isn't  Mexico  undergoing  the  kind  of  heady 
sion  that  China,  India  and  many  other  rapidly  advancing 
s  are  experiencing?  Instead,  Mexico's  average  growth  rates 
anemic  3%.  Astonishingly,  28% 
abor  force  is  now  in  the  U.S. — 
or  illegally. 

ie  critical  reason:  Mexico  still 
es  its  economy  with  excessive, 
i-stifling  regulation.  If  we  want 
uce  the  flow  of  illegal  immi- 
;  from  our  southern  neighbor, 
xild  be  strongly  urging  its  gov- 
:nt  to  enact  institutional  reforms 
ould  unshackle  its  economy  and 
y  put  Mexico  in  the  forefront  of  fast-growth  nations, 
ie  World  Bank  has  a  project  that  studies  the  barriers  to 
h  in  less-developed  countries.  It  is  called,  appropriately 


15.7 


16.5  167 


1.0 

Canada  Chile 


Source:  World  Bank. 


enough,  "Doing  Business  in  2005:  Removing  Obstacles  to 
Growth."  The  survey  measures  regulatory  costs  in  145  coun- 
tries, covering  seven  areas:  starting  a  business;  hiring  and  firing 
workers;  registering  property;  getting  credit;  protecting 
investors;  enforcing  contracts;  and  closing  a  business. 

The  profile  of  Mexico  was 
directed  by  respected  economist 
Simeon  Djankov,  and  it  is  eye-open- 
ing. In  Mexico,  for  instance,  it  takes 
at  least  58  days  to  start  a  business, 
compared  with  5  in  the  U.S.,  3  in 
Canada  and  27  in  Chile.  Mind  you, 
this  is  only  the  process  of  getting  all 
the  legal  permissions  needed  to 
launch  a  business.  The  cost  of  start- 
ing a  business  as  a  percent  of  per 
capita  income  is  even  more  startling— 16.7%  in  Mexico  versus 
1 1.7%  in  Brazil,  10%  in  Chile  and  0.6%  in  the  U.S. 

The  study  is  most  revealing  in  noting  how  destructive  Mexico's 


China  Argentina  Spain  Mexico 
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labor  laws  are.  One  example  is  the  "Rigidity  of  Employment 
Index,"  which  measures  between  0  (the  best)  and  100  (the  worst) 
the  difficulty  in  hiring  and  firing  workers,  and  also  measures  man- 
dated benefits,  such  as  vacations,  and  restrictions  on  working 
hours.  Mexico's  score  is  a  business-killing  72  versus  Argentina's  51, 
Chile's  19  and  the  U.S.'  3.  The  cost  of  letting  a  worker  go  in  Mexico 
is  equivalent  to  83  weeks  of  the  worker's  wages;  this  covers  sever- 
ance pay,  fines  or  penalties  to  the  government  and  the  costs 
involved  in  meeting  advance-notice  requirements.  In  Chile  the 
comparable  number  is  51  weeks;  Gmada,  28;  the  U.S.,  8.  (In  New 
Zealand,  by  the  way,  it's  0!)  Mexico  also  severely  lags  other  countries 
in  the  time  it  takes  to  register  property  and  in  the  cost  of  doing  so. 


As  the  World  Bank  notes:  "Over  the  short  term  Me) 
should  focus  on  streamlining  business  registration  requirem 
[and)  cutting  the  time  and  cost  of  property  registration,  as 
as  on  cutting  fees  and  upgrading  technology  for  registering 
lateral.  [Over]  the  long  term,  Mexico's  priorities  [shoulJ  be 
improve  the  flexibility  of  its  labor  regulations  and  conti 
enforcement  performance." 

Other  factors,  such  as  a  flawed  monetary  policy  that  burc 
businesses  with  unnecessarily  high  interest  rates,  hurt  Mexio 
well.  Mexico  is  also  in  dire  need  of  a  Hong  Kong-style  incc 
tax  system  for  individuals  and  businesses.  These  unglamor 
but  critical  institutional  barriers  need  immediate  attention. 


Resurrecting  Europe 


THE  FAILURE  OF  THE  EUROPEAN  UNION'S  MISBEGOTTEN  CON- 
stitution  to  win  ratification  is  a  blessing.  It  means  that  Europe's 
long-term  economic  prospects  have  brightened.  Leaders,  such  as 
Britain's  Tony  Blair,  can  now  renew,  revitalize  the  EU's  original 
mission — to  liberalize  trade  and  encourage  the  freer  flow  of 
goods,  services,  capital  and  people  within  the  union.  The  French 
saw  die  constitution  as  a  means  of  establishing  a  bureaucratic  ver- 
sion of  Charlemagne's  9th-century  empire.  It  was  a  preposterous 
fantasy  and,  ultimately,  a  destructive  one.  The  people  of  Europe 
have  no  intention  of  being  ruled  by  corrupt,  unaccountable, 
unelected  bureaucratic  elites  ensconced  in  Brussels.  Much  of 
Europe  is  mired  in  economic  stagnation,  which  has  made  people 
fearful  of  the  future  and  more  hostile  to  change  and  innovation. 

While  trying  to  force  political  centralization,  France  has 
been  blocking  economic  progress  in  Europe.  Internal  barriers  to 
the  movement  of  products  have  been  largely  removed.  But  ser- 
vices— which  make  up  the  largest  part  of  today's  economies — 
are  still  prey  to  numerous  obstructions.  Progress  here  has  been 
stalled,  primarily  because  of  Paris'  foot-dragging. 

The  EU's  budget  badly  needs  overhauling,  and  Britain's 
Blair,  mankfully,  is  determined  to  force  change.  There's  no  rea- 
son that  German  workers  should  have  to  subsidize  farmers  in 
France  and  elsewhere.  If  Paris  wishes  to  underwrite  expensive, 
inefficient  agricultural  practices,  it  should  do  so  entirely  within 
its  own  national  budget,  not  with  assistance  from  the  EU. 


Fortunately,  Europe's  days  as  an  economic  slugabed  ma) 
coming  to  an  end.  Ireland  and  Britain  restructured  tr 
economies  years  ago.  New  central  and  eastern  European  me 
bers  of  the  EU  look  to  Ireland  for  their  economic  model ; 
inspiration.  Thanks  to  aggressive  recruitment  of  foreign  invi 
ment,  low  corporate  tax  rates  and  sensible  labor  laws,  Irelar 
economy  has  been  transformed  from  being  western  Euro}, 
weakest  to  its  most  dynamic.  The  Emerald  Isle's  per  cap 
income  is  now  higher  than  that  of  Britain,  France  or  Germa 
Slovakia,  Lithuania,  Estonia  and  Latvia  have  enacted  flat 
regimes,  and  their  low  tax  rates  are  forcing  their  neighbors 
reduce  theirs.  The  Austrians,  for  instance,  not  long  ago  slast 
their  corporate  tax  rate  from  34%  to  25%  to  stay  competit 
Austria  is  now  drawing  business  away  from  Germany,  whicl 
why  Germany  is  considering  cutting  its  own  business  tax  lev 

At  the  2nd  Annual  FORBES  CEO  Forum-Europe,  wh 
was  held  in  Paris  last  month,  Estonian  Prime  Minister  And 
Ansip  extolled  the  virtues  of  this  kind  of  tax  competition, 
sentiments  were  echoed  by  Sean  Dorgan,  chief  executive  of ! 
land's  Industrial  Development  Agency.  Competition  is  good 
business.  As  Ireland,  Estonia  and  others  are  demonstrating,  i 
also  good  for  encouraging  better  economic  policies.  Laggai 
Germany,  France  and  Italy  will  change — not  because  of 
strength  of  intellectual  argument  but  because  of  the  politi 
cost  of  not  reviving  their  decaying  economies. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Orso-322  West  46th  St.  (Tel.:  212-489-7212).  For  a  truly  mem- 
orable meal  before  or  after  the  theater,  this  is  consistendy  one  of 
the  best  Italian  restaurants  in  the  city.  From  the  slivers  of  "pizza 
bread"  that  appear  on  the  table  with  cocktails  to  the  simple  but 
satisfying  desserts,  the  fare  is  marvelous.  Be  sure  to  try  die  sausage 
with  polenta  and  roasted  peppers,  rigatoni  with  meat  sauce  or  the 
basic  roast  chicken.  All  are  perfectiy  prepared  and  scrumptious. 

•  Cafe  duSoleil- 2723  Broadway,  at  104th  St  (Tel.:  212-316-5000). 
Terrific  new  Provencal  French  place  near  Columbia  University. 
The  service,  despite  a  bustling  crowd,  is  attentive;  the  wine  list  is 
interesting  and  reasonably  priced.  Wonderful  ratatouille,  soupe 


au  pistou,  and  roast  chicken,  and  obscenely  good  french  fries 
Diner  24-102  Eighth  Ave.,  at  15th  St.  (Tel.:  212-242-7773)  J 
happening  Chelsea  temple  of  comfort  food  that  should  be  heaver 
but  is  not.  The  chicken  soup,  the  turkey  TV  dinner  and  the  mac 
aroni  and  cheese  are  great,  but  everything  else  is  disappointing- 
tepid  "disco"  fries,  third-rate  meadoaf  and  watery  chicken  potpie 
•  Cru-24  Fifth  Ave.,  at  9th  St.  (Tel.:  212-529-1700).  Beautiful, 
elegant  space,  where  the  lighting,  seating  and  table  settings  ere 
ate  an  atmosphere  of  absolute  luxe.  The  food  is  exquisitely  pre 
sented  and  delicious.  Favorites:  fluke,  tuna,  sturgeon  and  sea 
bass.  Desserts  are  a  delight  to  look  at  and  heavenly  to  taste. 
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lear  Here!  One  DrinHer 

I  half  empty  glass 

;  no  way  to  90  through  life. 


Other  Comments 


/  wish  to  preach  not  the  doctrine  of  ignoble  ease,  but  the  doctrine  of  the  strenuous  life. 

—THEODORE  ROOSEVELT 


Sting  of  Truth  The  liberal  press  and  its  political  allies  are 
upset  with  Karl  Rove.  The  President's  key  adviser  said  recently  that 
liberals  responded  to  the  terrorist  attacks  of  September  1 1  with  calls 
for  two  things:  Better  understanding  of  why  these  enemies  attacked 
us,  and  calling  the  police  with  indictments  in  hand  to  apprehend  the 
terrorists  and  their  terror  masters.  Was  Mr.  Rove  out  of  line? 
Remarkably,  he  probably  understated  the  case.  On  Nov.  10,  1998, 
former  Secretary  of  State  Madeleine  Albright  was  asked  what  we 
should  do  about  the  declaration  of  war  by  Osama  bin  Laden  against 
the  U.S.  A  properly  executed  indictment,  she  said.  About  as  useful 
as  indicting  Emperor  Hirohito  the  day  after  Pearl  Harbor. 

—PETER  HUESSY,  president,  GeoStrategic  Analysis, 

Washington  Times 

Wrong  Road  The  economist  F.A.  Hayek  said  in  his 
masterpiece  The  Road  to  Serfdom  that  post-World  War  II  Europe 
had  been  seduced  by  the  temptations  of  socialism.  By  adopting 
cradle-to-grave  welfare  programs,  Hayek  predicted,  Europe 
would  suffer  from  economic  stagnation,  and  his  warning  proved 
correct.  Today,  the  European  Union  is  economically  comatose. 

U.S.  policymakers  should  take  a  close  look  at  a  new  study  by  the 
Congressional  Budget  Office  that  suggests  we  are  moving  in  the 
direction  of  the  Euro-losers.  The  CBO  calculates  that,  given  our  cur- 
rent spending  trends,  the  federal  government's  take  of  national  out- 
put will  rise  from  20%  today  to  30%  in  2025,  and  then  to  34%  by 
2040.  When  we  add  to  this  the  12%  of  our  national  output  that  is 
presently  consumed  by  state  and  local  governments,  about  half  of 
everything  we  produce  in  2040  will  be  swallowed  up  by  government. 

The  nations  of  New  Europe,  like  Latvia  and  Estonia,  under- 
stand firsthand  the  corrosive  effects  of  socialism,  and  have  turned 
a  cold  shoulder  to  its  seductive  policies.  Instead,  they  are  priva- 
tizing government  assets  (including  their  pension  programs), 
adopting  flat  taxes,  deregulating  key  industries  and  dismantling 
unaffordable  welfare-state  programs.  They  are  rejecting  the 


policies  of  the  European  Union  and  adopting  the  American  a 
nomic  model  of  laissez  faire  at  precisely  the  time  we  are  turni 
away  from  that  model.  If  we  hope  to  avoid  the  road  to  serfdoi 
we'll  have  to  make  Hayek  required  reading  in  Congress. 

—STEPHEN  MOORE,  president,  Free  Enterprise  Ful 

National  Revi 

Choice  Words  Remember  this — if  you  shut  yal 
mouth  you  have  your  choice. 

— F.  SCOTT  FITZGERALD,  The  Crack- 1 

Open  Up  Or  Lose  Out  The  French  governmj 
quickly  spun  the  non  vote  against  the  EU  constitution  as  a  v<j 
against  future  EU  growth.  Jacques  Chirac  insists  that  no  one  e 
can  join  without  a  ratified  constitution.  It's  true  that  at  heart  h 
month's  French  vote  reflected  deep  anxiety  over  globalizato 
For  Europe  to  come  to  terms  with  a  Turkey  or  Ukraine  in  tj 
club,  it  must  first  come  to  terms  with  the  modern  world. 

Turkey  &  Co.  badly  want  to  join  the  rich,  free  and  interca 
nected  world.  The  EU  is,  or  was,  their  ticket  in.  The  drawn-o 
process  of  accession  gave  them  access  to  a  Western,  as  opposi 
to  a  strictly  European,  marketplace  not  only  of  goods  but  ide; 
democratic  standards  and  stability. 

For  the  institution  known  as  the  EU,  the  future  survival 
enlargement  will  be  the  litmus  test.  Jacques  Chirac  and  frieni 
say  that  they  now  can't  imagine  Turkey  or  Ukraine  in  the  clu 
What's  harder  to  picture  is  a  relevant  EU  without  them. 

—MATTHEW  KAMINSKI,  Wall  Street  Journ 

Cash  In  and  Conceal  One  dirty  litfie  secret  that  Nil 
and  PBS  don't  like  to  acknowledge  in  public  debate  is  the  wealth 
their  listeners  and  viewers.  But  they're  happy  to  tell  advertised 
oops,  I  mean  sponsors — about  the  affluent  audience  they're  reacj 
ing.  A  few  years  ago,  NPR  enthusiastically  told  advertisers  that  its  li 
teners  are  66%  wealthier  than  the  average  American,  are  diree  tim 
as  likely  to  be  college  graduates  and  are  150%  more  likely  to  I 
professionals  or  managers.  Tax-funded  broadcasting,  like  tax-fund< 
arts,  is  a  giant  income  transfer  upward:  The  middle  class  is  taxed 
pay  for  news  and  entertainment  for  the  upper  middle  class.  It's  r 
accident  that  on  NPR  you  hear  ads  for  Remy  Martin  and  "priva 
banking  services,"  not  for  Budweiser  and  free  checking  accounts 
—DAVID  BOAZ,  Cato  Institute,  Baltimore  Su 

So  Long,  Farewell  One  of  the  main  problems  aboi 
going  to  Europe  is  that  no  one  wants  to  hear  about  your  tri 
when  you  get  back  home.  Your  friends  and  relatives  are  rife  wit 
jealousy  and  are  not  only  sorry  you  went  to  Europe,  but  deep: 
regret  that  you  came  back. 

—ART  BUCHWALD,  Vogue  ( 1 954)  I 
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"I  need  180  two-sided  travel 
one-sheets  in  less  than  an  hour." 


This  is  a  job  for  Samsung. 


ML-2551N 

SCX-4100 

SCX-4720F 

network-ready 

3-in-1;  print,  copy 

4-in-1;  print,  fax, 

laser  printer 

&  color  scan 

copy  &  color  scan 

up  to  25ppm 

4800  dpi 

print  &  copy 

1200  x1200  dpi 

color  scanning 

up  to  22ppm 

built-in 

scan-to-email, 

33.6  Kbps  fax  modem 

duplex  printing 

scan-to-print 

USB  2.0  & 

USB  2.0,  parallel 

&  scan-to-file 

direct  IEEE-1284 

&  10/100  Base-TX 

space  saving  design 

parallel  ports 

CLP-510N 

network- ready 
color  laser  printer 

photo  quality 
on  plain  paper 

built-in 
duplex  printing 

up  to  6ppm  color 
up  to  25ppm  monochrome 


Samsung  laser  printer  products. 

It's  a  feature  set  that  leaves  you  in  very  capable  hands.  But  don't  take  our  word 
for  it  —  PC  World  Reliability  &  Service  Survey  says,  "...among  laser  printer  makes, 
Samsung  does  best..."  So  whatever  your  printing  need,  you  can  bet  it's  a  job 
for  Samsung,  www.samsung.com/printer 


>  Samsung  Electronics  America,  Inc.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co.,  Ltd. 
All  product  and  brand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Color  output  simulated. 


^^^^ 


There  are  no  maps 
to  the  sweet  spot  of  the  market* 
But  we  know  a  heck  of  a  guide. 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  cat 
or  call  l-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guar  \ 
by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Stand 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 

Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  rep- 
resents the  entire  S&P  MidCap  400,  middle  mar- 
ket companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 

www.MidCapSPDR.com     Ticker  symbol  Amex:MDY 

MidCap 

SPDR 

IWBU'lfTBBff 

AMERICAN 

STOCK  EXCHANGE* 


westing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  vuvuw.Mid.CapSPDR.com 
2  results.  S&.P  MidCap  400®  and  MidCap  SPDR®  arc  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use 
I  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPHRs.  ©2005  American  Stock  Exchange  LLC. 


Over  the  last  five  years  MidCap  Spiders 
delivered  a  cumulative  return  of  nearly  56%. 
Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/05 


Based  on 
NAV 

Based  on 
Ma'ket  Price 


Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  dale.  Performance  dam 
quoted  represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  irriginal  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obuun  most  recent  month-end  performance,  please  call  J-800-THE 
AMEX  or  visit  www.MidCapSPDR.com. 


One 
Year 

Five 
Years 

Since 
Inception 
(5/4/95) 

10.11% 
9.96% 

6.55% 
6.63% 

14.56% 
14.47% 

million 


split-second  securities  trades  a  day  for  three  of  the  world's 
leading  investment  firms. 

Huge  order  volumes  are  executed  swiftly  and  securely  across  platforms  around  the  globe 
It  all  happens  when  CA  software  automates  systems  and  processes. To  manage  your 
customers'  transactions  with  this  kind  of  speed  and  reliability,  visit  ca.com/didyouknow. 
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Simplify 
Automate 
Secure 


—      C^j)  Computer  Associates^ 


©  2005  Computer  Associates  International,  Inc.  (CA)  All  rights  reserved. 
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China— Wrong  Whipping  Boy 


•  ARE  SOME  IMPORTANT  ISSUES  THAT  CHINA  SHOULD  BE 
to  task  for  if  it  is  to  become  a  better  citizen  of  the  world, 
ey  are  not  the  two  for  which  the  Asian  giant  has  recently 
:  most  heat. 

ess  as  an  exporter  of  clothing.  The  Multifibre  Arrangement, 
allowed  for  the  imposition  of  export  and  import  quotas 
tiles  and  clothing — long  illegal  on  other  products — was  at 
lased  out  on  Jan.  1.  Since  then  China's  exports  of  these 
have  surged.  This  was  predictable  because  of  China's  low 
costs  and  other  comparative  advantages  and  because 
ting  countries  didn't  eliminate  the  bulk  of  MFA  quotas 
he  last  moment,  contravening  the  plan  to  allow  a  gradual 
ment  to  the  new  regime. 

lfortunately  for  consumers,  protectionist  reaction  didn't 
ng  to  emerge.  Based  on  a  special  provision  in  China's  acces- 
greement  to  the  WTO,  the  U.S. — unilaterally — and  the 
hrough  "negotiations" — have  already  reimposed  quotas  on 
cey  Chinese  textile  and  clothing  exports.  China  is  being  told 
two  leaders  of  global  capitalism  that  free-market  outcomes 
welcome  when  they  affect  certain  special-interest  groups, 
yuan  as  a  scapegoat.  The  U.S.  is  at  the  forefront  of  those 
lg  China  to  revalue  its  currency.  China  is  being  accused  of 
ulating  the  yuan,  keeping  it  too  cheap  in  relation  to  the 
This — so  the  accusations  go — is  in  turn  worsening  the 
ade  deficit  and  taking  jobs  away  from  the  U.S.  and  other 
"ies.  In  a  very  menacing  gesture  some  U.S.  legislators  are 
ering  imposing  high  tariffs  on  all  Chinese  exports  to  the 
the  yuan  is  not  allowed  to  float  freely, 
inkly,  no  serious  economist  concurs  with  the  accusation 
hina  is  manipulating  the  yuan  exchange  rate.  True,  there 
pected  voices  suggesting  that  it  would  be  in  China's  best 
t  to  revalue  the  yuan  soon  and  to  eventually  have  a  more 
e  exchange-rate  policy.  This  is  well-intended  advice,  but 
espected  experts  question  it.  For  example,  Robert  Mundell 
I  Prize  in  economics,  1999)  has  warned  that  a  yuan  appre- 
i  would  cause  China  to  lose  foreign  direct  investment,  suf- 
increase  in  bad  loans  in  its  banking  sector,  be  stricken  with 
on  in  its  agricultural  sector,  experience  increased  unem- 
ent  and  see  its  impressive  economic  growth  cut  sharply, 
t  beyond  all  this,  a  revaluation  of  the  yuan  would  serve  no 
:ant  purpose  in  helping  correct  the  U.S.  economy's  pres- 
ibalances.  Federal  Reserve  Chairman  Alan  Greenspan,  a 
nent  of  a  more  flexible  yuan,  admits  that  an  appreciation 
e  as  10%  of  that  currency  would  have  no  noticeable  cor- 


rective effect  on  the  large  U.S.  current  account  deficit.  In  fact,  a 
much  bigger  revaluation  of  the  yuan  could  be  poisonous,  as  it 
could  not  only  cause  higher  inflation  and  interest  rates  in  the 
U.S.  but  also  dry  up  the  now-important  source  of  Chinese  funds 
that  are  financing  the  U.S.'  substantial  fiscal  deficit. 

The  Right  Response 

The  big  question  is  whether  there  is  something  China  can  do  to 
take  American  pressure  off  its  back  and  avoid  surrendering  to 
protectionist  interests  while  preserving  its  own  high  economic 
growth  and  assisting  other  economies  in  fixing  their  imbalances. 
The  answer  is  yes.  For  one  thing,  as  Mundell  has  advised,  China 
could  move  somewhat  faster — although  carefully — to  make  the 
yuan  fully  convertible.  Gradually  China's  exporters  and  savers 
would  have  more  freedom  to  invest  abroad,  which  would  alleviate 
monetary  pressures  from  accumulating  foreign  exchange  reserves. 

More  important,  China  could  use  its  present  situation  to  com- 
plete its  own  trade  liberalization  faster  than  any  other  emerging 
economy.  China  now  knows  from  experience  that  freer  trade  is 
good  for  growth.  Therefore,  it  should  consider  rapidly  and  unilater- 
ally dismantling  its  remaining  trade  barriers  on  goods,  as  well  as 
opening  up  substantially  in  services.  Conceivably,  without  risking 
serious  domestic  disruption,  China  could  become  a  more  open 
economy  than  most  OECD  countries.  Under  such  circumstances 
only  cynics  would  dare  accuse  China  of  being  an  unfair  competitor. 
The  dangerous  protectionist  pressures  currently  directed  at  China 
would  ease.  Beijing  would  find  itself  in  an  offensive  position  instead 
of  a  defensive  one,  on  a  playing  field  leveled  by  its  accelerated  trade 
liberalization.  It  would  also  be  setting  an  example  for  other  big 
developing  countries,  such  as  India  and  Brazil,  that  continue  to  be 
overly  hesitant  in  opening  their  economies  to  global  competition. 

Not  a  Good  Play 

One  possible  argument  against  this  proposal  is  that  China  should 
hold  its  negotiating  cards  until  it  can  play  them  effectively  later  in 
the  WTO  Doha  Round.  Well,  that's  not  a  good  argument.  The 
alternative  for  China  is  not  a  quiet  wait  in  the  status  quo  until  seri- 
ous talks  in  the  Doha  Round  take  place.  We're  already  witnessing 
the  alternative:  the  unleashing  of  brutal  protectionist  forces  that 
could  lead  to  a  nasty  trade  war  with  serious  consequences  for  all 
involved.  Besides,  no  one  should  be  betting  on  a  successful  and 
timely  conclusion  to  the  present  round.  If  it's  concluded  at  all,  the 
results  will  fall  far  short  of  the  original  expectations  and  commit- 
ments. Aid  for  that,  China  need  not  hold  out  any  cards.  F 


i      «  |  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  and  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  men">r 

'OrDCS  I  of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
^™,tom  I  rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbcs.com/currentevents. 
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A  Rising  Asia 


3UTLOOK  FOR  STABILITY  AND  CONTINUING  ECONOMIC 
th  in  Asia  has  never  been  better.  The  danger  of  war  across 
liwan  Strait  has  lessened.  Even  though  China  gave  notice  in 
h  in  its  antisecession  law  that  it  would  use  "nonpeaceful 
s"  to  stop  Taiwan  if  it  moved  toward  independence,  the  U.S. 
apan  had  earlier  issued  a  statement  declaring  Taiwan  to  be 
f  their  joint  strategic  interests.  The  stakes  are  high  for  both 
—neither  can  back  off.  The  U.S.  has  made  clear  that  it  will 
d  Taiwan's  status  quo.  Status  quo  happens  to  be  what  China 
;  for  the  many  years  it  needs  to  become  a  developed  nation, 
hina  must  "persuade"  North  Korea  to  give  up  its  nuclear 
ons  program — or  at  least  freeze  and  quarantine  its  nuclear 
"ial — to  avoid  a  nuclear  arms  buildup  in  Japan  and  South 
3.  The  most  pressing  danger  is  not  a  nuclear  war  but 
ar  proliferation  by  a  regime  in  desperate  need  of  funds. 
3  forestall  any  isolation  and  containment,  China  has 
ly  cultivated  its  neighbors. 

rade  with  South  Korea  is  booming,  with  South  Korean  multi- 
nal  corporations  making  large  investments  in  China.  South 
ins  make  up  the  largest  group  of  foreign  students  in  China's 
rsities,  learning  the  language  and  networking  for  the  future, 
ina  has  signed  a  strategic  cooperation  agreement  with 
lesia  that  covers  many  sectors,  including  energy,  raw  mate- 
ind  the  building  of  infrastructure  in  Indonesia, 
na,  Vietnam  and  the  Philippines  have  agreed  to  enter  into 
exploration  agreements  instead  of  continuing  to  clash  over 
eting  claims  in  the  Spratly  Islands. 

na  has  settled  border  disputes  with  Russia  covering  2,700  miles, 
rce  of  Friction 

,  however,  is  not  onboard  the  China  goodwill  train.  Japan's 
an  of  its  history  textbooks — in  particular,  the  sections  cover- 
i  invasion  and  occupation  of  China  in  the  1930s  and  1940s — 
red  riots  in  China  in  April,  in  which  Japanese  shops  and  vchi- 
ere  damaged.  Japanese  Prime  Minister  Junichiro  Koizumi's 
to  the  Yasukuni  war  shrine  have  further  fanned  the  flames 
ntention.  China's  permanent  representative  to  the  UN, 
;  Guangya,  has  stated  that  his  country  will  oppose  Japan's 
become  a  permanent  member  of  the  UN  Security  Council. 

la-India  Amity 

irch  Secretary  of  State  Condoleezza  Rice  told  Indian  leaders 
w  Delhi  that  America  will  help  India  become  a  world  power, 
ndia  line  up  with  the  U.S.  against  its  powerful  neighbor, 


China,  as  Japan  has?  India  has  a  deep  sense  of  its  separate  destiny. 

China's  premier,  Wen  Jiabao,  visited  New  Delhi  in  April  to  set- 
tle the  border  conflict  over  Ladakh  (a  district  in  northern  India  on 
the  border  of  Tibet)  and  to  recognize  Sikkim  as  part  of  India.  India 
is  studying  the  ways  in  which  China  has  so  rapidly  built  its  infra- 
structure and  attracted  massive  flows  of  foreign  direct  investment. 
In  May  die  Wall  Street  Journal  quoted  Indian  Prime  Minister  Man- 
mohan  Singh  as  saying,  "Who  could  have  imagined  that  China 
would  emerge  as  our  second-largest  trade  partner?"  At  an  informal 
meeting  in  June  he  expanded  on  those  comments:  "The  world  is 
large  enough  to  accommodate  the  growth  and  ambitions  of  both 
our  countries.  I  don't  look  upon  our  relations  with  the  U.S.  as  meant 
to  rival  China.  I  look  forward  to  enhanced  cooperation  with  ( !hina." 

A  Change  in  Focus 

The  9/11  terrorist  attacks  in  2001  directed  the  immediate  thrust  of 
U.S.  policy  away  from  China.  Earlier  that  year  the  incident  involving 
the  U.S.  EP-3E  spy  plane  forced  to  land  on  Hainan  island  had 
strained  U.S. -China  relations.  But  after  9/1 1,  U.S.  resources  world- 
wide were  mobilized  to  counter  al  Qaeda  and  other  Islamic  tenor 
ists.  China,  India  and  Pakistan  have  supported  America  in  the  war 
on  terror,  and  US.-China  relations  have  improved.  Indo-Pakistani 
relations  have  also  improved,  helped  along  by  Pakistani  President 
Pervez  Musharraf s  decision  to  act  against  the  Taliban  in  Afghani- 
stan and  against  the  infiltration  of  Islamic  extremists  into  Kashmir 
The  U.S.,  as  the  preeminent  player  in  the  region  during  the 
course  of  the  next  few  decades,  has  the  power  to  set  the  parame- 
ters for  cooperation  in  Asia  that  will  help  avoid  conflict. 

The  Need  for  Peace  and  Stability 

China  has  crafted  a  doctrine  called  "Peaceful  Rise  U-'mergeiuvl," 
whose  purpose  is  to  eschew  the  path  Germany  and  Japan  took  in 
the  20th  century  that  led  to  war  through  a  zero-sum  game  for 
resources  and  power.  China  will  need  trade,  foreign  investment, 
open  markets  and  technology  transfers  for  many  years  if  it  is  to 
catch  up  with  leading  industrialized  nations.  Entanglement  in  wars 
or  an  arms  race  with  the  U.S.  would  jeopardize  its  future.  India,  also 
coming  from  behind,  is  determined  not  to  be  left  out  Both  India 
and  ( :hina  are  integrating  their  economies  with  those  ol  their  neigh 
bors;  together  they  will  pull  Asia  into  an  era  of  dynamic  growth. 

The  inevitable  surprises  will  occur,  but  both  China  and  India 
are  on  course  for  a  revival  of  their  glorious  civilizat  ions.  By  2050  the 
world's  economic  center  of  gravity  will  move  from  the  Atlantic  to  the 
Pacific  and  Indian  oceans.  F 


Forbes 


Lec  Kuan  Yew,  minister  mentor  of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  Ernesto  Zedillo,  director,  Yale  Center 
for  the  Study  of  Globalization,  and  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  rotate 
in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbcs.com/currcntevents. 
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Who  is  helping  to  improve  the  quality  of  patient  care  and  safe 

in  hospitals  throughout  the  nation? 


We 


^|  |  £^     We're  Siemens,  a  global  innovation  company  helping  the  needs  of  businesses  and  communities 
,  *  right  here  in  the  US.  One  of  our  specialties  is  providing  US  hospitals  with  the  tools  to  improve 
patient  care,  while  helping  to  lower  costs  thanks  to  our  "digital  hospital"  solutions.  We're  working  with 
numerous  healthcare  providers  to  build  health  networks  that  connect  telecommunications,  IT,  medical 
systems  and  building  technologies  in  ways  never  before  accomplished.  This  means  less  waiting,  decreased 
costs  and  enhanced  care  for  patients.  But  unless  you're  one  of  the  70,000  Americans  that  we  currently 
employ,  you  may  not  know  us.  We're  Siemens. 


SIEMENS 


Global  network  of  innovation 


gital  Rules 

tich  Karlgaard,  publisher 


People  and  Things  to  Like— 2005 


Tony  Blair.  He's  been  a  leader  of  faith  and  a  friend  to  Amer- 
[e  pulled  his  Labour  Party  out  of  the  socialist  ditch.  Think 
n  as  a  Bill  Clinton  with  ethics.  Blair's  been  Britain's  prime 
iter  since  1997;  thus,  in  the  U.K.,  there's  Blair  fatigue — 
ially  in  the  press.  Too  bad.  Expect  Chancellor  of  the  Exche- 
3ordon  Brown  to  succeed  Blair  during  the  next  year  or  two. 
lair  is  no  lame  duck.  He's  going  out  with  a  bang,  fighting 
last  political  breath  the  Franco-German  vision  of  Europe. 
Dassault's  Falcon  7X.  This  column  throws  its  share  of  spitballs 
nee,  but  I  stand  in  awe  of  French  jetmaker  Dassault  Aviation, 
ew  $40  million  Falcon  7X  just  might  be  the  coolest  business 
:r  made.  Designed  on  3-D  computers,  the  first  model  flew  in 
i  masterpiece  of  fit  and  finish.  Nearly  as  big  as  the  Gulfstream 
ie  7X  flies  high,  fast  and  long — 6,559  miles  between  fuel  stops, 
also  drop  into  smaller  airports  the  way  a  midsize  Citation  can. 
»f  the  richest,  smartest  guys  I  know  in  Silicon  Valley,  a  jet  pilot 
If,  told  me  the  versatile  7X  was  the  best  bizjet  he'd  ever  seen. 
FORBES  Investor  Cruises.  Back  in  2000  the  world's  top  busi- 
nagazine  hooked  up  with  Crystal  Cruises,  the  world's  top 
:  line,  to  produce  investor  cruises.  A  typical  FORBES  cruise 
[  1  days:  8  days  spent  in  different  ports — on  last  month's 
z  we  toured  Amsterdam,  Copenhagen,  St.  Petersburg, 
iki  and  Stockholm— and  3  days  cruising  at  sea.  At  sea  we 
in  full  days  of  investment  seminars.  Our  goal  is  to  deliver 
*ood  financial  advice  that  the  cruise  pays  for  itself.  Parts  of 
uise  might  even  be  tax  deductible — but  check  with  your 
eparer!  Go  to  investmentcruise.com  for  more  information. 
Ralph  Bloch  and  James  Stack.  Stock  market  technical  analysts 
ce  a  dark  art.  They're  good  only  for  predicting  the  past.  Well, 
always  been  my  view.  But  Bloch,  chief  market  technician  at 
ond  James,  and  Stack,  president  of  InvesTech  Research,  make 
link  twice.  They  say,  "Heck,  yes — you  can  time  the  market  if 
now  the  patterns  to  look  for."  After  listening  to  both  Bloch 
tack  on  the  recent  FORBES  cruise,  I  promise  to  look  at  tech- 
inalysis  with  a  fresh  eye.  At  least  their  analyses.  Eye-popping 
ch's  claim  that  he's  made  40  times  his  money  since  1990. 
can  be  found  at  raymondjames.com/bloch.htm;  Stack  at 
ech.com. 

MBT  shoes.  Maybe  you've  seen  ads  for  these  ugly  clodhop- 
rom  Switzerland.  Let  me  tell  you,  they're  works  of  art  if 
?end  hours  walking  or  standing  on  hard  surfaces. 
Mephisto  Cool  Air  loafers.  I'm  sorry  to  mention  two  French 
icts  in  one  year's  list.  But  if  you  want  to  look  cool  while 
ng  your  feet  to  bliss,  get  a  pair.  They  look  perfect  with 
ny  Bahama  clothes.  You'll  even  walk  gracefully  with  several 
iritas  on  board. 

Red  Stripe  beer.  This  Jamaican  beer  goes  down  like 


ice  cream  on  a  hot  day.  After  number  three  you'll  hum  Bob  Mar- 
ley  tunes.  The  publisher  of  the  world's  top  business  magazine 
leapt  off  a  55-foot  cliff  into  water  after  his  fourth  Red  Stripe. 
Cracked  his  LI  vertebra  and  walked  like  a  duck  for  two  months. 

•  Hybrid  bicycles.  Basically,  a  mountain  bike  with  skinny  tires. 
With  24  gears  and  padded  seats,  hybrids  are  good  for  20-minute 
fitness  rides,  long  tours  and  family  outings.  Trek,  Bianchi  and 
others  sell  superb  hybrids  for  less  than  $500. 

•  Realclearpolitics.com.  I've  written  about  this  illuminating 
source  of  political  and  economic  commentary.  It's  become  even 
better  and  this  year  joins  my  list.  Each  day  the  editors  post  the 
day's  best  columns,  editorials  and  opinion  pieces — with  all  views 
represented.  The  balance,  however,  tilts  toward  pro-growth,  pro- 
family,  pro-defense  pieces — a  good  reason  to  like  this  Web  site. 

•  Steve  Jobs'  2005  Stanford  University  commencement  speech.  A 
year  ago  the  CEO  of  Apple  and  Pixar  faced  death  from  pancreatic 
cancer.  Luckily  his  cancer  turned  out  to  be  a  rare,  treatable  form. 
The  scare  seems  to  have  changed  Jobs — always  before  the  dark 
genius — in  a  redemptive  way.  For  a  most  inspiring  speech,  go  to 
news-service.stanford.edu/news/2005/june  1 5/jobs-06 1 505.html. 

•  Summer  evening  track  meets.  California  is  choked  with  traffic 
and  high  house  prices,  but  every  summer  Thursday  evening  I  see 
only  beauty.  The  sky  is  pink,  the  wind  has  died.  I'm  standing  at  the 
starting  line  of  the  girls'  100-meter  dash,  watching  my  12-year-old 
crouch  for  the  start.  Everything  is  deathly  still.  Next  to  Katie  is  her 
rival  from  Berkeley,  the  daughter  of  a  former  NFL  wide  receiver. 
Katie's  genetic  heritage  is  unknown:  We  adopted  her  at  birth  from 
a  mother  who  lived  in  a  campground  trailer.  My  bet  is  that  Katie  is 
Belorussian.  Of  course,  because  a  Belorussian  won  the  Olympic 
women's  100  meters  in  2004,  this  would  be  my  hope.  The  gun 
cracks,  Katie  is  out  like  a  missile.  In  any  sport,  it  takes  only  a  glance — 
two  seconds,  tops — to  discern  that  sport's  particular  defining  talent. 
With  baseball  pitchers  it's  a  certain  rhythmically  whippy  arm  mo- 
tion. No  weekend  player  could  ever  hope  to  emulate  it.  With  golfers 
it's  pure  clubhead  speed.  With  sprinters  it's  rapid  foot  turnover. 
Tiny  explosions  of  energy.  Four  strides  per  second  at  a  minimum. 
A  plodding  high  school  distance  runner  myself,  I  went  to  bed  every 
night  praying  for  speed.  It  never  came.  Now  suddenly  here  it  is. 
My  skinny  12-year-old  flashes  through  the  first  50  meters  in  6.59; 
her  competition  is  2  meters  behind.  I  pray  for  endless  summer. 

•  My  own  investment  advice.  Listen  up.  I've  paid  a  painful  slug 
of  money  to  learn  this,  so  pay  attention.  I'm  about  to  share  my 
best  piece  of  investment  wisdom:  When  America's  talking  stocks, 
buy  real  estate;  when  America's  talking  real  estate,  buy  stocks. 

Have  a  prosperous  summer.  F 


FOrbCS  I  ^'sit  Kar'£aard's  home  page  at  www.life2where.com 
■HHicnm  I  or  e-mail  him  at  publisher@forbes.com. 
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A  Shelter  From  Tax  Shelters? 


jHMH^.  H  Jfirginia     venture  capitalist 

m#  William    N.    Melton,  who 
^H^fe       W  founded  CyberCash  and  was  a 

■i  MB     board  member  of  the  old  America 

*  >  H    Online,  alleges   that   Jenkens  & 

Gilchrist  tax  partner  Paul  Daugerdas 
and  two  associates  fraudulently  trans- 
ferred assets,  such  as  homes,  to 
spouses  to  render  themselves  "judg- 
ment proof  from  claims  of  disgrun- 
Seeking  housing:  Melton.     ded  tax  shdter  dients  Mdton  made 

the  charge  in  a  new  lawsuit  filed  in  Chicago  federal  court  atop 
pending  state  litigation  in  Virginia  against  J&G,  Deutsche  Bank 
and  the  Sidley  Austin  Brown  &  Wood  law  firm.  In  that  case 
Melton  says  the  feds  assessed  him  $85  million  in  back  taxes, 
penalties  and  interest  after  he  followed  allegedly  faulty  advice.  In 
both  cases  the  defendants  admit  no  liability.  — Janet  Novack 

Big  Six,  Big  Five,  Big  Four ... 

KPMG  already  faces  a  criminal  investigation  and  individual  tax- 
payer litigation  for  its  tax  shelter  promotion.  But  the  giant 
accountancy  was  just  hit  with  a  potentially  explosive  civil  lawsuit 
alleging  it  told  a  former  audit  client  how  to  hide  a  deal  sheltering 
$108  million  in  the  very  financial  statements  being  audited.  In  a 
Georgia  filing  Avado  Brands,  a  restaurant  operator  just  out  of 
bankruptcy,  says  KPMG  also  took  contingent  fees  for  the  shelter — 
a  big  no-no  with  audit  clients.  KPMG  has  acknowledged  "unlaw- 
ful conduct"  generally  but  won't  comment  on  this  case.  — J.N. 

But  Probably  Not  for  Too  Long 

The  U.S.  Supreme  Court  ruling  last  month  that  Internet  file- 
sharing  service  Grokster  could  be  liable  for  copyright  infringe- 
ment promises  a  boom  for  Mashboxx,  a  startup  that  collects  fees 
for  recording  firms  from  consumers  who  download  music  on 
any  computer  using  its  software.  Its  founder  and  co-owner  is 
Wayne  Rosso— who  headed  Grokster  when  Big  Entertainment 


id 


16 


sued.  He  left  in  2003.  About  his  larceny-to-legitimate  car 
change,  Rosso  marvels,  "Nine  old  geezers  in  long  black  dre! 
have  just  eliminated  all  of  my  competition."  — Brett  Pu 

Finally  Hitting  the  Green 

A  Connecticut  divorce  judge  won't  order  ex-Gruner  &  Jahr  I 
boss  Daniel  Brewster  to  transfer  his  membership  in  Greenwiq 
posh  Round  Hill  Club  to  ex-wife  Nancy  Brewster.  Her  family 
belonged  for  decades  and  sponsored  his  admittance  in  19 
Despite  that  and  the  $65,000  initiation  fee,  Judge  Kevin  Tieri 
held  that  the  possibility  the  country  club's  board  might  veto 
deal  makes  the  membership  impossible  to  value  and  thus  nc 
marital  asset.  Appeal  filed.  Now  selling  its  U.S.  magazines,  ( 
man  parent  Bertelsmann  fired  Brewster  in  2004  after  a  celebra 
lawsuit  against  Rosie  O'Donnell  produced  testimony  of  infb 
circulation  figures.  — Daniel  Fisher  and  William  P.  Ban 

Don't  Invest  After  Sex 

Investors  exposed  to  oxytocin,  a  hormone  commonly  releai 
during  childbirth,  breast  feeding  and  sexual  activity,  start  act] 
like  dupes  in  financial  matters,  says  a  study  just  published 
Nature.  Swiss-led  researchers  let  test  subjects  play  a  simple  tn 
ing  game  with  real  money.  Those  administered  a  dose  of  | 
hormone  were  twice  as  likely  to  overcome  any  fears  of  betrail 
and  display  "maximal  trust  level,"  meaning  they  were  mol 
prone  to  being  hosed  by  a  sleazy  opponent.     — Tomas  KellMll 


It  Did  Seem  Like  a  Very  Large  Staff 


The  Federal  Election  Commission  says  it  wasn't  fraud  for  oui 
side  telemarketers  hired  to  cold-call  prospects  for  political  cor 
tributions  to  identify  themselves  as  "Congressional  aides."  Thl  ^ 
panel  dismissed  a  complaint  from  a  Texas  lawyer  who  said  pen 
sons  making  repeated  calls  to  him  in  2001  really  were  employee 
of  InfoCision,  an  Akron,  Ohio  fundraiser  hired  by  the  Nation; 
Republican  Congressional  Committee,  then  headed  by  Reprt 
sentative  Tom  Davis  (R-Va.).  An  FEC  report  says  Davis  "pre 
sumably"  consented  to  the  calls.  —Matthew  Swibel  and  W.P.L 


Well,  That  Certainly  Clears  Up  Things 


Changing  the  name  on  the  front  door  seems  to  be  quite  in  vogue,  judging  from  recent  announcements  like  these.  — 


OLD  NAME 


NEW  NAME 


LINE  OF  BUSINESS 


Assn.  of  Metropolitan  Sewerage  Agencies 

CarsDirect 

Homeland  Security  Technology 

IMI  Medical  Innovations 
International  Thunderbird  Gaming 

I  Multilingual  Translations 
Theme  Park  Holidays 

i  Total  Fab  Solutions 
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National  Assn.  of  Clean  Water  Agencies    trade  group 

Internet  Brands  big-ticket  online  seller 

Homeland  Security  Products  anticrime  products 

PreMD  medical  testing 

Thunderbird  Resorts  casino  operator 

Local  Concept  translation  services 

The  Holiday  People  travel  agency 

Entrepix  tech  outsourcing 


STRALIA  IS  ONE  OF  THE  MOST  IMPORTANT 

RKETS  FOR  ERICSSON  IN  THE  ASIA-PACIFIC  REGION. 

RALIA  HOSTS  A  GROWING  ECONOMY;  A  STABLE  POLITICAL 
BUSINESS  ENVIRONMENT;  A  SKILLED,  WELL  EDUCATED  AND  MULTILINGUAL 
(FORCE;  A  STRATEGIC  TIME  ZONE  AND  A  COMPETITIVE  COST  BASE.  THESE 
ORS  PROVIDE  A  SOPHISTICATED  MARKET  AND  THE  RIGHT  ENVIRONMENT 
LING  ERICSSON  TO  DRIVE  INNOVATION  AND  TECHNOLOGY." 

iSTBERG,  EXECUTIVE  VICE  PRESIDENT  AND  GENERAL  MANAGER,  BUSINESS  UNIT  GLOBAL  SERVICES,  ERICSSON 


ralia  |  the  place  to  grow  your  business  in  the  world's  fastest  growing  region 


)st  half  of  global  trade  now  focussed  on  the  Asia-Pacific 
Id's  fastest  growing  region -Australia  is  the 
)rary  business  base  for  Asia-Pacific  investment. 


s  growing  appeal  as  an  investment  destination  is  backed 
5%  increase  in  the  stock  of  foreign  direct  investment 
ustralia  over  the  last  5  years  to  a  record  US$250  billion  in 
05.  This  impressive  performance,  against  a  background 
5ly  stable  global  FDI  inflows,  is  reflected  in  AT.  Kearney's 
Confidence  Index  in  which  Australia  jumped  from  the 
ie  7th  most  attractive  FDI  destination  in  the  world. 

is  a  sophisticated  knowledge  economy,  with  services 
iq  for  almost  80%  of  GDP.  This  fact,  coupled  with  our 
sources  industries,  highly  skilled  and  multilingual 
e,  excellent  R&D  capability  and  efficient  governance 

make  Australia  an  ideal  investment  location. 

i,  it  is  the  ideal  location  to  grow  your  business. 


Ericsson  is  shaping  the  future  of  mobile 
and  broadband  communications  through  its 
continuous  technology  leadership.  Providing 
innovative  solutions  in  more  than  140  countries, 
Ericsson  is  helping  to  create  the  most  powerful 
communication  companies  in  the  world. 
In  Australia,  Ericsson  provides  the  essential 
infrastructure  and  services  for  modern 
communications.  Established  in  1954,  with 
around  1200  employees,  Ericsson  is  a 
provider  of  end-to-end  communications 
solutions  across  Australia -from  traditional 
fixed  line  telephone  services  to  Internet 
services  and  entire  wireless  networks. 
The  advanced  nature  of  the  Australian 
telecommunications  market  means  that 
experience  gained  in  Australia  can  be  used 
world-wide  and  supports  the  company's 
global  operations. 

In  Australia,  Ericsson  has  capitalised  on 
Australia's  skilled  workforce.  Ericsson's 
services  portfolio  includes  expertise  in 
consulting,  systems  integration,  managed 
services,  network  deployment  and 
integration,  education  and  support  services. 
Ericsson's  hardware,  software  and  services 
are  used  by  many  of  the  Asia-Pacific's  biggest 
telecommunications  carriers,  including 
Telstra,  Vodafone,  Hutchison  and  Optus. 


AUSTRALIA  I  AT  A  GLANCE 


Most  resilient  economy  in  the  world  for 
the  third  successive  year  (WCY  2004) 

One  of  the  lowest  cost  business  destinations 
in  the  developed  world  (KPMG  2004) 

Lowest  risk  of  political  instability  in 
the  Asia-Pacific  region  (WCY  2004) 

Most  multilingual  workforce  in  the 
Asia-Pacific  region  (ABS  2004) 

Easiest  place  in  the  world  to  start 
a  business  (World  Bank  2005) 

Number  one  place  in  the  Asia-Pacific 
region  where  expatriate  staff  want  to 
live  and  work  (EIU  2004) 

Fourth  largest  investment  funds  under 
management  in  the  world  -  US$635b  (ICI) 

Strong  Government  support  for  RSD 
through  US$6.4b  innovation  strategy 

Modern  intellectual  property  regime 
ranked  first  in  the  Asia-Pacific  (WCY  2004) 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  without  visiting 

www.investaustralia.com 


Invest  Australia  and  the  NSW  Department  of  State  and  Regional  Development  are  proudly 
hosting  the  Forbes  Global  CEO  Conference  In  Sydney  on  August  30  -  September  1,  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 


On  My  Mind 


By  Emily  Oster,  a  graduate  student  in  economics  at  harvard 


Treating  HIV  Doesn't  Pay 

It  is  humane  to  pay  for  AIDS  drugs  in  Africa,  but  it  isn't  economical.  The  same  dollar 

spent  on  prevention  would  save  more  lives. 


I  AM  AN  ECONOMIST,  AND  I  STUDY  DISEASE.  RECENTLY  I  HAVE 
tried  to  figure  out  the  most  cost-effective  way  to  treat  Africa's 
HIV  scourge,  now  affecting  a  reported  7.4%  of  the  population 
in  sub-Saharan  Africa.  Aid  efforts  are  increasingly  focusing  on 
antiretrovii.il  therapy.  For  example,  the  World  Health  Organi- 
zation has  made  the  treatment  of  infected  people  one  of  its 
primary  goals. 

This  shift  in  focus  raises  the  question:  Is  treatment  the  right 
solution?  In  my  work  I  have  assumed  that  our  goal  in  the  face  of 
the  epidemic  is  to  maximize  life. 
In  other  words,  to  save  the  most 
years  of  life  with  the  funding 
available.  Once  I  decided  this,  the 
cost-benefit  calculations  that 
economists  are  so  familiar  with 
told  me  how. 

As  cold  and  callous  as  this 
may  sound,  after  comparing  the 
number  of  years  saved  by  anti- 
retrovirals  with  years  saved  by 
other  interventions  like  educa- 
tion, I  found  that  treatment  is  not 
an  effective  way  to  combat  the 
epidemic.  It  may  be  that  my 
conclusions  arc  best  laid  aside  in 
the  name  of  morality  and  com- 
passion. But  in  making  the  tough 
decisions  about  how  to  spend 
limited  resources,  we  should 
understand  the  economic  conse- 
quences of  our  choices. 

Treatment  is  clearly  the  most 
expensive  option.  Even  at  generic 
drug  prices,  the  cost  of  anti- 
retrovirals  is  around  $1  per  day.  If 
one  year  of  antiretroviral  therapy 
saves  one  year  of  life,  then  the 

cost  is  $365  per  life-year,  not  counting  whatever  is  spent  to  get 
the  drugs  to  the  patient. 

Now  let's  look  at  what  would  happen  if  we  used  that  money 
to  prevent  people  from  getting  the  disease  in  the  first  place.  Most 
people  assume  that  Africa  has  higher  AIDS  rates  because  Africans 
have  more  frequent  sex  with  more  partners  and  because  they 
use  fewer  condoms  than  in  the  U.S.  Not  so.  Higher  transmission 
rates  in  Africa  seem  to  be  due  largely  to  higher  rates  of  other 
untreated  sexually  transmitted  infections — gonorrhea,  syphilis, 
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"Treatment  is  clearly  the  most  expensive  option 
Even  at  generic  drug  prices,  the  cost  of 
tiretrovirals  is  around  $1  per  day." 
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genital  warts — that  produce  open  sores. 

To  be  sure,  sexual  behavior  plays  some  role.  It  mo 
explains  the  large  differences  in  infection  rates  across  count 
within  Africa.  The  date  at  which  the  epidemic  started  in  e 
area  is  another  crucial  factor.  But  frequent  contact  with  lesi 
during  sex  best  explains  high  HIV  transmission  rates  in  Afric 
What  would  happen  to  transmission  rates  if  we  used  ai 
biotics  to  treat  sexually  transmitted  infections  like  gonorrfl 
From  existing  experimental  evidence,  we  can  derive  estimate 

the  cost.  Using  this  informat 
and  a  computer  simulat 
model  I  put  together  to  mir) 
the  epidemic,  I  found  that  t 
intervention  could  save  lives  a 
cost  of  around  $3.65  per  yeaij 
life  saved. 

I  also  looked  at  education 
have  a  model  for  the  costs  ai 
benefits  of  this  from  Ugan^ 
Starting  in  the  early  1990s  tlj 
country  waged  an  educatii 
campaign,  distributing  inform 
tion  about  how  HIV  spreads, 
to  avoid  getting  it  and  the  con! 
quences  of  being  HIV  positii 
The  estimates  indicate  educatij 
would  save  lives  at  a  cost 
around  $16  per  year  of  life. 

My  conclusions:  Antiretro^ 
ral  treatment  is  around  1 00  tim 
as  expensive  in  preventing  All 
deaths  as  treating  other  sexua) 
transmitted  infections  aij 
around  25  times  as  expensive 
education. 

It  may  be  that  we  have  t 
objective  other  than  maximizii 
the  efficiency  of  dollars  spent.  Treating  HIV  gives  people  hop 
and  that  may  have  value  in  and  of  itself.  Millions  of  Africa! 
with  HIV  are  parents  with  small  children.  What  is  the  value  i 
growing  up  with  a  mother  and  a  father? 

That's  obviously  a  wrenching  question.  But  if  we  chooi 
treatment,  we  must  know  what  we  are  giving  up.  The  tradeof 
are  there  whether  we  want  to  face  them  or  not.  What  economi< 
can  do  is  tell  us — in  numbers,  in  black  and  white — what  we  gn 
up  and  what  we  gain. 


44  FORBES 


July  25,  2005 


Follow-Through  

Round  Up  the  Usual  Chechens 

The  Russian  government  says  it  knows  who  killed  FORBES  editor  Paul  Klebnikov. 
Others  think  it  should  keep  looking.  By  Heidi  Brown 


IN  MID-IUNE  THE  RUSSIAN  GENERAL  PROSECUTOR'S 
office  announced  it  had  "completed"  its  investiga- 
tion into  the  July  2004  contract  murder  of  FORBES 
editor  Paul  Klebnikov  in  Moscow.  Outsiders  are  not 
so  sure  that  the  true  culprits  have  been  found. 

Klebnikov  had  been  living  in  Moscow  and  edit- 
ing FORBES  RUSSIA,  which  he  got  off  the  ground  in 
April  of  last  year.  No  sooner  was  he  gunned  down  by 
what  appeared  to  be  two  assassins  driving  a  stolen  car 
than  speculation  opened  up  in  the  Russian  press  about  who 
might  have  hired  the  killers.  Candidates  included  wealthy  Rus- 
sians who  were  angry  at  the  publication  of  their  net  worth  in 
FORBES  RUSSIA'S  first  list  of  the  country's  billionaires;  Boris 
Berezovsky,  the  tycoon  who  sued  FORBES  over  an  article  Kleb- 
nikov wrote  that  Berezovsky  said  implicated  him  in  a  murder 
(he  has  denied  any  involvement  in  either  murder);  and  a 
Chechen  warlord  named  Khozh-Akhmed  Nukhaev,  also  the 
subject  of  Klebnikov's  provocatively  titled  book  Conversation 
With  a  Barbarian. 

Russian  authorities  have  settled  on  Nukhaev.  They  claim  the 
Chechen  militant  hired  four  Chechen  assassins  to  kill  Klebnikov 
"since  the  journalist  ...  negatively  spoke 
about  Nukhaev  in  his  book  and  criticized 
his  pronouncements."  The  government  cur- 
rently has  two  Chechen  suspects,  Kazbek 
Dukuzov  and  Musa  Vakhaev,  in  custody.  It  is 
searching  for  the  two  others,  Magomed  Edil- 
sultanov  and  Magomed  Dukuzov — as  well 
as  Nukhaev. 

U.S.  officials  reacted  cautiously.  "We  will 
be  continuing  our  conversations  with  the 
Russian  officials  about  what  this  announce- 
ment means,"  said  State  Department 
spokesman  Steven  Pike.  An  interagency 
group  is  reviewing  Russia's  findings. 
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Klebnikov's  brother  Michael  appears  mystified  by  1 
Nukhaev  link.  "Paul  had  reported  that  [he  and  Nukhaev]  |j 
a  series  of  very  civilized  discussions.  The  initial  reaction  \i 
not  negative — Paul  did  not  give  an  indication  there  was  so] 
displeasure  on  the  part  of  the  interviewee.  If  he  changed 
mind  later,  I  don't  know."  Klebnikov  wrote  the  book  wi 
Nukhaev's  permission,  and  the  Chechen  used  the  word  "bl 
barian"  to  describe  himself  in  the  book. 

"This  is  an  extraordinarily  convenient  accusation  for  the  g< 
ernment  to  make,"  says  Peter  Reddaway,  professor  emeritus 
George  Washington  University,  who  has  testified  before  Congd 
about  the  Russian  government.  "It  takes  suspicion  away  from  i 
government  or  a  businessman  associated  one  way  or  another  w| 
the  government.  If  Nukhaev  had  been  outraged,, 
would  have  taken  action  less  than  a  year  lal 
[Chechens]  don't  wait  around  if  they've  been  insultel 
In  conspiracy-loving  Russia  the  press  has  su 
gested  that  the  person  who  ordered  the  hit  is  a  hid 
placed  government  official.  Some  reporters 
speculated  that  Klebnikov,  who  often  wrote  invi 
tigative  pieces,  had  been  preparing  to  write  a  bo) 
about  the  misappropriation  of  funds  meant  for  t 
reconstruction  of  Chechnya. 

A  trial  probably  won't  happen  for  a  few  months.  One  srn 
complication  remains:  Nukhaev  hasn't  been  heard  from  in 
least  a  year,  and  the  Chechen  press  reports  he  may  have  be 
killed  last  spring — months  before  Klebnikov  died. 

A  task  force  of  investigative  journalists  from  various  news  < 
ganizations — ranging  from  Bloomberg  to  CBS'  60  Minutes — I 
formed  to  continue  researching  the  case  and  other  stories  Kle 
nikov  was  working  on  at  the  time  of  his  death.  Richard  Behai 
former  Time  Inc.  reporter,  says  the  group  is  pursuing  five  differe 
threads.  "Nukhaev  is  one  of  them,"  he  says.  "We  want  to  see  mc 
evidence." 


THE  I'M  TIED  TO 
MY  DESK  era  i 


Microsoft'  Office  has  evolved.  Have  you? 

After  all,  the  way  we  work  has  changed.  In  today's 
workplace,  you  need  the  freedom  to  work  from 
anywhere — not  just  your  desk.  That's  why  the 
latest  version  of  Microsoft  Office  allows  you  access 
from  almost  anywhere,  on  your  terms.  Go  beyond 
typxal  cell  phones  and  Web-based  e-mail. 
Step  up  to  "desk-like"  connectivity  to  your  data 
through  a  variety  of  Windows  Mobile'M-based 
devices.  It's  time  to  evolve  the  way  you  work. 
Discover  how  at  microsoft.com/office/evolve 
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When  it  comes  to  investing  in  the  Asia  Pacific,  Sydney 
knows  about  international  business.  In  fact,  nearly 
600  companies  have  chosen  Sydney  for  their  regional 
headquarters  and  regional  operating  centres. 

Sydney  has  the  best  of  business  assets  -  a  well 
educated,  multilingual  workforce  with  a  strong 
reputation  for  innovation  and  enterprise. 

Its  sophisticated  business  environment  and  dynamic 
economy  are  complemented  by  its  cosmopolitan 
lifestyle  and  vibrant  culture. 


Smart  and  successful,  Sydney  is  a  global  city  in  every 
sense.  It's  great  doing  business  in  Sydney  and  it's 
a  fantastic  place  to  live. 

Can't  wait  until  this  year's  Forbes  Global  CEO 
Conference  to  see  why  Sydney  is  First  for  Business 
in  the  Asia  Pacific?  The  New  South  Wales  Department 
of  State  and  Regional  Development  can  help  you 
establish  or  expand  in  Sydney.  Find  out  how  at 
www.business.nsw.gov.au 
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There's  no  place  in  the  world  like 


AuMrnlijn  Government 
lfiM  vt  Australia 


Invest  Australia  and. the  NSW  Department  of  State  and  Regional  Development  are  proudly 
hosting  the  Forbes  Global  CEO  Conference  in  Sydney  on  August  30  •  September  1, 2005. 


New  South  Wales 
Department  of  Stat 
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n  at  the  Top 

lie  pensions  are  rushing  into  REAL  ESTATE 
way  they  rushed  into  tech  in  the 
1990s.  Maybe  it's  a  good  time 
et  out  1  By  Neil  Weinberg 


■HEN  THE  TECH  BOOM  WENT  BUST  A 
JHf  few  years  ago,  New  Jersey's  public 
flj^k  mm  pension  fund  was  among  the  hard- 

1  nf^B  mm  est  hit  in  the  country,  suffering  a 
tmm  ^RAY    loss  in  its  tech-laden  portfolio  of 

mj     nearly  one-third  of  its  value,  or  $30 
ml      mB      billion.  Now  the  State  Investment 
cil  has  another  great  idea:  In  January  it  decided  to 
into — this  can't  be  a  surprise — real  estate, 
enty  of  other  public  pension  officials  have  decided  to 
the  same  play.  After  getting  out  of  real  estate 
:ther  in  the  late  1990s,  the  Teacher 
ment  System  of  Texas  has 
id  to  invest  up  to  $2.7  bil- 
)r  3%  of  its  $90  billion  in 
.  For  the  first  time  the  Arizona 
Jew  York  City  funds  are  buying  up 
rty. 

1  told,  the  top  50  public  funds  increased  their 
litments  to  real  estate  last  year  by  $9.8  billion,  equal 
Vo  of  their  property  holdings,  according  to  the  newsletter 
Estate  Alert.  Now  they  have  set  a  target  of  loading  another 
illion  into  land  and  buildings  as  quickly  as  is  practical, 
ienting  a  37%  hike  to  $128  billion,  or  7.2%  of  their  assets, 
le  rush  of  public  money  into  real  estate  has  many  signs  of 
arview-mirror  investing  that  cost  New  Jersey  so  dearly 
g  the  tech  bust.  As  with  homes,  commercial  real  estate 
:en  on  a  tear  for  several  years.  The  S&P  Index  of  real  estate 
ment  trusts  returned  1 7%  a  year  over  the  past  three  years, 


versus  6%  for  both  the  S&P  500  and  corporate  bonds.  The  run- 
up has  pushed  down  the  yield  on  commercial  property  (rent 
minus  expenses)  to  7.9%.  That's  the  lowest  it's  been  since  at 
least  1989,  according  to  Real  Estate  Research  Corp. 

"We're  drowning  in  liquidity,"  says  Dale  Anne  Reiss,  who 
heads  Ernst  8c  Young's  real  estate  practice.  "Banks  are  lending 
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aggressively,  and  every  flavor  of  institution  thinks  real  estate  is  the 
best  alternative  out  there.  Some  of  us  remember  an  equal  degree 
of  enthusiasm  in  the  late  1980s  just  before  the  market  collapsed." 

Public  pension  managers  may  feel  particular  pressure  to  fol- 
low the  trend  because  of  actuarial  expectations  that  they  will 
wring  8%  or  so  in  returns  out  of  their  assets  each  year.  Money 
managers  are  going  to  be  hard  pressed  to  deliver  such  results 
from  their  stocks  and  bonds. 

"High  [property]  prices  are  clearly  an  issue,"  says  Timothy 
Barrett,  executive  director  of  the  San  Bernardino  County 
Employees'  Retirement  Board,  which  has  8%  of  its  $4.6  billion  in 
real  estate.  "But  real 
estate  is  still  attractive 
from  the  point  of  view  of 
our  8%  hurdle  and  the 
outlook  for  bonds  to 
earn  maybe  4%." 

To  get  that  8%  using 
property,  investors  aren't 
just  buying  shares  of  publicly  listed  REITs  or  owning  easy  things 
like  leased  office  buildings.  They  are  taking  chances. 

Alaska's  state  pension,  for  instance,  has  invested  $500  mil- 
lion in  five  "high  risk"  real  estate  funds  to  try  to  meet  its  target, 
concedes  investment  officer  Michael  Oliver.  He  expects  these 
investments  to  earn  1 5%  to  1 7%  annually,  after  fees. 

The  California  State  Teachers'  Retirement  System  is  trying 
to  increase  its  real  estate  holdings  from  4.6%  to  6%  of  its  port- 
folio. That  has  forced  it  to  look  to  more  exotic  fare  than  in  the 
past,  including  a  joint  venture  that  invests  in  medical  offices  and 
student  housing.  "Real  estate  is  a  tough  market  these  day,"  says 
Michael  DiRe,  director  of  real  estate  at  CalSTRS.  "There  are  a  lot 
of  players  out  there  using  a  lot  of  leverage." 

Another  popular  ploy:  "opportunity"  funds.  Many  are 
financed  with  65%  or  more  debt  and  invest  in  properties  in 


The  top  50  public  funds  want  to 
hike  real  estate  holdings  by 

$34  billion,,  37%. 


unusual  places  or  in  need  of  improvements.  For  their  trout 
opportunity  funds  charge  hedge-fund-like  fees  of  1.5%  or  so 
committed  capital  plus  a  20%  cut  of  profits. 

They  may  not  be  worth  the  cost.  Recent  data  indicate 
median  opportunity  fund  opened  between  1996  and  1999  v 
have  net  returns  of  about  half  its  promised  20%,  accordingl 
Nori  Gerardo  Lietz,  a  cofounder  of  the  Pension  Consulti 
Alliance.  Investors  would  have  done  better  on  a  risk-adjust 
basis  putting  money  into  "core"  properties,  she  adds. 

Another  hazard  for  public  funds:  A  conflict  of  interl 
among  some  of  the  consultants  whom  they  pay  for  advice 

where  to  invest.  Russl 
Real  Estate  Advisors  te 
pension  funds  where 
invest  while  simultan 
ously  running  its  oy 
real  estate  funds  ai 
managing  an  $800  mj 
lion  property  portfoli 
One  large  fund  says  it  stopped  working  with  Russell  earlier  fl 


year  after  the  firm  repeatedly  pushed  for  lucrative  money  ma 


agement  assignments,  which  would  have  created  a  conflict  wj 
its  existing  role  as  a  supposedly  objective  adviser.  Russell  says 
"may  make  a  consulting  client  aware  of  other  Russell  produo 
and  services,  but  it  always  remains  the  client's  decision  wheth 
to  retain  these  services." 

Public  pension  funds  might  do  well  to  follow  the  lead  of  G 
ifornia's  pension  fund  CaJpers,  the  nation's  largest  public  fun 
and  often  in  the  investing  vanguard.  As  less  savvy  funds  rush  i 
Calpers  has  lately  sold  about  $7  billion  in  expensive  real  esta 
and  taken  profits. 

"We  think  the  timing  is  right"  to  sell,  says  Brad  W.  Pachec 
a  Calpers  spokesman.  "We  have  a  property  on  the  block  rig 
now  and  plan  to  continue  selling." 


THEY'RE  FEELING  LUCKY 

Since  being  offered  last  August  at  $85,  Google  shares 
have  lofted  past  $300.  The  bull  market  enabled 
founders  Larry  Page  and  Sergey 
Brin  to  cash  in  for  a  combined 


Sergey  Brin  (top) 
Larry  Page 


$1  billion-plus.  Compare  that  with  their  billionaire 
rivals,  Jerry  Yang  and  David  Filo,  who  didn't  sell  a 
share  of  Yahoo  in  the  first  year  that  company  trade< 
on  Nasdaq.  Someone  speaking  for  Google  reassures 
us  that  the  founders'  unloading  was  part  of  a  rou- 
tine stock-selling  program.       — Caroline  Bierbam 


GQDjGLE 


Jeffrey  Bezos 

AMAZON  

Current  worth  

$4  billion 

Shares  sold1 


Pierre  Omidyar 


EBAY. 


YAHOO. 


Current  worth 


$8.8  billion 


Shares  sold' 


$187  million 


Jerry  Yang 
David  Filo 


Combined  net  worth 


$5.9  billion 


Shares  sold1 


$0 


'Based  on  first  12  months  of  trading. 
Sources:  Thomson  Financial;  Forbes. 
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Don't  let  inefficient  printers  brazenly  take  your  hard-earned  profits  without  putting  up  a  fight.  Combat  them 
with  Toshiba's  Encompass,™  an  innovative  tool  that  sniffs  out  inefficiencies,  gives  you  strategies  to  maximize 
your  office  machines  and  helps  you  to  put  an  end  to  the  stealing.  To  learn  more,  go  to  endthestealing.com 
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GEEK  CHIC 

Can  100  chattering  Silicon  Valley 
techies  give  new  products  a  boost? 
By  David  Whelan 


Ralph  (Buddy)  Arnheim,  a  lawyer  for  tech  companies,  loves  the  shir 
new  $600  digital  toilet  seat  in  the  master  bath  of  his  Los  Altos  Hills, 
Calif,  home— a  combination  toilet,  bidet  and,  yes,  butt  blow  dryer. 
What's  not  to  like?  He  got  it  for  free.  And  so  did  50  other  big-shot 
Silicon  Valley  types,  including  Napster  cofounder  Sean  Parker  and 
venture  capitalist  Heidi  Roizen. 

They  are  members  of  a  group  called  the  Silicon  Valley  100  (others 
include  Netscape  founder  Marc  Andreessen  and  venture  capitalist 
Timothy  Draper),  chosen  for  their  interest  in  swag— and  supposed 
opinion-making  ability.  Vendors  of  new  gizmos  hope  these  folks  will  li 
the  gadgets,  talk  them  up  and  generate  a  few  sales.  Viral  marketing  w 
a  forced  draft. 

That's  what  happened  with  the  toilets.  Soon  after  the  seats  were 
installed,  articles  about  them  popped  up  in  newspapers  and  blogs,  he 
ing  Brondell  Inc.  secure  distribution  deals  with  Home  Depot  and  Bed 
Bath  &  Beyond. 

Since  January  Silicon  Valley  100  members  have  received  six  prod- 
ucts, including  a  $264  videogame  mail-order  service,  a  $250  comput 
ized  fitness  test  and  $149  specialty  earphones.  The  middleman:  Aurei 
Hoffman,  31,  an  irrepressible  networker  and  consultant  to  startups. 

Live  by  buzz,  die  by  buzz.  Arnheim  didn't  like  the  noise-isolating 
earphones  he  received  from  Etymotic  Research  in  February,  which  is 
one  reason  the  Silicon  Valley  100  didn't  help  sell  a  lot  of  the  product 
"This  is  a  roll  of  the  dice,"  concedes  David  Hodess,  who  heads  Game 
Fly,  the  videogame  subscription  service. 


N 


TAX  STRATEGIES 


President  Bush  Owes  Him  a  Drink 

Retailer  JOHN  MENARD  paid  a  $216  million  personal  tax  bill  for  2002. 
And  still  the  IRS  isn't  satisfied  By  Janet  Novack 


THINK  YOU  PAY  HIGH  TAXES? 
Wisconsin  retailer  John  R. 
Menard  Jr.,  65,  forked  over 
$216  million  to  the  Treasury  for 
2002  on  taxable  income  of  $559 
million,  according  to  documents  filed  in 
a  Tax  Court  case.  This  puts  him  among 
the  biggest  taxpayers  in  the  nation,  if  not 
the  biggest,  and  surely  earns  him  at  the 
least  a  free  ride  on  a  Navy  jet  fighter.  For 
comparison,  the  top  400  taxpayers  in 
2000  paid  an  average  of  $39  million, 
according  to  an  IRS  study. 

Menard's  income  in  2002  was  15  times 
what  he  reported  the  year  before.  But  as  it 
happens,  he  smartly  planned  it  that  way  to 
benefit  from  tax-rate  cuts  and  to  avoid  the 
double  taxation  of  corporate  dividends. 

The  IRS  has  been  after  Menard  Inc.  for 
allegedly  disguising  dividends  to  John 


Menard  by  improperly  deducting  tens  of 
millions  in  excess  salary  payments  to  its 
founder  and  paying  millions  more  in 
expenses  for  his  race  car  team.  (In 
September  a  Tax  Court  judge 
largely  agreed.) 

Menard  Inc.,  a  200-store 
home  improvement  chain,  was 
a  C  corporation.  That  means 
that  salaries,  including  those 
of  the  owners,  are  deducted 
from  pretax  income.  Cor- 
porate profit  remaining 
after  those  salaries  is  taxed  twice, 
once  at  the  corporate  level  and 
again  on  the  owner's  personal 
return  if  and  when  the  income  is 
distributed  as  a  dividend. 

So  Menard,  who  owns 
89%  of  the  $6  billion  (sales) 
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HE  RESILIENT 
JFRASTRUCTURE: 
GUIDE  FOR 
HE  FEARLESS. 


oday's  enterprise,  the  only  constant  is  change.  And  keeping  up  with  change  is  the  ultimate  challenge 
business  faced  with  an  endless  series  of  paradoxes:  making  information  both  secure  and  available; 
I  reactive  and  proactive  simultaneously;  responding  quickly  to  both  new  threats  and  new  ideas, 
solution?  A  resilient  infrastructure  that  lets  you  respond  as  rapidly  to  opportunity  and  innovation  as 
lo  to  threats  and  disruptions;  and  where  the  elements  that  help  keep  your  company  up,  running  and 
ing  —  security,  storage  and  recovery  —  are  firmly  in  place.  This  is  the  ideal  that  has  brought  together 
mtec  and  VERITAS  to  form  a  single  company  with  a  single  goal:  to  help  you  build  a  fearless  enterprise, 
nore  information  visit  www.symantec.com/RI. 


BE  FEARLESS. 
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company,  converted  to  an  S  corp  in  2002. 
That  form  pays  no  corporate  taxes.  In- 
stead, it  passes  all  its  income,  deductions 
and  credits  directly  to  its  owner's  1040  re- 
turn. Since  profits  are  taxed  just  once,  at 
the  same  rate  as  salary,  it  doesn't  matter  if 
the  owner  takes  a  big  salary. 

The  tax  advantages  of  S  corps  grew 
after  the  2001  tax  cut  reduced  the  top 


individual  income  tax  rate  from  39.6%  to 
35% — the  same  as  the  corporate  rate. 

While  the  "S"  stands  for  "small  busi- 
ness," there's  no  limit  on  how  big  or 
profitable  an  S  corp  can  be,  just  on  how 
many  shareholders  it  can  have  (100), 
which  explains  why  public  companies 
don't  use  it.  Still,  most  S  corps  are  small, 
and  Menard  Inc.'s  switch  makes  it  the 


second-largest  S  corp  in  the  nati 
(after  New  Hampshire's  C&S  Wholet 
Grocers)  in  FORBES'  private-compi 
database. 

So  is  the  IRS  finally  satisfied  vi 
Menard's  $216  million?  Nope.  For  20(j 
still  wants  another  $12  million  in  ts 
and  $1.3  million  in  penalties  fr 
Menard  personally. 


CYBERSPYING 


Chinese  Take  Out 


The  Middle  Kingdom  isn't  just  trying  to  buy  American  companies  on  the  open  market. 
It's  also  stealing  industrial  secrets  by  taking  over  corporate  computers  By  Nathan  Vardi 

CHINA'S  SWIPE  AT  SUCH  U.S.  ASSETS  AS 
Unocal's  oil  wells  and  Maytag's  trade 
name  are  very  much  in  view.  Less  obvi- 
ous: a  far  more  insidious  grab  for  indus- 
trial secrets.  This  electronic  theft  is  taking  place 
with  the  tacit  okay,  or  at  least  the  noninterven- 
tion, of  the  Beijing  government. 

The  latest  attack  is  a  so-called  Trojan  horse, 
code  used  to  swipe  information  from  compro- 
mised PCs,  named  Myfip.  It  first  emerged  last 
August  in  the  theft  of  PDF  documents.  At  least 
1 1  other  versions  of  Myfip  were  widely  circu- 
lated from  September  to  April,  seeking  to 
gather  sensitive  documents,  like  CAD/CAM  files 
used  to  store,  say,  mechanical  designs,  elec- 
tronic circuit  board  schematics  and  layouts. 
Myfip  is  sent  via  spam  and  can  navigate  a  cor- 
porate network  once  a  user  clicks  on  the 
attachment. 

Details  of  such  espionage  came  to  light  after 
Joseph  Stewart,  senior  researcher  at  Myrtle 
Beach,  S.C.  security  firm  Lurhq,  reverse  engi- 
neered Myfip's  code  in  May  on  behalf  of  clients. 
He  discovered  it  was  sending  stolen  data  to  an 
Internet  user  in  Tianjin,  China's  third-largest  city 
and  the  second-biggest  hub  for  manufacturing, 
particularly  electronics.  Some  Internet  protocol  addresses  were 
linked  to  an  Internet  domain  name  registered  to  someone  called  Si 
Wen  in  Tianjin.  The  thieves  were  so  flippant  about  law  enforce- 
ment that  diey  didn't  even  bother  to  conceal  the  origin  of  their 
mailings,  a  common  practice  for  international  hackers.  "This 
seems  to  be  an  attempt  at  intellectual  property  theft,"  says  Stewart. 
He  believes  Myfip  is  just  the  start  of  a  wave  of  China-sponsored 
cybercrime  that  will  seek  out  vital  trade  secrets.  "Nothing  suggests 
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that  Chinese  authorities  are  vigilantly  prosecuting  those  who 
attacking  foreign  interests,"  says  John  Watters,  chief  of  Idefense, 
Reston,  Va.  intelligence  firm.  "They  turn  a  blind  eye  to  it  as  long 
it  doesn't  oppose  national  interests." 

"This  is  a  serious,  huge  issue,"  says  David  Jevans,  chairman 
the  Antiphishing  Working  Group,  a  consortium  of  banks,  softw 
vendors  and  law  enforcement  agencies  that  keeps  an  eye  on  ide 
tity  theft.  "The  risk  of  losing  credit  card  numbers  can  be  managl 
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and  Internet  is  now  available  from  Singapore  Airlines,  connecting  you  to  the  world.  You  can  surf,  e-mail  and 
eal-time  TV  news  on  your  laptop*  And  as  always,  enjoy  the  inflight  service  even  other  airlines  talk  about. 
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it  be  wireless-enabled.  U.S.-  Singapore  routes  will  be  progressively  fitted  with  on  board  Internet  access  as  of  Summer  2005  A  connection  fee  applies. 
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but  there  are  some  things  you  can't  ever 
afford  to  have  compromised." 

There  have  already  been  large-scale 
attacks  in  Britain.  Last  month  the  U.K.'s 
National  Infrastructure  Security  Co- 
ordination Centre  issued  a  major  call  for 
vigilance,  noting  17  targeted  Trojan 
horse  attacks  sent  by  e-mail  that  "appear 
to  be  covert  gathering  and  transmitting 
of  commercially  or  economically  valu- 
able information"  from  British  compa- 
nies and  the  government.  The  attacks 
have  been  going  on  for  a  "significant 
period  of  time  with  a  recent  increase  in 
sophistication."  It  seems  the  IP  addresses 
used  to  send  the  e-mails  and  control  the 
malicious  code  are  linked  to  the  Far  East; 
at  least  one  Trojan  in  play,  Netthief,  has 
been  traced  to  a  Chinese  source. 

Israel,  too,  has  had  its  share  of  such 
cyberspying,  stemming  from  a  case 
dubbed  the  Trojan  Affair.  In  May, 
Michael  Haephrati,  a  computer  consul- 
tant, was  detained  in  London  and  is  now 
awaiting  an  extradition  hearing  for 
allegedly  selling  a  rogue  program  to 
Israeli  private  investigators  who  used  it 
to  spy  on  their  clients'  competitors.  Eigh- 
teen Israeli  executives  have  reportedly 
been  arrested  for  trying  to  steal  informa- 
tion from  rivals;  the  victims  include 
Israeli  affiliates  of  Hewlett-Packard  and 
Ace  Hardware.  Police  suspect  that  cell 
phone  carriers,  an  importer  of  Volvos 
and  a  mineral  water  supplier,  among 
others,  spied  on  the  competition.  Israel's 
central  bank  governor  warned  that  the 
scandal  might  scare  off  foreign  investors. 

Catching  crooks  is  a  matter  of  luck. 
The  Israeli  case  came  to  light  only 
because  Haephrati's  former  mother-in- 
law,  a  writer  and  radio  psychologist, 
suspected  him  and  notified  police  after 
passages  from  her  then-unpublished 
book — L  For  Lies,  in  which  a 
Haephrati-like  character  is  a  crime  sus- 
pect— suddenly  surfaced  on  the  Web. 
Myfip,  like  some  phishing  attempts, 
still  requires  clicking  on  an  attachment, 
tough  for  technology  to  prevent.  One 
tip-off:  clumsy  English  instructions  like 
"Plain  table  please  you  download." 
Once  the  Myfip  gang  gets  grammatical, 
watch  out.  F 


FOR  THE  SHIFTLESS 

SHIMANO  has  reinvented  the  lowly  comfort  bike  to  woo 
the  La-Z-Boy  generation  |  By  Stephane  Fitch 


The  U.S.  cycling  industry  desperately  needs  a  mass-market  hit.  The  number 
bikes  Americans  purchase  each  year  has  languished  at  around  13  million  for 
years,  never  eclipsing  the  15  million  bought  in  1973. 

Shimano,  the  Japanese  producer  of  gearshifts  and  derailleurs  used 
the  likes  of  Lance  Armstrong,  has  an  idea  that  might  appeal  even  to  sedenta 
middle-agers:  a  new  bike  with  an  automatic  transmissil 
for  "people  who  don't  want  to  ride  up  a  mountainside 
France  and  are  scared  to  death  of  Lycra,"  says  Ka 
Shimano,  the  43-year-old  head  of  the  compan1 
U.S.  wing  and  grandson  of  the  company's  founds 
Shimano's  Nexus  Inter  7  replaces  the  cluster 
gears  and  chain  arms  with  two  gear  sets  sealed  insil 
the  rear  hub.  Shifting  can  be  controlled  by  a  mount 
computer  that  selects  a  gear  based  on  how  fast  you 
moving  and  whether  you're  slogging  uphill  or  coastii 
down  (it  has  seven  speeds).  Yep,  you  can  ride  and  to 
on  your  cell  phone. 
A  bike  with  the  fully  automated  system  costs  around  $1,000;  a  semiautoma 
version  is  $350  to  $700.  That's  three  to  six  times  what  cheapie  ten-speeds  cc 
at  Wal-Mart  but  only  slightly  more  than  a  quality  comfort  bike. 

Shimano's  problem  will  be  reaching  the  comfort  riders  who  might  want  one 
these  bikes.  "A  lot  of  these  people  don't  dare  to  go  into  a  bike  shop,"  conced 
David  Lawrence,  head  of  the  company's  U.S.  marketing. 


The  Nexus  rear  hub 
hides  a  nest  of  gears 
that  can  be  shifted  by 
a  rider  or  by  computer. 


25  . 

million 

Adults  in  2000  who 
owned  bikes  they 
bought  new, 
down  22%  from 
1990. 


40% 

Decrease  since  1990 
in  casual  riders 
cycling  fewer  than 
ten  miles  a  week. 


$4,8  | 

billion 

Spent  on  bikes  and 
parts  in  2004  in  the 
U.S.,  down  4.3%  sin 
2002. 


11% 


Decline  in  average  income  of 
casual  riders  since  1990. 


Increase  in  adult  bike 
sales  since  Lance 
Armstrong  first  won 
the  Tour  de  France, 
in  1999. 


5,000 

Cycling  speciality 
stores,  down  from 
6,260  in  2001. 
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The  All-New  Avalon.  Re-thought  Re-designed.  Re-imagined. 


In  the  re-imagined  Avalon,  all 
our  best  has  come  together, 
making  anything  possible. 
And  with  the  convenience  of 
Avalon's  Smart  Key  System, 
setting  your  ride  in  motion  has 
never  been  easier.  It  sees  you  approach, 
unlocks  its  doors  when  you  touch  the  handle 
and  starts  at  the  touch  of  a  button.  Seamlessly. 
Just  like  its  5-speed  automatic  transmission 
with  seguential  shift. 

When  you  set  about  to  re-imagine  a  car,  the 
engine  is  a  good  place  to  start.  So  we  created 
a  3.5-liter  DOHC  Dual  VVT-i  V6  engine  with 
280  hp1  and  260  Ib.-ft.  of  torgue.1  It  propels  the 
Avalon  to  60  mph  in  just  6.6  seconds,2  all  with 
an  EPA-estimated  22  mpg  city/31  mpg  highway 
rating.3  Amazing  what  a  perfectly  crafted 
camshaft  will  get  you,  isn't  it? 


But  a  paradox  of  power  and  efficiency 
isn't  enough.  So  the  Avalon  softens  the 
next  bend  of  the  road  with  a  JBL  Synthesis® 
360-watt  12-speaker  audio  system,  reclining 
rear  seats  atop  a  flat  floor,  and  heated 
and  ventilated  front 
seats.  There's  available 
Dynamic  Laser  Cruise 
Control4  that  monitors 
the  vehicle  ahead, 
rain-sensing  wipers  for 
what's  above  and  an 
acoustically  designed 
windshield  to  guiet  the 
journey  before  you  as 
you  venture  off  in  search  of  what's  next. 

Avalon  brings  together  some  of  our  finest 
design,  innovation  and  comfort.  Yet  it  starts 
at  only  $26,3505  (as  shown,  $33,540). 


jwmwith  available  equipment  'Ratings  achieved  using  premium  fuel.  'For  comparison  only.  Obtained  With  prototype  vehicles  by  professional  drivers  using  special  safety  equipment  and  procedures.  Do  not  attempt. 
'Dynamic  Laser  Cruise  Control  is  designed  to  assist  the  driver  and  is  not  a  substitute  for  safe  and  attentive  driving  practices.  Please  see  your  Owner's  Manual  for  important  cautions  and  instructions.  MSRP  e> 
ing  and  handling  fee.  Excludes  taxes,  license,  title  and  available  or  regionally  required  equipment.  Actual  dealer-price  may  vary.  ©2005  Toyota  Motor  Sales,  U.S.A.,  Inc.  tOyOta.COm 


itofront 

DIGITAL  MARKETPLACE 

Flat  Note 

Even  in  a  post-Grokster  world,  it's  too  early  for 
the  music  business  to  celebrate  By  Peter  Kafka 


High  volume:  The  Supreme  Court  sided  with  the  record  companies. 

THE  MUSIC  BUSINESS  HAS  SUFFERED  YEARS  OF  DECLINING 
revenues.  So  last  month's  Supreme  Court  decision,  which 
slapped  down  file-sharing  services  dedicated  to  swapping 
pirated  music,  was  a  welcome  bit  of  good  news  (see  related 
item  in  Informer,  p.  42). 

But  the  $34  billion  global  industry  has  a  bigger  problem  than 
piracy.  Even  if  music  companies  can  persuade  file-sharers  to  start 
paying  for  music  again,  consumers  are  unlikely  to  spend  as  much 


as  they  did  in  the  pre-Napster  era.  Why?  They  don't  have  to.  Ins! 
of  paying  $13  for  an  entire  CD,  the  digital  music  marketplace 
buyers  grab  a  song  at  a  time,  for  99  cents  or  less.  And  given 
option — at  Apple's  iTunes  store  and  its  smaller  competitor 
that's  exactly  what  they're  doing:  Though  the  music  sites  di 
publicly  break  down  their  sales,  those  familiar  with  the  results 
the  majority  of  digital  sales  are  of  single  tracks.  And  that  patter 
true  even  in  free  services  like  Grokster  that  offer  unlimited  mu 

"Overwhelmingly,  people  will  take  one  song,"  says  Eric  0 
land,  whose  BigChampagne  Media  Measurement  outfit  mc 
tors  file-sharing  behavior.  "The  labels  can't  give  the  bundle  ami 

Merrill  Lynch  analyst  Jessica  Reif  Cohen  estimates  t 
music  distributors  will  need  to  sell  12  or  13  digital  songs  jus 
match  the  gross  profit  of  a  single,  10-song  compact  disc.  I 
tributors  get  roughly  66  cents  for  every  99-cent  song  doM 
loaded  on  iTunes,  for  a  gross  profit  of  43  cents.  They  earn  | 
for  CDs,  or  $5.40  gross  profit. 

The  big  music  distributors  insist  that  digital  products  i 
increase  sales  rather  than  substitute  for  the  CDs.  But  their  act« 
suggest  that  they're  more  worried  than  they're  letting  on.  Alj 
the  big  four  distributors  (Sony/BMG,  EMI,  Warner,  Universal) 
cramming  physical  CDs  with  extra  goodies  to  entice:  The  n 
Dual  Disc  format,  for  instance,  features  a  music  album  on  a 
side  and  a  DVD  with  music  videos  and  the  like  on  the  oth 
They  typically  sell  for  a  dollar  or  two  more  than  a  music-o 
CD.  And  they're  doing  their  best  to  raise  prices  on  digital  mm 
without  saying  they're  doing  it:  Buying  a  song  via  cell  pho 
expected  to  be  offered  by  the  end  of  the  year  in  the  U.S.,  v 
likely  cost  $2  or  more  per  tune.  There  are  also  plans  to  st) 
bundling  digital  tracks  with  extras  like  unreleased  songs 
videos  and  charging  a  premium  for  them. 


TOLL-FREE 

Numbers 
Game 

There's  big  money  in  owning 
mnemonic  1-800  numbers, 
but  the  FCC  stands  in  the 
way.  For  now  By  Seth  Lubove 

m  F  YOU  CALL  1-800-DUMPSTER,  1-800- 
I  Hardwood  or  1-800-GetACar,  you'll 
I  make  Scott  Richards  a  little  richer. 
■  Richards  doesn't  collect  trash,  lay 
floors  or  hustle  cars.  Rather,  he  controls 
these  and  several  other  toll-free  "vanity 
numbers,"  which  his  firm,  Dial  800  (1- 
800-Dial800)  of  Beverly  Hills,  Calif., 
licenses  out  to  Waste  Management,  floor- 
ing firms  and  car  dealers  for  $99  a  month 
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and  1 1  cents  per  minute  per  call. 

By  law,  Richards  and  a  cottage  indus- 
try of  entrepreneurs  like  him  aren't  sup- 
posed to  make  money  from  toll-free  num- 
bers. The  phone  numbers  belong  to  the 
public  and  can't  be  bought,  sold,  brokered 
or  otherwise  profited  from,  according  to  a 


1997  edict  of  the  Federal  Co: 
^  Jfe   munications  Commission 

m     Richards  and  others  toe  the  li 
|  of  the  law  by  licensing  out  thj 

numbers,  rather  than  selling  the 
and  the  FCC  looks  the  other  way. 
Now  with  a  new,  free-mar^ 
regime  at  the  FCC,  lead  by  recen 
appointed  Chairman  Kevin  Mart 
there's  hope  toll-free  numbers  and  t 
$  1 1  billion  they  annually  pile  up  in  ca 
ing  fees  will  be  deregulated.  That  won 
'mean  that  individuals  will  be  able  to  oi 
the  numbers  outright  and  sell  or  le: 
them  as  they  wish.  Mitchell  Knisbach 
president  of  800response  of  Burlingtc 
Vt.,  says  the  industry  trade  group 
founded  plans  to  petition  the  FCC  to  op 
the  numbers  to  public  ownership. 

"We  should  be  able  to  go  to  peof 
and  say,  'You're  a  guy  in  Arizona,  &\ 
your  number  has  little  value  to  you.  W4 


WANT  TO  INCREASE 

PRODUCTIVITY? 

CONSIDER  DRUGS. 


These  days,  every  CEO  is  trying  ro 
figure  out  ways  to  get  more  from  less. 
Productivity,  cost  cutting,  and  finding 
more  value  are  top  priorities. 

But  maybe  not  for  everyone.  Manv 
parents  today  are  struggling  to 
figure  out  what  to  say  to  their 
kids  about  drugs  —  or  what  to  do 
about  an  existing  problem.  They 
may  be  your  very  best  people,  but 
they're  distracted  and  may  be  missing 
meetings  and  deadlines  —  which  can 
seriously  affect  your  business.  But  there 
are  things  you  can  do  to  help. 
Acknowledge  that  this  is  a  problem. 
Create  an  environment  where  people 
feel  comfortable  asking  for  help. 

Participate  in  the  Parents@Work 


HI 


OCIETY  FOR 


MANAGEMENT 


program  —  a  free,  easy-to-implement 
resource  that  focuses  on  an  employee's 
family  by  providing  prevention  tips, 
warning  signs,  strategies,  and  information 
on  where  to  find  help. 

A  broad  range  of  small 
and  large  organizations  —  from 
private  businesses  to  government 
agencies  to  nonprofits  —  have 
implemented  the  Parents@Work 
program  and  have  seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer. 


To  learn  more,  visit  ThcAntiDrug.com/ParentsAtWork. 


PARENTS    WORK  I  PARENTS. 


THE      ANTI  DRUG 
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buy  it  from  you  for  $  1 0,000  or  $50,000,' " 
says  Knisbacher,  who  controls  such  catchy 
numbers  as  1-800-NewCash,  1-800- 
NewHonda  and  1-800-NewHouse.  "He'll 
have  his  money,  he'll  pay  taxes  to  the  IRS, 
the  government  will  make  a  good 
amount  of  money  and  we'll  take  the 
number  to  people  who  can  use  it." 

Nearly  all  of  the  800  numbers  with 
mnemonic  value  have  long  been  assigned 
to  individuals  or  corporations  by  phone 
companies.  Folks  like  Richards  and  Knis- 


TRADING 


bacher  grab  numbers  that  apply  to 
regional  businesses — 1  -800-BankLoan 
for  Richards,  for  example, -or  1-800- 
NewRoof  for  Knisbacher — and  then  ped- 
dle the  numbers  town  by  town  and 
according  to  area  code.  Knisbacher  has 
one  number  leased  in  50  separate  areas. 

"The  FCC  has  to  wake  up  and  realize 
there's  a  significant  economic  benefit  to 
having  an  800  number  for  a  business,"  but 
no  easy  way  of  securing  the  numbers,  con- 
tends Richards. 


Opponents  such  as  the  Associatio 
National  Advertisers  complain  compa 
would  be  held  up  for  "unreason^ 
high"  price  tags  by  people  sitting  on  v: 
able  numbers.  The  FCC  similarly  won 
about  speculators  warehousing  numb 

But  Richards  argues  for  an  auct 
system  that  awards  the  numbers  to 
highest  bidders:  "In  an  ideal  world, 
would  have  an  Ebay  of  800  number: 
would  give  every  business  an  opportuj 
to  be  a  1-800-Flowers." 


Mr. 

NYSE 

Guy 


JOHN  THAIN  is  trying  to 
use  the  New  York  Stock 
Exchange's  moment  of 
weakness  to  create 
a  fairer,  and  geekier, 
market  |  By  Neil  Weinberg 


John  Thain  took  over  as  chief  executive  of  the  New  York 
Stock  Exchange  a  year  and  a  half  ago  facing  a  nasty  legal 
battle  with  his  predecessor  and  a  specialist  trading  scandal. 
The  former  Goldman  Sachs  president  responded  this  spring 
by  unveiling  a  plan  to  merge  with  Archipelago  Holdings  and  go 
public.  It  will  usher  in  the  biggest  transformation  in  the  exchange's 
213-year  history.  He  spoke  recently  to  FORBES. 

Assuming  the  merger  and  stock  offering  go  through,  what's  your 
growth  plan? 

Given  our  [79%]  market  share  in  listed  stocks,  we're  only 
going  to  be  able  to  grow  [in  equity  trading]  as  fast  as  the  market. 
Our  competitors,  particularly  Euronext  and  Deutsche  Bourse, 
are  more  diversified.  We  also  need  a  broader  range  of  products. 
As  a  public,  for-profit  company  we  can  compete  with  those  play- 
ers for  acquisitions  and  provide  capital  to  fund  growth. 

Archipelago  gives  us  an  increased  position  in  the  cash  [equi- 
ties] market  and  the  options  market,  and  we  will  use  its  platform 
to  expand  our  [exchange-traded  fund]  business.  We'll  probably 
also  use  it  to  develop  a  fixed-income  business. 
Wasn't  it  bad  form  to  use  your  former  employer,  Goldman  Sachs, 


to  broker  your  Archipel. 
merger  while  it  owned  a  piec 
both  parties? 

There's  no  question  Grj 
man  had  a  conflict.  That's  x, 
Lazard  provided  a  fairness  le 
to  us  and  Greenhill  &  Co.  p 
vided  a  fairness  letter  to  Ar 
[Archipelago  Holdings].  Tl 
conflict  was  well  recogniz 
well  discussed  and  I  think  qi 
appropriately  dealt  with. 

Is  self-regulation  a  failure,  gi 
the  fairly  regular  scandals  at 
NYSE  and  Nasdaq? 

Plenty  of  markets  h. 
third-party  regulators  and  s 
have  scandals.  I  think  a  self-rj 
ulatory  model  works  bell 
when  you  have  a  very  comj 
cated  market.  We  are  trying 
maintain  a  balance  of  expertise  while  ensuring  independence 

Some  of  your  top  customers,  like  Fidelity  and  American  Centii 
think  floor  trading  is  expensive  and  unfair. 

Certain  customers  are  not  so  much  critical  of  the  cost) 
trading  here  but  want  to  trade  electronically,  instantaneou 
and  anonymously.  They  don't  want  their  orders  going  out  to 
floor.  That  is  why  we're  developing  a  hybrid  [floor  and  ell 
tronic  trading]  market. 
So  the  floor  could  disappear? 

I  don't  think  that  will  happen.  People  aren't  going  to  pu 
1  million-share  order  to  buy  even  a  stock  that's  liquid,  like  Vv 
Disney,  into  a  computer.  They're  going  to  give  it  to  a  person  w 
can  feed  it  into  the  market  and  get  them  a  better  price.  The  2,C 
less  liquid  stocks  that  trade  on  the  floor  I  think  are  going  to  cc 
tinue  to  trade  with  people. 

Why  did  a  low-key  guy  at  Goldman  want  this  high-profile  job? 

It's  not  the  same  as  going  to  Washington,  but  it's  in  the  spi 
of  community  service  and  trying  to  help  an  important  part 
the  U.S.  financial  system  correct  some  of  its  problems.  Tha 
why  I  did  it.  I  underestimated  how  public  it  is,  but  that's  life. 
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UPER-SATISFIED 

WITH  OUR  MUTUAL  FUND  "SUPERSTORE." 


FUNDS  TO  CHOOSE  FROM 


INCLUDING: 


Vanguard   ^JANUS    »reyfllS     P  j  MC.O 


Challenge  the  ordinary. 

Be  E->  traordina 


Jse  our  online  tools,  research  and  exclusive 
\II-Star  List  of  leading  funds  to  select  the  ones 
hat  are  right  for  you. 

Dr  let  us  help  you  with  our  Advisory  Services, 
portfolio  reviews  and  asset  allocation  models. 


jet  a  free  portfolio  review.  E*  TRADE 

Za\\  1-800-731-5223  or  visit  etrade.com/mutualfunds  FINANCIAL* 

uld  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing.  The  fund's  prospectus  contains 
J  other  important  information.  For  a  current  prospectus,  please  visit  www.etrade.com.  Read  the  prospectus  carefully  before  investing, 
products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
•TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Airing  It  Out 

Political  advertising  is  no  longer  a 
seasonal  sport— just  watch  the  deluge 
over  Justice  O'Connor's  spot. 
By  Matthew  Swibel 


A 


DEMOCRATIC  CHAIRMAN 


HOWARD  DEAN 


Republicans 
"...never  made 
an  honest  living 
in  their  lives." 


WEEK  BEFORE  SANDRA  DAY 
O'Connor  announced  her 
resignation,  cable  and  Sun- 
Iday  morning  news  shows 
had  already  aired  an  ad  that  featured 

the  infamous  quote  from  Democra-   

tic  Party  boss  Howard  Dean:  Many  Republicans  "have 
never  made  an  honest  living  in  their  life."  A  conserva- 
tive group  called  Progress  for  America  has  planned  to 
spend  $7()(),()()()  blanketing  the  nation  with  the  ad — 
the  first  shot  in  an  $18  million  advertising  effort  to 
help  ensure  confirmation  for  President  Bush's  pick  in 
a  Supreme  Court  vacancy. 

I  NS  Media  Intelligence^  MAC ;  calculates  that  in  the 
first  six  months  of  the  year  $70  million  was  spent  on 
broadcast  and  print  political  ads,  up  from  $28  million  in 
the  corresponding  period  of  2001 ,  the  last  year  following 
a  presidential  campaign.  A  big  chunk  from  this  money 
pot  went  to  the  debate  over  cabinet  nominations,  Social 
Security  personal  accounts  and  tort  reform.  Political  ad 


spending  for  state  issues  is  strong,  too.  The  projected  tab 
for  California's  loilg  list  of  ballot  issues:  $50  million.  "We 
are  now  to  a  point  where  no  political  issue  Ls  too  small  for 
an  ad  campaign,"  says  Evan  Tracey,  chief  operating  offi- 
cer of  TNS.  He  notes  that  the  Clarence  Thomas  nomina- 
tion of  1 99 1  attracted  scarcely  a  dime  of  advertising. 
Issue  advertising  gained  prominence  a  dozen  years 
ago  when  "Harry  and  Louise"  TV 
spots  opposed  Hillary  Clinton's 
health  insurance  plan.  Now  the  top- 
ics range  all  over  the  political  map. 
This  summer  the  National  Farmers 
Union,  a  group  representing  family 
farms,  aired  radio  ads  criticizing  the 
president  of  the  American  Farm 
Bureau  Federation — a  fellow  lobbyist — over  his  stance 
favoring  the  Central  American  Free  Trade  Agreement. 

National  Media,  an  ad  agency  run  by  Alex  Castel- 
lanos,  who  made  election  commercials  for  George  Bush 
in  2000,  recently  hired  away  a  Young  &  Rubicam  exec- 
utive to  keep  up  with  new  business.  "We  are  in  a  more 
polarized  political  environment,"  says  Castellanos. 

An  unlikely  source  of  this  craze:  campaign  finance 
reform.  The  passage  of  recent  laws  to  curtail  soft 
money  donations  spurred  formation  of  dozens  of  so- 
called  527  groups,  whose  sole  purpose  is  to  run  ads 
during  elections.  Now,  says  Tracey  of  TNS,  the  non- 
profits "have  to  find  ways  to  stay  relevant,  so  they  cre- 
ate issue  ads."  F 
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Ad  Spen 

$4.4  ! 

million 

on  filibuster 
and  judicial 
appointees 

$1.5 

million 

on  Attorney 
General  Gon . 
nomination 

$8.3 

million 

on  Social  Sal 

$75,0(1 

on  John  Bon 
nomination 
to  U.N. 

$4,5 

million 

on  tort  refor 
issues 

Figures  as  of  Juri 
Source:  TNS  Met 
Intelligence-CMA 


FINANCIAL  ADVICE 

Just  Pay  Me 

Mirror,  mirror,  on  the  wall, 
who's  the  fairest  planner 
of  all?  By  Ira  Carnahan 


FOR  THE  LAST  TWO  DECADES  OR  SO 
fee-only  financial  planners  have 
painted  their  hats  white.  The  black 
hats  were  worn  by  advisers  who  took 
commissions  and  so  had  an  incentive  to 
churn  accounts  and  push  expensive  prod- 
ucts. The  strategy  worked:  Fee-only  advisers 
now  account  for  roughly  a  quarter  of  the 
nation's  48,000  certified  planners. 

Now,  however,  the  fee-onlys  find 
their  claim  to  ethical  purity  being  chal- 
lenged— by  one  of  their  own. 
Bert  Whitehead  of  Cam- 
bridge Advisors  in  Franklin, 
Mich,  says  that  a  typical 
arrangement,  a  fee  of  1%  to  1.5% 
of  assets  annually,  presents  a  conflict. 
It  gives  planners  an  incentive  to  advise 
against  steps  that  might  reduce  assets 
under  their  control — such  as  paying 
off  a  mortgage,  buying  a  piece  of  real 
estate  or  giving  money  to  children  or  charity. 
"A  lot  of  people  in  the  business  are  way 


overpaid  for  the  amount  of  money  the 
adding  for  the  client,"  says  Whitehead, 
lobbed  his  criticism  at  the  planners'  an] 
conference  in  Tampa  in  May. 

What  to  do  instead?  Whitehead  fai 
an  annual  retainer  fee,  which  can  vary 
pending  on  the  client's  income,  portfl 
complexity  and  assets. 

Members  of  the  National  Associatid 
Personal  Financial  Advisors,  the  group 
1,250  fee-only  planners,  weren't  espec 
receptive  to  Whitehead's  assertions.  Ch 
man  James  Milne  says  while  the  way  ad 
ers  are  paid  is  important,  "there  are  conf 
no  matter  how  you  do  it." 

He'll  get  no  argument  from  Nigel ' 
lor,  a  Santa  Monica,  Calif,  planner 
longtime  critic  of  what  he  sees  as  fee-c 
self-righteousness.  "Napfa  created 
only  planning  as  a  marketing  tool  a 
frankly,  that's  what  it's  been  since  th« 
says  Taylor,  who  accepts  a  mix  of  comri 
sions  and  fees. 
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Chutzpah  Science 


STEFAN  KAPPE  IS  A  BUG-KILLER.  EVERY  WEEK  IN  A  TINY, 
humid  room  (nicknamed  The  Swamp)  at  the  non- 
profit Seattle  Biomedical  Research  Institute,  Kappe 
and  his  colleagues  slit  open  between  2,000  and  3,000 
mosquitoes  to  collect  the  microscopic  parasites  that 
cause  malaria.  By  knocking  out  a  gene  essential  to  the  parasite's 
development,  Kappe  hopes  to  create  a  vaccine  against  malaria. 
It's  an  audacious  goal — no  one  has  ever  made  a  commercial  vac- 
cine that  protects  against  any  parasite,  much  less  malaria,  which 
threatens  40%  of  the  world's  population.  Half  a  billion  get  the 
disease  every  year  and  more  than  a  million  die  of  it. 

In  late  June  Kappe  was  one  of  43  principal  scientists  to  win  a 
chunk  of  the  multiyear  Grand  Challenge  awards,  funded  largely 
by  the  Bill  and  Melinda  Gates  Foundation.  The  Gates  Founda- 
tion has  set  aside  $450  million  for  the  project,  while  the  Well- 
come Trust  and  the  Canadian  Institutes  of  Health  Research  are 
chipping  in  another  $31.6  million.  The  goals  for  all  the  projects 
are  breathtakingly  grand:  Give  a  child  a  vaccine  without  using  a 
needle.  Make  vaccines  that  don't  need  to  be  refrigerated.  Make 
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plants  that  grow  in  dry  climates  more  nutritious.  Genetid 
modify  mosquitoes  so  they  can't  spread  diseases  such  as  ma] 
and  dengue  virus.  "These  [projects]  probably  wouldn't 
funded  by  the  National  Institutes  of  Health,"  says  Rich 
Klausner,  director  of  global  health  at  the  Gates  Foundation 
formerly  director  of  the  National  Cancer  Institute.  "They're 
risky,  too  ambitious.  And  that's  exactly  what  we  wanted." 

Bill  Gates'  $28.8  billion  foundation  is  more  than  double 
size  of  the  runner-up,  the  $1 1  billion  Lilly  Endowment,  and 
projects  it  has  taken  oh  are  supersize.  On  the  top  of  the  agei 
batding  the  diseases  that  plague  developing  nations.  The  G 
Foundation  has  already  pledged  $1.5  billion  to  bring  roui 
vaccines  to  the  poorest  children  around  the  world.  Now  G 
wants  to  push  scientists  to  create  a  more  powerful  arsenal. 

To  put  together  its  list  of  14  "challenges,"  a  panel  of  scien 
sifted  through  recommendations  from  1 ,000  researchers — fl 
biochemists  to  mathematicians — around  the  world.  Grant  v 
ners  will  have  to  invent  technology  on  a  deadline.  Miss  a  n 
stone  and  the  money  stops.  That  hardheaded  approach  m 


Technology  I 


the  applications  more  like  business  plans  than 
traditional  research  programs,  Klausner  says. 

Such  research  also  represents  a  healthy  half- 
step  between  pure  academic  research  and  for- 
profit  development.  "It's  good  to  try  things  that 
stretch  the  university  a  bit  toward  providing 
products  in  situations  where  the  commercial 
world  won't,"  says  Nobel  Laureate  David  Balti- 
more, who  also  serves  as  president  of  the  Cali- 
fornia Institute  of  Technology  and  has  won  a 
$13.9  million  Gates  grant.  The  grantees  pledge 
to  make  their  technologies  available  at  no  or  lit- 
tle charge  to  developing  nations,  though  they 
retain  marketing  rights  in  developed  markets. 

When  Florence  Wambugu,  founder  of  A 
Harvest  Biotech  Foundation  International  in 
Kenya,  heard  about  the  Gates  grants,  she  imme- 
diately thought  about  three  packages  of 
sorghum  seeds  sitting  in  cold  storage  in  Des 
Moines,  Iowa.  A  cousin  of  corn,  sorghum  is  a 
staple  for  half  a  billion  people  worldwide,  even 
though  it  lacks  much  nutritional  value.  Five 


3n  the  Gates  Foundation  would  run  out 
money  if  all  it  did  was  buy  vaccines, 
now  it's  going  about  inventing 
im,  too  |  By  Elizabeth  Corcoran 

's  ago  Pioneer  Hi-Bred  International  (a  subsidiary  of 
>ont)  figured  out  how  to  slide  a  critical  gene  from  corn  into 
;hum  to  make  a  variant  with  more  lysine — an  essential 
no  acid.  The  researchers  published  their  work,  then  filed  the 
tils  (along  with  200  seeds)  in  cold  storage.  The  sorghum 
ket  simply  wasn't  big  enough  for  Pioneer,  says  Paul  Ander- 

research  director  of  DuPont  crop  genetics. 
But  Wambugu,  who  remembered  the  project  from  past  dis- 
ions  with  Anderson,  wanted  those  seeds.  She  called  Ander- 

and  asked  if  Pioneer  would  help  her  foundation  develop 
er  sorghum  for  African  farmers.  Wambugu  and  Anderson 
ked  on  their  joint  proposal  for  20  months,  ultimately  win- 
l  $16.9  million  from  the  Gates  Foundation.  Pioneer  agreed 
iirther  nutritional  enhancements  to  the  sorghum  strain,  to 
l  African  scientists,  and  to  donate  the  know-how  (and  seeds) 
n  its  earlier  work.  Wambugu  has  created  a  network  of  allies 
ifi-ica  that  will  develop  new  crops  as  well  as  coax  govern- 
lts  to  okay  the  use  of  bioengineered  seeds. 
Delivering  a  drug  via  inhalation — that  challenge  inspired 


Harvard  professor  David  Edwards  to  found  a  company  in  1997. 
The  novel  delivery  mechanism  has  commercial  potential  in 
treating  diabetes,  since  prosperous  countries  are  full  of  diabetics. 
Eli  Lilly  &  Co.  and  Alkermes  (which  now  owns  the  technology) 
are  trying  out  inhaled  insulin  on  1,000  patients. 

How  about  the  same  method  to  deliver  vaccines,  sparing  the 
costs  of  refrigeration  and  needles?  There's  scant  commercial 
potential  here,  but  there's  a  need.  In  2003  Edwards  started  the 
nonprofit  Medicine  in  Need  to  develop  the  technology,  which  is 
very  tricky.  You  have  to  dry  the  vaccine  without  killing  the  cells 
in  it,  and  you  have  to  make  the  particles  small  enough  to  be 
inhaled  but  not  so  small  that  they  are  exhaled.  Edwards  and  his 
collaborators  are  getting  a  $7.6  million  Gates  grant. 

Caltech's  grant  was  for  finding  a  way  to  equip  the  body  to 
fight  a  disease  that  it  may  not  be  prepared  to  tackle,  such  as  AIDS. 
Most  vaccines  and  therapies  try  to  bulk  up  the  body's  existing 
defenses,  say,  by  boosting  the  immune  system.  Baltimore  wants 
to  rewrite  the  body's  disease-fighting  instruction  manual.  He 
aims  to  take  hematopoietic  stem  cells — the  bone  marrow  cells 
that  form  blood  cells  in  the  body — and  reprogram  them  by 
adding  genes  that  direct  the  cells  to  produce  unnatural  antibod- 
ies. So  far  he  and  his  colleagues  have  primarily  demonstrated 
that  they  could  help  mice  beat  tumors  this  way.  "This  approach 
is  such  a  leap  beyond  where  we  are  today,"  says  Baltimore. 

Malaria  is  a  classic  example  of  a  disease  that  pharmaceutical 
companies  are  reluctant  to  tackle.  The  parasites  that  cause 
malaria  go  through  four  major  developmental  stages,  some  in 
humans  and  some  in  mosquitoes.  Most  experimental  malaria 
vaccines  target  the  mature  parasite  as  it  is  wreaking  havoc  in  a 
patient's  blood.  Kappe's  $13.5  million  grant,  by  contrast,  aims 
to  stop  the  equivalent  of  teenage  parasites  while  they're  devel- 
oping in  the  human  liver. 

In  his  insect  swamp,  Kappe  develops  a  culture  of  red  blood 
cells  with  malaria  parasites  that  lack  a  key  gene  for  development. 
The  mosquitoes  feed  on  the  blood,  absorbing  the  parasites.  After 
the  parasites  have  matured  further,  Kappe  harvests  them  to 
build  a  mouse  vaccine.  Although  the  parasites  can't  develop  fur- 
ther (and  so  can't  cause  malaria  in  the  mice),  they  do  excite  the 
immune  system.  Kappe  is  using  his  grant  to  begin  human  trials. 

His  colleague  in  Africa,  Patrick  Duffy,  won  a  $19  million 
award  to  pin  down  which  forms  of  malaria  are  most  deadly  to 
children,  and  Dominic  Kwiatkowski  at  Oxford  University  got  a 
$16.4  million  grant  to  explore  which  variations  in  the  human 
genome  protect  some  people  from  ever  contracting  malaria. 

"These  grants  are  different  from  standard  research  pro- 
grams, which  are  about  learning,  not  about  producing  things," 
says  Baltimore.  "The  Gateses  have  made  a  commitment  to  see- 
ing that  something  gets  done."  F 
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1995:  On  an  average  day.  49-million  Web 
addresses  and  emails  were  processed  across 
the  Internet. 

2005:  Today  and  every  day,  VeriSign  Intelligent 
Infrastructure  directs  over  14-billion  Web 
addresses  and  emails. 


1995:  In  one  year,  90-million  people  used  their  mobile 
phones  to  make  and  receive  calls. 

2005:  Today  and  every  day,  VeriSign  Intelligent 
Infrastructure  delivers  high-quality  voice  and  interactive 
content  services  to  over  1.5-billion  mobile  users,  including 
hundreds  of  millions  of  calls  and  SMS  messages  and  over 
700.000  ring  tones,  pictures,  and  games. 


Ten  years  of  VeriSign  Intelligent  Infrastructure  at  work. 


10 


19  9  5  -  2  0  0  5 


195:  At  year  end,  a  total  of  25,000  Web  sites 
<isted,  only  3,000  of  which  had  implemented 
iy  security  measures. 

305:  Today  and  every  day,  VeriSign  Intelligent 
frastructure  secures  over  450,000  Web  sites 
id  monitors  over  1-billion  security  events  for 
/er  3,000  global  enterprises. 


1995:  In  one  year,  the  total  of  all  online 
shopping  transactions  reached  $362-million. 

2005:  Today  and  every  day,  VeriSign  Intelligent 
Infrastructure  enables  over  $100-million  in 
secure  e-commerce  transactions. 
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the  last  decade,  VeriSign  has  helped  drive  dramatic  transformation  in  the  delivery  of  communications,  commerce,  and  content, 
i  a  simple  and  unwavering  mission  to  enable  and  protect  all  forms  of  interactions  over  voice  and  data  networks,  VeriSign  Intelligent 
[Structure  Services  are  powering  today's  migration  from  an  analog  to  a  digital  world.  Which  is  why  global  enterprises,  carriers, 
ilers,  and  entertainment  providers  are  turning  to  VeriSign  to  accelerate  new  revenue  opportunities  and  sharpen  their  competitive 
?.  And  as  next-generation  networks  emerge  and  converge,  VeriSign  will  continue  to  be  Where  it  all  comes  together.'" 


www.VeriSign.com 
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Digital  Tools 


Very  Remote 
Control 


STUCK  IN  A  HOTEL  ROOM  WITH  HOURS  OF  DOWNTIME? 
No  need  to  abandon  yourself  to  the  lame  entertain- 
ment on  the  inn's  TV.  Now  you  can  open  up  your  lap- 
top and  watch  episodes  of  your  favorite  shows  or 
innings  of  the  home  team  streamed  directly  from  your 
home  digital  video  recorder  via  a  high-speed  Net  connection. 
Just  as  the  VCR  developed  and  TiVo  refined  the  concept  of  time- 
shifting  TV,  new  Net-based  products  enable  place-shifting — 
watching  programs  from  a  device  that's  somewhere  you're  not. 

The  $250  Slingbox  from  Sling  Media  can  take  TV  from  your 
living  room  and  send  it  wherever  you  have  a  PC  with  a  Net  con- 
nection— bedroom,  back  yard  or  barnyard.  You  can  connect  the 
Slingbox  direcdy  to  an  antenna  or  cable  feed  and  let  it  tune  in 


Stephen  Manes 


New  Net  tricks  let 
you  watch  your 
home  TV  on 
your  notebook  PC  or 
even  your  cell  phone. 


analog  channels,  or  attach  it  to  a  set-top  box  or  DVR.  Eitheil 
extra  connectors  keep  the  home  TV  hooked  up,  too.  On  anyl 
enabled  Windows  XP  machine  SlingPlayer  software  will  em| 
your  remote  by  controlling  an  IR  blaster  aimed  at  the  box 
home  and  then  display  the  picture  in  its  own  frame  on  thj 
screen.  Playback  on  mobile  devices  is  promised  soon. 

On  my  notebook  in  a  Wi-Fi  cafe  I  could  watch  live  TVl 
on-demand  video  from  my  DVR,  as  well  as  shows  I  had  reco| 

on  it  earlier.  I  even 
grammed  the 
remotely  to  recoi| 
baseball  game, 
gives  "remote  contl 
new  meaning:  Now  I 
can  drive  your  spc| 
nuts  by  hogging 
clicker  from  afar. 

Unlike  TiVo,  Sill 
box  imposes  no  ser| 
fees.  But  though  designed  to  be  easy  to  install,  the  unit  has 
eral  gotchas,  the  main  one  being  that  you  have  to  wire  it  direl 
to  your  router.  If  that's  impractical,  as  it  is  in  my  house,  ycl 
need  to  spend  $100  or  so  to  link  the  router  and  the  Slingboxl 
separate  Wi-Fi  or  power-line  alternatives  that  add  complex! 

The  first  Slingbox  I  tried  kept  dropping  the  Net  connect! 
Company  executives  spent  hours  helping  me  tinker  fruitlel 
with  potential  home  networking  problems  before  admitting  v| 
I'd  suspected  all  along:  The  unit  was  defective.  Moreover, 
Windows  software  has  lots  of  rough  edges,  the  most  obvil 
being  its  inability  to  change  video  brightness  and  contrast 
tings.  The  box  does  change  channels  quickly,  though  it  takl 
while  to  stabilize  the  image  and  audio  synch.  But  even  with  lot! 


Sling  Mec 
Slingbox:  se 
TV  from  hi 
to  where 
you  have  a 
connect 
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'ddenafil  citrate) tablets 


Keep  that  spark  alive. 

FACT:  Viagra  can  improve  erections 
for  guys  with  ED.  Studies  show 
Viagra  can  also  improve  their 
sexual  relationship  satisfaction. 


Viagra  can  improve  the  ability  to  achieve 
and  maintain  an  erection  for  guys  with 
erectile  dysfunction.  Ask  your  doctor  if 

VIAGRA 
is  right  for  you. 


888-4VIAGRA 


GRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone. 
iu  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA, 
ng  these  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach. 
5  common  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a 
f  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest 
.,  nausea,  or  other  discomforts  during  sex,  seek  medical  help  right  away.  Although  erections 
ng  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class, 
important  to  seek  immediate  medical  attention.  Erections  lasting  longer  than  six  hours 
result  in  long-term  loss  of  potency. 

VIAGRA  is  covered  under  most  Managed  Care  Plans. 

;e  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 
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PATIENT  SUMMARY  OF 
INFORMATION  ABOUT 


VIAGRA9 

•  (sildenafil  citrate)  tablets 


This  summary  contains  important  information  about  VIAGRA*.  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your 
doctor  or  pharmacist  if  you  do  not  understand  any  of  this  information 
or  if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA' 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Aftects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens  This  is  called  an 
erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows  out 
of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you  start 
any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found 
in  many  prescription  medicines  that  are  used  to  treat  angina  (chest 
pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing 
of  the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  siomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 


•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  if  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater  than 
25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of 
alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours.  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses.  The  most  common  side  effects  of  VIAGRA  are  headache,  flush- 
ing of  the  face,  and  upset  stomach.  Less  common  side  effects  that 
may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a  blue 
color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or  blurred 
vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
call  1-888-4VIAGRA 
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bandwidth  the  video  tends  to  be  soft 
shimmery,  and  the  audio  can  be  warbl 
A  different  approach  won't  cost  yJ 
cent.  Install  Orb  Media  software  fil 
Orb  Networks  on  a  fast  Windows! 
machine  with  a  built-in  TV  tuner  and 
can  use  it  to  stream  shows  not  jusl 
other  PCs  but  also  to  almost  any  de' 
with  a  Web  browser  and  Windows  M<| 
Player  or  RealPlayer.  Sounds  unlikely, 
I  was  able  to  watch  a  ball  game  a| 
Nokia  cell  phone  and  a  Wi-Fi-enablecl 
iPAQ.  Image  quality  was  just  okay  on 
little  devices,  but  on  a  laptop  Orb's  vil 
generally  looked  and  sounded  better  t 
the  Slingbox's.  Even  for  the  majorit;| 
PC  owners  who  don't  have  a  TV  card, 
surprisingly  versatile  Orb  Media  softvi| 

Now  you  can  hog  the 
clicker  even  when 
you're  not  at  home. 

lets  you  access  just  about  any  video,  phi 
or  unencrypted  music  file  on  y| 
machine  from  just  about  anywhere. 

But  this,  too,  is  a  work  in  progress, 
sponse  to  commands  can  take  15  secorl 
which  seems  like  an  eternity  when  all  ]l 
want  to  do  is  change  the  channel.  Sorl 
times  those  commands  end  in  a  softwl 
crash  on  the  home  machine,  though  Ci 
can  often  be  fixed  remotely.  The  awkwl 
Web  interface  needs  a  serious  overhsl 
particularly  since  it  can  leave  you  starinjl 
a  blank  window  and  doesn't  begin  to 
veal  clever  features  like  the  ability  to  sh 
photos  with  friends  or  set  up  TV  recoi 
ings  from  your  cell  phone.  And  like 
Slingbox,  Orb  works  far  better  over  a  la 
network  than  remotely. 

Orb  Networks  would  like  to  sell  4 
extra  features  like  local  weather  repoi 
but  if  you're  curious  about  place-shifti 
Orb  is  a  great  way  to  try  it  without  sper 
ing  a  dime.  If  you're  thinking  aboil 
Slingbox,  make  sure  you  buy  it  witl 
money-back  guarantee.  TV  it  is,  b 
prime  time  it  is  not. 

Forbes !  ^tephen  Manes 

^^wen  !  (steve@cranky.com)  is  cohoj 
of  PC  World's  Digital  Duo,  which  appears  weekly  on  pul 
television.  Visit  his  home  page  at  www.forbes.com/mam 
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•  We  operate  in  9  Latin 
American  countries. 
'  We  serve  more  than 


1,870,000  points  of  sale, 
with  our  strong 
portfolio  of  brands. 
j        •  We  serve  180  m  illion  people 
in  Latin  America. 
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More  than  110 
years  building  a  t 
successful  business  I 
culture,  centered  |j 
on  the  generation 
of  economic  and  | 
human  value. 

If  an  ad  is  really  entertaining,  you 
don't  zap  it.  You  might  even  go  out  of 
your  way  to  see  it  ]  By  Allison  Fass 


Measuring  video-on-demand  viewers:  Paul  Rosenbaum. 


THE  TELEVISION  INDUSTRY  IS, 
not  unjustifiably,  petrified  by  the 
zapping  phenomenon.  Ten  mil- 
lion households  in  the  U.S. 
choose  TV  programs  by  using 
video-on-demand  services  offered  by 
cable  companies,  but  the  category  has  yet 
to  catch  on  with  advertisers.  Reason:  a  pre- 
sumption that  on-demand  viewers  are 
particularly  likely  to  fast-forward  past  the 
ads.  What's  the  solution?  Make  ads  that 
are  so  entertaining,  or  so  useful,  that  peo- 
ple want  to  watch  them. 

In  Philadelphia  marketers  are  sam- 
pling what  may  be  the  future  of  user- 
initiated  TV  advertising.  There,  745,000 
digital  cable  subscribers  can  learn  more 
about  products  by  volunteering  to  view 
long-form  ads  on  Comcast  from  General 
Motors,  Reebok  and  Wachovia.  And  sur- 
prise, surprise:  Viewers  are  tuning  in,  ac- 
cording to  a  new  on-demand  tracker. 

Rentrak,  a  small  Portland,  Ore.  soft- 
ware company,  has  developed  a  mea- 
surement system  that  monitors  what 
catches  the  attention  of  these  customers. 
With  help  from  Rentrak,  GM  learned 
that  long-form  ads  for  its  car  brands, 
including  Cadillac  Escalade  and  Hum- 
mer, were  viewed  125,000  times  over  12 
months  and  that  viewers  stuck  around 
for  an  average  3.4  minutes. 


This  is  a  big  deal.  The  number  of  on- 
demand  viewers  is  expected  to  quadruple 
in  five  years,  and  marketers  are  trying  to 
create  and  place  ad  messages  that  these 
engaged  TV  viewers  will  want  to  watch. 
Rentrak  Chief  Paul  Rosenbaum,  62, 
thinks  he  can  turn  user-initiated  viewing 
into  a  measurable  ad  vehicle:  "This  will 
make  advertising  accountable  on  the  on- 
demand  platform." 

Rentrak  uses  transaction  processing 
software  to  analyze  reams  of  viewer  data 
from  four  cable  companies  representing 
10  million  households  that  have  video- 
on-demand — some  people  use  it;  some 
don't.  Its  system  breaks  out  the  data  many 
ways,  including  total  on-demand  orders, 
most-watched  programs  and  user-initi- 
ated ads. 

For  now  Rentrak  provides  viewership 
analysis  to  cable  companies  for  free  in 
exchange  for  the  raw  data.  Rosenbaum 
plans  to  start  selling  Rentrak's  system  to 
TV  execs  this  summer.  Soon  after,  he  will 
peddle  it  to  advertisers,  sharing  that  rev- 
enue with  cable  companies  and  perhaps 
programmers. 

Some  industry  players  are  titillated. 
"Measuring  and  monitoring  digital  deliv- 
ery of  content  for  content  providers,  con- 
tent distributors  and  advertisers  is  the 
future  of  advertising,"  says  HDNet 


founder  and  billionaire  Mark  Cut 
who  in  December  paid  $4.5  million 
500,000  shares  of  Rentrak. 

But  will  ad  tracking  give  this  comp 
some  longevity?  Publicly  held  Rent 
founded  as  a  franchised  video-store  cl 
in  1980,  makes  80%  of  its  revenue  (wt 
was  off  9%  last  year  to  $78  million) 
ing  DVDs,  videocassettes  and  videoga; 
on  a  revenue-sharing  basis  to  5,000  vi 
rental  oudets.  With  that  business  thr 
ened  by  pay-per-view  and  video- 
demand,  Rosenbaum,  who  took  over 
company  in  2000  after  a  nasty  proxy  fi 
is  eager  to  diversify.  Rentrak  started  tra 
ing  movie  theater  ticket  sales  for  mc 
studios  in  2002. 

But  its  leap  into  video-on-demi 
measurement  may  not  go  as  smoot 
VNU-owned  Nielsen  Entertainment ; 
Nielsen  Media  Research  plan  to  meas 
on-demand  data  next  year.  To  comp 
Rentrak  must  persuade  more  cable  cc 
panies  to  give  it  household  viewing  inl 
mation,  as  Comcast,  Cablevision,  Cha: 
and  Insight  are  starting  to  do.  Ti 
Warner  Cable,  the  nation's  second-larj 
player,  so  far  plans  to  analyze  its  own. 

"Rentrak  is  at  the  mercy  of  the  ope 
tors,"  says  Timothy  Hanlon,  a  senior  \ 
president  at  Publicis  Groupe  Me 
Ventures. 
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VE  MAKE  IMPORTING 
:ROM  CHINA  SO  EASY, 
rOU'LL  CALL  IT 


HE 


NEAR  EAST!' 


HL  Import  Express.  No  one  knows  China  like  we  do. 

?d  of  dealing  with  language  problems,  multiple  shippers,  and  mountains  of 
Derwork?  Import  Express  makes  importing  from  China  simple.  Just  call  us. 
'II  take  care  of  everything,  from  initial  pickup  to  final  delivery.  What's  more, 
'II  quote  you  one  flat  price.  And  you'll  receive  a  single,  consolidated  invoice 
J.S.  dollars.  With  DHL,  the  Far  East  won't  feel  nearly  as  far. 


RIDGING 
ULTURE 

Gap 


Get  a  FREE'  180-page  handbook  on  global  business  practices 
by  taking  our  survey  by  August  1 5,  2005  at  yourdhl.com/book4 

or  call  1-877-636-1415.  Mention  promotional  code  BBK-467 


valid  upon  completion  of  survey.  While  supplies  last  Offer  may  vary  Limit  one  per  person.  DHL 
1  Express  Services  are  subject  to  the  terms  and  conditions  referenced  on  the  waybill  of  the 
ryot  origin  and  shall  govern  each  shipment.  ©2005  DHL  Express  (USA),  Inc.  All  rights  reserved. 
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vary  depending  or  configurations  and  manufacturing  variability. 

Dell  c  jiinot  he  responsible  for  errors  in  typography  or  photography. 
Dell,  the  Dell  logoard  Latitude  are  trademarks  of  Dell  Inc.  Intel,  Intel 
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Entreprenei 


Lion  In 
Winter 


KIRK  HANNA  isn't  the 
biggest  resort  operator  on 
Oregon's  Mount  Hood. 
But  he's  certainly 
the  most  audacious. 
By  Christopher  Steiner 


m    mUEN  HIS  26  UNBUILT  CON- 
flf  domini  ims  sold  out  in  two 
JIB  hours  on  a  day  in  2003, 
jm  WH   Kirk  Hanna,  oi 

■  Collins  Lake  Resort  on 

gon's  Mount  Hood,  should  have  been 
lied.  He  had  defied  the  grim  predictions 
Realtors,  bankers  and  neighbors  by 
ding  the  first  such  housing  in  the  area, 
ead,  he  panicked.  Getting  $200,000  for 
l  of  the  1,250-square-foot  homes, 
ma  barely  managed  to  cover  expected 
struction  costs,  to  say  nothing  of  a  $2 
lion  loan  for  the  land.  "Things  were 
i  tense,"  Hanna  recalls. 
What  saved  him  was  that  some  new 


owners  flipped  their  condos  for  $300,000 
90  days  after  they  closed.  The  feverish  sales 
pace  and  price  jump  sent  banks  rushing  in 
with  offers  to  finance  the  construction  of 
these  26  units,  plus  another  76  that  were 
planned.  They  also  allowed  Hanna  to 
charge  more  for  later  sales.  His  gross  mar- 
gin jumped  from  5%  in  the  first  batch  of 
homes  to  37%  in  the  last. 

Audacity  and  luck  are  the  polestars  of 
Hanna's  entrepreneurial  career.  Ever  since 
he  shook  up  the  resort  scene  back  in  1987 
when,  as  an  unknown,  he  elbowed  aside 
rivals  to  grab  the  bankrupt  Mount  Hood 
Skibowl,  Hanna  has  relied  on  surprise  and 
crossed  fingers  to  muddle  through.  Today 


REAL  ESTATE 

the  43-year-old  sits  atop  a  resort  that  last 
year  pulled  in  operating  income  (earnings 
before  interest,  taxes,  depreciation  and 
amortization)  of  an  estimated  $1.6  million 
on  revenue  of  $6  million.  It  will  probably 
only  break  even  this  year,  thanks  to  an 
ultradry  winter.  But  so  what?  The  real 
money  is  in  real  estate  sales,  not  ski  lifts. 

Hanna  grew  up  ski-racing  on  Mount 
Hood.  At  age  25  he  was  working  for  his  fa- 
ther, who  had  invented  the  automatic  car 
wash,  and  was  bored  silly.  Skibowl  had  slid 
into  Chapter  1 1 ,  crushed  by  mortgage  debts 
of  $1  million  and  a  property  tax  arrearage  of 
$250,000.  Its  largest  creditor,  American 
Guaranty,  foreclosed  on  land  and  equip- 
ment loans.  Smelling  a  bargain,  resorts  from 
Mount  Hood  Meadows  to  California's 
Squaw  Valley  awaited  the  auction. 

So  did  Hanna.  Quietly,  he  took  over 
American  Guaranty's  position  for  $200,000 
(zero  down  at  10%  for  ten  years).  He  lob- 
bied the  county  tax  collector,  arguing  that 
Skibowl  should  stay  in  local  hands — and 
promised  he'd  get  the  lifts  cranking  that 
winter.  For  the  back  taxes  he  offered 
$50,000  down  and  the  remaining  $200,000 
in  monthly  installments  with  an  interest 
rate  of  10%.  Hanna  scared  up  the  cash  by 
remortgaging  his  house  and  selling  a  three- 
year  food  service  contract  at  Skibowl  for  an 
upfront  $50,000. 

"He  surprised  everyone,"  says 
Maryanne  Hill,  who  has  owned  a  Mount 
Hood  water  company  since  1961  and 
moved  to  Government  Camp,  the  only 
town  on  Mount  Hood,  in  1932.  Most  peo- 
ple figured  the  resort  would  crash  again  in 
a  year.  Mount  Hood  Meadows  jammed  a 
stick  in  Hanna's  spokes:  It  agreed  to  buy 
the  land  and  100 -yard  drive  to  Skibowl's 
east  parking  lot,  blocking  Hanna  from 
using  it.  Rather  than  negotiate  with  Mead- 
ows, Hanna  got  permission  from  the  Forest 
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Service  to  use  an  alternate  drive.  (Its  pli 
defeated,  Meadows  backed  off.)  Th 
Hanna  got  lucky — back-to-back  e 
snowfalls  and  a  70%  jump  in  skiers  t 
kept  him  solvent. 

By  1990  he  had  socked  away  enough 
develop  Skibowl  for  year-round  activity 
He  spent  $650,000  to  reopen  a  2,600-f<j| 
slide  that  carries  wheeled  sleds.  He  a| 
added  equipment  for  bungee  jumpiri 
mountain  biking  and  go-cart  racing 
Skibowl's  350,000  annual  visitors,  half  no 
come  in  the  summer,  contributing  35%i 
total  revenue. 

Hanna's  shot  at  development  camet 
late  1999  when  a  28-acre  parcel  wj 
frontage  on  Government  Camp's  mg 
drag  surfaced.  The  owner  agreed  to  sell  t 
land  for  $1.8  million  to  a  rival  resa 
which,  at  the  last  minute,  demanded  a  ri 
interest  loan.  A  call  went  out  to  Hani 
who  proposed  the  same  loan  at  7%. 

He  also  got  a  boost  from  the  count 
Desperate  for  development,  it  gave  hi 
$600,000  to  dress  up  facades  of  the  fi 
phases  of  condos,  adding  slabs  of  stoi 
burly  timbers  and  iron  hardware.  To  spnl 
up  the  town,  it  also  paid  for  28  iron-ar 
cedar  street  lamps  at  $12,000  apiece.  1 
county  replaced  the  1 50,000-gallon-a-( 
sewer  system  with  a  $4.4  million  one  ti 
can  handle  500,000  gallons  on  peak  da 
For  capital,  Hanna  turned  to  Junki  Yoshii 
his  childhood  karate  instructor  who  la 
built  the  Yoshida  sauce  empire.  For  his  $ 
million  investment,  Yoshida  gets  49% 
the  profits  from  condo  sales. 

That's  just  for  starters.  Ultimat 
Hanna  aims  to  crowd  250  dwellings  oi 
the  28  acres  at  Collins  Lake,  at  prices  ra: 
ing  up  to  $550,000  apiece.  Then  there 
plans  for  a  $60  million,  seven-story  he 
and  condo  complex  with  retail  space.  TI 
is  a  downhill  race.  The  Kohnstamm  farr 
which  runs  resort  rival  Timberline  Lot 
already  has  an  eight-condo  complex  m 
first-floor  retail  going  in  up  the  streel 
palpable  threat  comes  from  Hinton  Dc 
opment  Corp.,  a  developer  whose  zon 
victories  could  allow  it  to  build  400  sinj 
family  homes  and  condos  just  south  of 
town's  center  on  67  acres. 

Hanna  is  counting  on  first-met 
advantage.  That,  and  a  history  of  h 
moves  that  have  somehow  worked  out. 


:t  identity  thieves  don't  gather  their  data  from  a  computer. 


Even  in  the  age  of  the  Internet,  the  majority  of  identity  theft  still  takes  place  in  low-tech  ways— stolen  purses, 
wallets  and  stolen  mail,  for  example. 

Identity  theft  hurts  the  victim.  And  it  hurts  Your  Credit  Card  Companies.  So  we're  fighting  back— both 
on  the  Internet  and  off— with  a  wide  range  of  proactive  technologies  and  programs.  For  instance,  every 
credit  card  application  is  verified  by  checking  its  information  with  one  or  more  of  the  national  credit  bureaus. 
If  a  fraud  or  victim  alert  has  been  posted,  the  applicant  is  contacted  directly.  To  learn  more  about  what  we're 
doing— and  what  you  can  do— go  to  our  Web  site,  www.YourCreditCardCompanies.com. 


four  Credit  Card  Companies  citi 

group  of  financial  services  companies  that  have  joined  together  to  help  you  understand  consumer  credit. 
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THE  GROCERY  TRADE 

Heirs  to  an  old  tin  fortune, 
the  Ortiz  brothers  have 
made  their  own  pile  selling 
deluxe  food  to  eastern 
Europe  |  By  Phyllis  Berman 


EVERYONE  KNOWS  THAT  FAMILY 
fortunes  disappear  through 
propagation  and  profligacy.  But 
the  Ortiz  brothers — George  Jr., 
40,  Oliver,  38,  and  Nicolas,  36— 
are  a  notable  exception.  The  great-grand- 
sons of  Simon  Iturri  Patino,  a  Bolivian  tin 
baron,  have  created  a  little  empire  of  their 
own:  Iki  (literally,  "till  the  next  time"),  the 
second-largest  supermarket  chain  in 
Lithuania.  Last  year  lid's  67  stores,  plus  51 
discount  units  called  Pigiau  Grybo 
("cheaper  than  mushrooms")  and  15 
convenience  stores,  earned  $16  million 
pretax  on  revenue  of  $377  million,  for  a 
compounded  annual  growth  rate  of  87% 
and  23%,  respectively,  over  the  last  four 


years.  This  in  a  country  with  only  3.5  mil- 
lion people  and  a  per  capita  GDP  of 
$12,500. 

The  Ortiz  brothers  tapped  into  the 
Baltic  nation's  long-suppressed  appetite 
for  luxury  foods  and  added  a  few  tricks  of 
their  own.  It  started  in  August  1991  as  the 
brothers,  recent  college  grads  (George 
went  to  Harvard,  Oliver  to  St.  Andrews 
and  Nicolas  to  the  University  of  Pennsyl- 
vania) sat  around  their  parents'  kitchen 
table  in  Geneva,  wondering  what  to  do. 


There  was  Boris  Yeltsin  on  TV,  staring 
down  the  coup  leaders  in  Moscow  and 
the  same  Soviet  tanks  that  had  fired  on 
Lithuanian  civilians  back  in  February. 
Something  clicked,  and  the  three  young 
men  decided  to  start  something  of  their 
own  in  the  newly  liberated  East. 

Arriving  in  the  capital,  Vilnius,  in  the 
near-dead  of  winter  in  1992,  the  trio 
stood  in  long  lines  in  minus  22  degree 
Fahrenheit  weather  to  buy  necessities. 
That  prompted  the  idea  of  opening  a 
supermarket.  And  so,  with  $20,000  of 
their  savings,  they  leased  a  1,100-square- 
foot  store  in  Vilnius'  Old  Town  and 
stocked  it  with  homegrown  produce  and 
domestic  sausages,  and  cheeses  and  fish 


imported  from  France.  Within  wee 
they  had  a  visit  from  the  fire  brigai 
threatening  to  close  down  the  operati 
unless  the  Ortizes  applied  a  coat  of  fi 
resistant  paint — or  paid  a  bribe.  Inste; 
they  called  a  TV  camera  crew,  which  aii) 
a  story  that  persuaded  the  government) 
keep  the  store  open.  When  their  empld 
ees  stole  food,  the  brothers  dealt  with  tj 
problem  by  offering  the  manager  a  srn 
equity  stake,  enough  incentive  to  keep 
eye  on  his  subordinates. 

With  a  small  hoard  of  hard  currenj 
the  only  coin  accepted  at  first  for  ii 
ported  goods,  the  brothers  were  able 
buy  or  rent  their  pick  of  sites.  Most 
their  competition  came  from  stores  orj 
owned  by  the  state,  offering  drab  fare  a 
day-old  baked  goods  that  couldn't  col 
pete  with  fresh  Camembert  and  Cr< 
toothpaste.  By  1997  there  were  17  Iki  on 
lets,  which  later  offered  such  novelties) 
discounts  on  food  via  customer-loyal 
cards  and  lotteries  for  prizes  that  includl 
a  $150,000  Ferrari  Modena  360.  That  yd 
the  Ortizes  borrowed  $3.5  million  at  l(j 
from  the  Lithuanian  Development  Bai 
to  build  a  1 10,000-square-foot  warehouj 

In  2000  they  opened  their  first  d| 
count  stores.  They  added  corner  ma, 
kets— Ikiukas  ("little  Iki")— in  2002 
offer  such  staples  as  cigarettes  and  vodl 
This  year  they  developed  a  line 
private-label  goods — free-range  chicke 
and  gourmet  mushrooms  among  thei 
"If  we  had  to  do  it  again,  we  would  ha 
done  it  much  earlier,"  says  George.  T 
margins  on  these  items  are  double  wH 
they  are  on  other  brands. 

Lithuania's  entry  into  the  Europe; 
Union  last  year  has  been  a  big  boon,  ai 
a  slight  bane,  for  Iki.  New  regulatioi 
forced  the  chain  to  spend  $10,000  in  eai 
of  its  supermarkets  to  build  a  separa 
entrance  for  fresh  meat  delivery.  B) 
membership  has  also  helped  to  lift  sal< 
as  the  nation's  per  capita  GDP  grew  7.4 
in  2004,  the  fastest  rate  of  any  country! 
the  EU.  And  it  has  attracted  the  notice  |  I 
Western   capital.   Earlier   this  yej 
Citigroup's  global  equity  investment  an  I 
put  up  $50  million  for  a  reported  251 1 
stake  in  Iki.  That  money  will  be  scattenl 
around  the  Baltics,  as  the  brothers  moj 
into  Latvia  and  Estonia. 


The  Three  Marketeers 
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Brazilian 


razil  is  fast  becoming  the  globe's  agri-powerhouse.  Behind  its 
an  epic  19th-century  land  grab  occurring  at  a  21st-century  pac< 


US  %UU1- 


the  world  agricultural  market.  Farmers 
will  sell — already  are  selling — overpriced 
American  and  European  farmland  and  are 
buying  underpriced  Brazilian  farmland. 
Add  to  the  existing  economics  a  possible 
reduction  in  agricultural  subsidies — it 
may  yet  happen — and  you  have  the  mak- 
ings of  a  transfer  of  farm  wealth  from  the 
northern  to  the  southern  hemisphere. 

While  developing  China  emerges  as  a 
manufacturing  hub  and  India  as  the  ser- 


decades  ago,  when  Brazil's  agriculture 
department  created  strains  capable  of 
growing  in  the  country's  interior.  Today, 
having  added  30  million  acres  of  soybeans 
since  1 995,  the  nation  is  the 
world's  largest  exporter  of 
soy  products. 

Brazil  is  number  four  in 
pork,  for  example,  but 
probably  not  for  long;  its 
global  market  share  has    ft  1  yflk 


Of  course,  Brazil  practices  its  own 
tectionism  in  other  sectors.  Also  on 
debit  side:  its  dysfunctional  judicial  sys 
corrupt  legislature  and  mind-boggling 
reaucracy.  Accordin 
the  Pensamento  Naci 
das  Bases  Empresark 
national  associatioi 
small  and  medium- 
businesses,  10%  to  ; 
of  Brazil's  GDP  disap 
in  graft.  A  federal  m 
found  90%  of  the  mu 
ipalities  he  audited 
"misused"  20%  to  30° 
the  public  resou 
under  their  control, 
allegations  of  < 


vice  industry's  back  room,  Brazil — in  the 
words  of  former  U.S.  Secretary  of  State 
Colin  Powell — is  becoming  an  "agricul- 
tural superpower."  In  the  last  several 
years  Brazil  has  become  the  world's 
largest  exporter  of  beef,  soybeans,  coffee, 
orange  juice,  sugar  and  chicken.  The 
bumper  crops  are  one  big  reason  why 
President  Luiz  Inacio  Lula  da  Silva's  left- 
leaning  government  could  claim  a  5.1% 
real  GDP  growth  rate  last  year. 

Soybeans  are  Brazil's  showcase  crop. 
The  high-protein  bean  couldn't  tolerate 
conditions  along  the  equator  until  two 


jumped  from  4%  to 
13%  since  2000. 
Last  year  Brazil 
established  a  legal 
precedent  when  it 
successfully  chal- 
lenged U.S.  cotton 
subsidies  before  the  World  Trade  Organi- 
zation. "We  want  farmer  to  compete 
against  farmer,  not  farmers  against  the 
U.S.  Treasury,"  says  Pedro  de  Camargo 
Neto,  the  former  agriculture  official  who 
originated  Brazil's  successful  challenges  to 
U.S.  cotton  and  European  sugar  subsidies. 


Working 
overtime 
panning  for 
green  gold. 


sional  vote-buyl 
are  unraveling  P| 
ident  Lula's  coali 
government.  Bra| 
tax  burden  is  1 
than  German! 
(And  complicated:  Tax  rates  on  fertil  | 
changed  three  times  last  year.) 

Brazil  is  a  violent  place,  not  just  in| 
favelas  of  Rio  de  Janeiro.  Outside 
Ordem  Terceira  de  Sao  Domingos  chi  I 
in  Salvador,  as  if  on  cue  for  an  approcl 
ing  reporter,  a  thug  emerging  from  a 
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pulls  a  rusty  revolver  from  his  shorts  and 
aims  it  point-blank  at  a  man  and  a  bark- 
ing dog.  Brazil's  homicide  rate  is  19  per 
100,000,  triple  the  U.S.'  rate. 

No  surprise,  then,  that  farming  in 
Brazil  is  a  rough  way  to  make  a  living  (see 
box,  below).  But  Brazilians  who  know 
how  to  dodge  the  criminals  and  the 


bureaucrats  name  their  farms  Eldorado 
and  Ouro  Verde  (Green  Gold)  with  good 
reason.  According  to  a  recent  Credit 
Suisse  First  Boston  study,  total  produc- 
tion costs  in  the  U.S.  heartland  are  $235 
an  acre;  in  Brazil's  heartland,  where 
transportation  to  faraway  ports  is  a  huge 
expense,  those  same  costs  are  still  just 


$162  an  acre.  The  USDA  estimates  that 
average  soy  farmer  in  the  Brazilian  sj 
of  Parana  enjoyed  a  51%  profit  mai 
last  year.  Corn  producers  in  Bahia  clea 
44%;  cotton  earned  39%  in  Mato  Gro 

Land  holdings  are  concentrated 
million-acre  farm  of  the  Maggi  famil- 
Mato  Grosso  is  50%  larger  than  the  s 


Go  South,Young  Man 


John  Carroll,  24,  is  a  fourth-generation  farmer  from  Illi- 
nois working  his  family's  8,200-acre  property  in  Bahia. 
Since  he  arrived  in  2003  Carroll  has  faced  down  fraud- 
sters, totaled  his  truck  twice,  been  raided  by  the  police 
and  caught  dengue  fever. 

But  his  profit  margin  in  cotton  hovers  around  20%,  and 
there's  something  wiry  and  tough  about  the  young  farmer  that 
makes  you  think  he'll  make  it.  America's  respected  Hertz  Farm 
Management  appears  to  be  of  the  same  opinion,  having  in- 
vested $74  million  in  9,300  acres  of  Bahian  farmland  on  behalf 
of  61  clients,  and  asked  young  Carroll  to  farm  it  for  them.  His 
take:  a  third  of  the  crop. 

Brazil  Iowa  Farms,  run  by  the  Kruse  family,  is  amassing  $40 
million  in  financing  to  expand  from  17,000  to  30,000  acres. 
The  U.S.-based  David  Kruse  has  his  26-year-old  son,  Matthew, 
as  "project  coordinator"  in  Bahia. 

Between  the  two  Kruses,  however,  stands  Thomas  Shanks. 
Brazil  Iowa  bought  for  $5.8  million  the  8,850-acre  farm  that 
Shanks  co-owned;  he  stayed  on  as  Brazil  Iowa's  Bahia-tough- 
ened  manager. 

Trouble  ahead?  The  hard-looking  Shanks  is,  with  his  son, 


building  his  own  consortium  of  investors  and  investing  in  land 
farther  north.  It  seems  a  matter  of  time  before  the  Shankses' 
and  the  Kruses'  interests  collide. 

Can  young  Kruse  run  a  30,000-acre  Brazilian  operation 
on  his  own?  When  we  met  the  affable  Matthew— between  the 
soybean  and  cotton  harvests— he  was  heading  with  his  old  high 
school  buddies  to  the  beaches  of  Salvador,  600  miles  away. 

Brian  Willott,  33,  is  a  former  agri-researcher  who  decided  to 
put  his  think-tank  knowledge  to  work  in  Brazil.  After  a  bumpy 
start  Willott  went  to  work  with  a  small  group  of  investors,  rent- 
ing 990  acres  and  planting  soy  and  cotton. 

This  go-slow  approach  has  paid  off.  Willott  produced  a  de- 
cent 3,100  pounds  of  beans  per  acre,  and  he  recently  prevailed 
in  a  scorched-earth  legal  dispute  with  his  neighbor. 

There's  no  resting  on  laurels  here.  Under  the  eucalyptus 
on  Willott's  property  stands  the  faded  headstone  of  Leonard 
Earl,  the  pioneering  Kansan  who  came  down  to  farm  and  was— 
on  July  19, 1984— murdered  for  his  efforts.  —R.C.M. 
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Land  With  Blood  on  It 


Edson  Hirozawa  says  he  farmed  his  land  for  20  years  before 
city  dwellers  claimed  title  to  2,000  of  his  22,000  acres.  He 
has  spent  four  years  fighting  the  claims,  and  even  though 
he  has  won  every  court  case,  his  opponents  continue  to 
appeal  every  decision.  Hirozawa  says  they  want  a  payoff  to  go 
away.  "It's  extortion,"  he  says.  "These  guys  are  criminals." 

One  of  the  stumbling  blocks  in  Brazil's 
economy  is  its  murky  system  of  property 
rights.  While  the  murderous  land  thieves  have    .  Aflfli 
moved  on  to  new  frontier  states  like  Piaui,  just  ^^M^ggMM 
north  of  Bahia,  property  disputes  in  western 
Bahia  can  still  be  deadly.  Last  year  an  entire  I 
family  was  massacred  when,  relying  on  forged 
documents,  the  family  moved  onto  land   I      ^^^B  I 
owned  by  someone  else.  ^L" '  ^  £ 

FORBES  has  a  copy  of  the  notarized  and         ^f*  \ 
"official"  deed  to  a  Bahian  farm  advertised  on  y 
the  Internet;  the  farm  doesn't  actually  exist.         Mi  "% 
Farms  are  at  times  sold  several  times  over, 
with  each  owner  claiming  he  has  the  official  ■  * 

deed.  Throughout  the  country,  says  Brazilian   j         I  M 
land  specialist  Michael  Shean,  "there  is  mas-  nrf"/ 
sive  fraud  in  the  writing  of  titles,  the  granting  ■ 
of  titles  and  also  the  contesting  of  titles."   ufe  jn  LEM's  "Iraq" 
Farmers  have  been  caught  up  in  boundary 
disputes  between  the  states  of  Bahia,  Toncantins  and  Goias; 
some  have  had  to  buy  their  land  twice  so  their  property  could 
be  legally  registered  in  two  rivaling  states. 

John  Carroll  has  twice  seen  off  hustlers  laying  claim  to  his 
land,  but  the  absentee  American  landlords  of  some  acreage  he 
was  sharecropping  weren't  so  lucky.  Police  ordered  Carroll  off 
the  land  until  the  courts  decide  who  owns  it.  According  to  Carroll, 
a  Brazilian  lawyer  representing  the  Americans  alleged  the  police 
were  bribed  by  the  opposing  claimants  to  raid  the  farm.  "As  long 
as  you  don't  have  someone  on  the  federal  level  investigating  you, 
you  can  buy  protection,"  says  Shean. 


Land  grabs  also  come  courtesy  of  groups  like  the  MST,  a  mil- 
itant land-reform  organization  claiming  to  represent  1.5  million 
workers  in  squatter  camps  around  Brazil.  The  MST  (the  Por- 
tuguese acronym  for  "Landless  Workers'  Movement")  sets  the 
squatters  up  on  "underutilized"  farmland;  after  a  couple  of  years 
and  legal  challenges  the  government  often  appropriates  the  land 


/  * 

m 


desperately  poor  and  desperately  dangerous. 

from  the  landowners  and  gives  it  to  the  squatters.  Sometimes 
the  landowners,  fighting  back,  send  in  private  militias  to  burn 
down  the  camps— or  worse.  American  nun  Dorothy  Stang  was 
murdered  earlier  this  year  after  campaigning  for  land  reform.  A 
few  years  ago  19  land  activists  were  massacred. 

This  year  President  Lula  visited  a  squatter  camp  in  Bahia 
and  reportedly  praised  the  MST  as  "one  of  the  country's  most  re- 
spected and  serious  movements."  That  makes  landowners  choke: 
They  claim  the  MST's  landless  rural  workers  are  mostly  city  hus- 
tlers who  flip  the  land  as  soon  as  they  seize  title  and  then  move 
back  to  the  city  with  their  windfall.  —R.C.M. 


of  Rhode  Island;  many  Brazilian  farms 
have  between  30,000  and  200,000  acres. 
Not  all  of  them  represent  inherited 
wealth.  The  feverish  run-up  in  land  val- 
ues has  enabled  some  daring  entrepre- 
neurs like  Walter  Horita  to  amass  huge 
holdings  overnight. 

Let's  visit  the  western  Bahia  town  of 
Luis  Eduardo  Magalhaes  (LEM)  to  see 
how  this  boom  is  playing  out.  The  town 
of  45,000  more  closely  resembles  Wild 
Bill  Hickok's  Deadwood  than  it  does 


Council  Bluffs,  Iowa.  Two  decades  ago 
LEM  consisted  of  a  single  poacher  of 
emus,  surrounded  by  wild  savannah,  sell- 
ing gas  from  a  barrel  at  a  bend  in  a  dirt 
road.  American  farmers  were  among  the 
first  to  spot  the  region's  reliable  sun  and 
rain  and  the  flatness  of  its  plateau.  They 
knew  lime  could  correct  the  poor  soil 
quality  of  the  savannah  that  Brazilians 
call  cerrado.  When  their  crops  flourished 
in  the  "worthless"  land  they  had  claimed 
through  a  Brazilian  homestead  act,  well- 


connected  bandits  called  grilheira 
named  after  the  desiccated  crickets 
bandits  used  to  "age"  forged  props 
deeds — murdered  three  of  the  four  r, 
neering  American  farmers.  Clay  Earl- 
son  of  one  of  the  murdered  farmers,  w 
as  a  boy,  repeatedly  helped  defend 
family  farm  during  shoot-outs — says 
was  just  like  the  far  West  150  years  age 
The  land  seized  in  the  Bahian  la 
wars  that  raged  between  1978  and  1 
was  eventually  parceled  and  sold  ofl 
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young  Brazilian  farmers  moving  up  from 
the  southern  states.  Because  of  hyperin- 
flation and  Brazil's  regular  currency 
crises,  farmland  is  to  this  day  priced  in 
132-pound  soybean  "sacks,"  not  cash, 
and  farmers  routinely  plow  their  profits 
back  into  more  land. 

Olmiro  Flores  de  Oliveira  says  when 
he  started  in  Bahia,  "one  lunch  bought  10 
hectares  [25  acres]."  Today  Flores  owns 
30,000  acres  of  land — worth  70  times 
what  he  paid  a  decade  ago — and  he  has 
added  to  his  empire  John  Deere  and  Mit- 
subishi franchises.  Jao  Vadim  (we  can't 
use  his  real  name  for  security  reasons)  is  a 
soft-spoken  Brazilian  who  owns  22,000 
acres,  13,000  of  them  virgin  cerrado. 
Vadim  is  producing  4,700  pounds  per 
acre  of  cotton  and  clearing  40%  after 
expenses.  Corn  at  8,600  pounds  per  acre 
clears  34%,  soybeans  at  3,400  pounds  per 
acre  29%. 

The  transformation  of  Brazilian  land 
is  in  its  early  stages.  The  U.S.  and  Brazil 
are  roughly  the  same  size,  but  Brazil  has 
only  5%  of  its  land  devoted  to  crops, 
compared  with  the  U.S.'  19%.  Even  with- 
out touching  the  environmentally  sensi- 
tive Amazonian  jungle,  Brazil  could,  with 
modest  investment,  add  another  420  mil- 


lion acres  of  farm  crops — 
the  equivalent  of  Amer- 
ica's entire  agricultural 
space — mostly  by  con- 
verting underutilized  pas- 
ture land  and  cerrado. 

Last  year  De  Oliveira's 
Deere  dealership  in  LEM 
sold  388  tractors,  com- 
bines, planters  and  cotton 
pickers,  farm  vehicles  cost- 
ing between  $28,000  and  $340,000  each. 
"The  U.S.  land  rush  took  place  over  a  cen- 
tury," says  Michael  Shean,  an  agricultural 
researcher.  "It  was  10-acre  plots  awarded 
by  government  and  half  a  million  farm- 
ers going  out  West  in  wagons.  Brazil,  in 
contrast,  has  opened  up  an  enormous 
amount  of  land  in  five  years,  using  mod- 
ern technology  and  financing." 

LEM's  population  has  almost  quadru- 
pled in  five  years  and  is  still  growing  at  a 
20%  annual  clip.  In  its  shantytown 
mangy  dogs  and  lice-covered  children 
move  warily  among  the  red-dust  lanes, 
where  there  were  300  bars  and  97  whore- 
houses at  last  count.  The  latest  knifing 
makes  the  paper — complete  with  bloody 
pictures  from  the  morgue — and  the 
town's  evangelical  Baptist  pastor,  nor- 


Farmland 


PARAGUAY 


Boomtown  in  Brazil:  LEM,  from 
12,000  to  45,000  residents  in 
five  years. 


mally  holding  servicfl 
his  garage,  voluntaj 
locks  himself  inside! 
overcrowded  jailhoug 
preach  the  gospel  t<j 
prisoners  forced  to  s| 
in  shifts  on  12  cots. 

But,  a  few  streets  0 
sticks  in  the  ground  \ 
resent  the  future  agri 
tural  museum  and  tc 
hall;  bulldozers  are  clearing  ground 
neighborhoods.  Down  the  road  from 
Massey  Ferguson  and  Case  dealershi 
Cargill's  silos  and  Bunge's  soybean  pi 
are  working  around  the  clock. 

A  lot  of  the  wealth  is  hidden.  Mig 
Carvalho  is  a  73-year-old  farmer  w 
nine  children.  Outside  his  homestead 
mud- rutted  lane  filled  with  rusted  fa 
equipment;  the  chair  in  his  office  beh 
the  eucalyptus  windbreak  is  tied  toget 
with  pink  twine.  No  sign  that  Carvalh 
sitting  on  1,000  head  of  cattle,  prized  c 
fee  bushes  and  land  worth  $20  milli 
Carvalho  paid  mostly  $8  an  acre  for  la 
worth  around  $700. 

Not  far  from  Carvalho,  Paulo  (La 
Borges  shuffles  in  mismatched  flip-fk 
around  a  mountain  of  dirty  soybeai 
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Analysts  around  the  world. 

Just  one  advantage  of  T.  Rowe  Price  International  Funds. 


To  find  the  best  opportunities  for  our  international  funds,  we  have  our 
own  analysts  around  the  world,  in  places  like  Hong  Kong,  Buenos 
Aires,  Singapore,  and  London.  We  do  firsthand  research,  relying  on 
our  team  of  local  experts  who  know  the  international  markets  best. 
And  atT.  Rowe  Price,  we  use  the  same  hands-on,  disciplined  approach 
to  managing  international  funds  as  we  do  with  all  of  our  funds.  Few 
fund  families  can  match  our  25  years'  experience  in  international 
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outside  of  the  U.S.  while  at  the  same  time  adding  more  diversity  to 
your  holdings.  Of  course,  diversification  cannot  protect  against  loss 
in  a  declining  market  or  assure  a  profit.  International  funds  generally 
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To  find  out  which  of  14  no-load  international  funds  may  be  right  for 
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Specialist  today. 
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Brazil 


Populist  Economics 

Brazil's  President  Luiz  Inacio  Lula  da  Silva  presides  over  a  growing  econ- 
omy, but  his  redistributibnist  leanings  have  capitalists  everywhere  on 
edge.  FORBES  interviewed  him  via  e-mail.  Excerpts: 
FORBES:  Brazil  landed  a  victory  for  free  trade  with  WTO  decisions 
condemning  American  cotton  subsidies  and  European  sugar  subsidies. 
And  then  you  seemed  to  lose  momentum  on  this  front.  What's  next? 

President  Lula:  Brazil  has  been  involved  in  cases  related  to  bananas, 
poultry,  frozen  chicken,  orange  juice,  instant  coffee  and  apples.  By  the  end  of 
[the  Doha  Round  of  trade  talks]  we  hope  to  see  a  real  reform  of  agricultural 
policies,  with  the  end  of  export  subsidies,  substantial  reductions  in 
domestic  support  and  significant  improvements  in  market  access. 

FORBES:  Societies  that  do  not  enforce  property  rights  are  often  mired  in 
poverty.  What  are  you  going  to  do  about  the  murky  ownership  of  farmland? 

President  Lula:  Agrarian  reform  was  never  completed  in  our  country.  Even 
today,  in  the  21st  century,  in  hard-to-reach  farms  in  the  interior,  there  is  still 
exploitation  of  slave  labor,  which  cannot  be  tolerated.  Brazil  is  one  of  the  15 
largest  economies  in  the  world  yet  has  the  second-worst  income  distribution 
on  the  planet. 

We  launched  the  National  Program  to  Register  Land  &  Document  Rural 
Land  Ownership.  We  have  also  worked  forcefully  to  establish  environmental 
policies  that  are  economically  and  ecologically  sustainable.  Since  I  took  office 
we  have  demarcated  8  million  hectares  [20  million  acres]  as  forest  conser- 
vation units.  Establishing  a  clear  legal  framework  for  Brazil's  national  territory 
will  tend  to  reduce  rural  land  conflicts  significantly. 

FORBES:  Brazil's  bureaucracy  forces  many  small  companies  underground, 
then  mercilessly  taxes  what's  left.  Isn't  this  self-defeating? 

President  Lula:  We  balanced  the  government  budget  and  put  in  place  the 
economic  fundamentals  for  sustainable  growth 
over  the  next  15  or  20  years.  In  September  we 
sent  to  Congress  legislation  that  would  [cut 
tax  and  paperwork  burdens  for  businesses 
with  revenues  below  $15,000]. 

-R.C.M. 


cursing  the  shuddering  machine  mean 
separate  the  beans  from  unwanted  t\i 
and  debris.  Borges  sold  $12  million  wo 
of  land  this  year. 

At  LEM's  brand-new  gated  "Col 
Residence,"  next  door  to  the  compel 
"Soy  Bean"  and  "Corn"  developme 
opulent  villas  with  satellite  dishes 
sold-but-not-yet-built-upon  lots  for  J 
lionaire  farmers  sit  behind  spitting  faj 
tains  and  guards  with  pistols  at  their  h 
Last  November  a  farmer's  1 0-year-oldl 
was  kidnapped  at  gunpoint  in  the  n 
town  over;  he  was  released  only  after  oi 
farmers  passed  the  hat  and  helped 
family  scramble  together  the  $200,i 
ransom. 

Well-financed  U.S.  and  Europl 
investors  are  moving  in  to  compete  vl 
Brazilian  natives,  redeploying  their  U 
cost  capital  in  high-return  Brazil.  Yoi 
American  farmers  in  particular,  finan 
by  an  older  generation  of  farmers  dij 
sifying  away  from  expensive  croplant 
the  U.S.,  are  coming  down  to  Bahii 
make  their  fortune.  The  Buenos  Ail 
based  Adeco  Agropecuaria  is  already 
of  the  biggest  landowners  in  Argenfl 
with  222,000  acres,  and  is  now  diveH 
ing  its  commodity  and  climate  risl| 
moving  heavily  into  Brazil.  Hertz  F«j 
Management,  an  American  firm  ha 
quartered  in  Nevada,  Iowa,  is  sink 
clients'  money  into  western  Bahiai| 
HSBC  and  Holland's  Rabobank  mi 
into  the  region  alongside  the  agent 
representing  Monsanto,  Bayer  and  S 
genta  products. 

The  Hotel  Saint  Louis  is  a  yearJ 
hotel  rising  ten  stories  out  of  LEM's  I 
dust  streets.  Brazilians,  Americans,  Dm 
French,  Swiss,  Japanese  and  Germans] 
in  the  garden  restaurant,  drinking  1 
juice  laced  with  sugar  cane  spirits  as  t 
swap  tales  from  the  front:  $  1 00,000  wo 
of  uninsured  chemicals  stolen  froi 
farmyard;  a  foreign  farmer  unwittir 
caught  up  in  his  neighbor's  bank  fr; 
and  in  danger  of  having  his  own  cot 
crop  seized  by  the  bank. 

Fortunes  will  be  made  here,  and  : 
tunes  lost.  And,  probably  at  a  slower  p 
fortunes  will  be  lost  on  the  overpriced  pa 
pas  of  Iowa  and  the  Loire  Valley.  Soybaj 
and  sugar  are  getting  outsourced. 
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Old  World  Opportunity 

Europe  is  in  the  doldrums.  But  Henderson's  Stephen  Peak  says  that  very  rewarding 
stocks  can  still  be  found  amid  the  torpor  I  By  Michael  Freedman 


Europe  is  a  mess.  Germany,  with  the  continent's  biggest 
economy,  suffers  from  its  worst  unemployment  in  decades. 
Italy  is  officially  in  recession.  France  has  set  back  the  cause 
of  unification  by  rejecting  the  European  Union  constitution 
in  a  May  referendum.  While  U.S.  gross  domestic  product 
was  up  4.4%  last  year  to  $11.8  trillion,  the  25-nation  EU's 
economy  grew  just  2.4%  to  $11.7  trillion.  The  eurozone 
countries  (the  12  with  a  joint  currency)  saw  still  slower 
growth,  1.8%. 

In  this  morass,  Stephen  Peak  finds  opportunity.  Peak, 
48,  has  enjoyed  great  success  as  head  of  European  equities 
at  Henderson  Global  Investors,  a  London  money  manage- 
ment firm  with  $132  billion  in  assets.  From  his  City  of  Lon- 
don office,  he  and  his  staff  of  1 1  cast  their  eyes  on  the  EU, 
as  well  as  non-EU  nations  like  Russia  and  Switzerland. 

He  also  is  lead  portfolio  manager  of  five  funds,  two  of 
them  available  in  the  U.S. — the  $230  million  Henderson 
European  Focus  Fund  and  the  $262  million  Ivy  European 
Opportunities  Fund,  managed  on  behalf  of  Overland  Park, 
Kans.  firm  Waddell  &  Reed.  Over  the  last  three  years  the 
Henderson  fund  returned  26%  a  year  and  the  Ivy  fund 
19%,  both  before  sales  charges,  handily  outpacing  indexes 
like  the  MSCI  Europe  and  Lipper  European  Region. 

To  get  broad  and  cheaper  exposure  to  the  market,  in- 
vestors can  buy  low-cost  European  index  funds  offered  by 
Vanguard  and  the  like.  But  Peak  argues  that  his  group's 
stock  picking  prowess  is  worth  the  price  of  admission. 

Peak,  who  loves  to  spend  hour  upon  hour  discussing 
the  merits  and  demerits  of  a  stock,  largely  ignores  macro- 
economic  questions.  Brussels  bureaucrats,  with  their  mass 
of  rules  and  laws,  may  stifle  Europe's  economy,  but  Peak 
says  even  the  most  calcified  environments  contain  good 
buys.  It  helps,  of  course,  that  his  heaviest  concentration  is 


in  British  businesses.  The  U.K.,  along  with  countries  such 
Ireland,  is  among  Europe's  most  dynamic  economies  an<) 
offers  the  greatest  number  of  public  companies;  it  had 
robust  3.1%  growth  last  year. 

Peak,  an  Englishman,  skipped  college  to  get  into  the  in) 
vestment  world,  focusing  early  on  U.K.  investments.  Then! 
though  he  speaks  no  foreign  language,  he  branched  oul 
across  the  Channel.  He  believes  that  the  best  stock  pickinj 
is  done  by  generalists,  not  experts  who  can  trump  other) 
with  their  arcane  knowledge.  "We  don't  divide  up  the  job 
and  say,  'I  do  Italy  and  she  does  Spain,'"  he  says.  In  Hen 
derson's  open-plan  office — Peak  sits  out  on  the  floor  lik< 
everyone  else — he  and  his  money  managers  have  a  broad) 
ranging  debating  society  about  stocks. 

This  investment  system,  like  all  systems,  is  hardly  fooll 
proof.  Peak  used  to  tilt  toward  small  caps,  yet  that  served 
him  ill  in  the  market  slide  that  started  in  2000.  Investor! 
fled  small  European  companies.  The  Ivy  fund  lost  a  nasrj 
21%  in  2001  (Henderson  European  was  formed  late  thai 
year).  "It's  a  bit  like  driving  a  car,"  Peak  says.  "I  spent  toe 
much  time  worrying  about  the  pressure  on  the  gas  pedal 
and  I  forgot  there's  another  pedal  on  the  left." 

Peak  repositioned  his  portfolio,  moving  out  of  smal 
companies  into  big  ones  {see  table,  p.  94).  The  Ivy  fund': 
loss  was  just  3%  in  2002,  followed  by  a  bell-ringing  5194 
return  in  2003  and  36%  last  year;  the  Henderson  func 
clocked  2%,  62%  and  38%.  This  year  both  funds  are  flat 
One  problem:  The  largest  investment  in  both  portfolios 
Britain's  Regal  Petroleum,  got  pounded  after  a  recent  an 
nouncement  that  a  large  oil  find  turned  out  to  be  worthless 

Peak  likes  the  Body  Shop,  the  international  beauty  prodl 
ucts  retailer.  The  British  company  has  had  some  bump 
years,  but  Peak  says  a  management  change  has  put  it  bad 
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Peak's  Ivy  fund  had  a  painful  losfe  in  200I.  Then  he  shifted 
toward  larger  caps  and  produced  some  nice  returns. 


European  Elegance 

I  [enderson  Global  Investors  finds  fine  stocks  amid  Europe's  languid  economies.  A  lot 
are  in  Britain,  an  exception  to  the  slow  growth,  but  many  are  in  ever-stalled  Germany. 


52-week 

Company 

Country 

Industry 

Recent 

high 

P/E1 

Admiral  Group 

UK 

insurance 

$7.09 

$7.20 

12 

Body  Shop  Intl 

UK 

specialty  retail 

4.36 

4.44 

19 

Coca-Cola  HBC 

Greece 

beverages 

27.97 

28.59 

20 

Deutsche  Post 

Germany 

air  transport 

23.53 

25.50 

14 

Deutsche  Telekom 

Germany 

telecom 

18.36 

22.73 

11 

NDS  Group 

UK 

media 

32.50 

40.00 

36 

OMV 

Austria 

oil  and  gas 

81.94 

81.94 

13 

Siemens 

Germany 

conglomerate 

76.72 

85.13 

17 

Wienerberger 

Austria 

building  materials 

9.20 

10.17 

12 

All  figures  are  in  U  S.  dollars.  Prices  as  of  June  17.  All  companies  except  Admiral  Group  and  Body  Shop  International 
trade  in  the  U.S.  as  ADRs  or  ordinary  shares.  'Latest  12  months.  Sources:  Exshare.  FT  Interactive  Data,  Thomson  First  Call 
and  Worldscope  via  FactSet  Research  Systems. 

on  the  right  path.  For  the  year  ended  in  February  pretax  profit 
was  up  20%  to  $53  million  on  revenue  up  10%  to  $762  million. 
Also  in  Britain  is  Admiral  Group,  an  online  auto  insurance 
company  that  went  public  last  year  and  has  done  well  peddling 


cut-rate  coverage  to  young  drivers  arj 
city  dwellers,  who  pay  higher  rates.  Pe^ 
says  the  insurer  has  good  growth  ahea< 
particularly  if  it  expands  into  Spain  <j 
Italy,  as  is  likely. 

Despite  Germany's  woes,  Peak 
moving,  ever  so  cautiously,  into  i 
stocks.  One  of  them  is  Siemens,  vendo 
of  electrical  goods.  The  158-year-ol 
company  is  in  the  midst  of  a  corpora 
restructuring,  and  Peak  believes  it  wj 
shed  some  of  its  worst-performing  Una 
In  Austria,  onetime  laggard  of  Euro 
pean  markets,  Peak  has  bought  Wiene] 
berger,  the  world's  largest  brickmakfi 
This  company  has  the  number  or 
market  share  for  brick  materials  in  easi 
ern  Europe,  which  now  account  fo 
35%  of  operating  income  (earning 
before  interest,  taxes  and  nonrecurrir 
items).  As  construction  surges  in  tq 
east,  Wienerberger  should  expand  at  a  fast  clip.  Profit  last  ye 
jumped  60%  to  $220  million  on  sales  of  $2.2  billion.  "The: 
aren't  many  genuine  growth  companies  in  the  world,"  Pe 
says.  Not  in  slow-growing  Europe,  anyway. 


Dialing  Up  Emerging  Markets 

Looking  for  cheap  telecom  stocks  with  exciting  growth  prospects? 
Try  Russia  and  Brazil  I  By  Andrew  X  Gillies 


Investors  who  gag  on  the  prices  of  U.S. 
telecom  stocks  but  want  to  stay  with 
the  sector  should  look  abroad.  There  is 
still  a  ton  of  growth  within  emerging 
markets  telecom,"  says  Meagan  Morris 
Nace,  equity  analyst  at  DuPont  Capital 
Management. 

Nace  is  one  of  four  analysts  focused 
on  emerging  markets  at  DuPont  Capital, 
which  oversees  $26  billion  for  its  chem- 
ical company  parent  and  for  outside 
clients.  She  points  to  the  opportunities 
awaiting  Russia's  Mobile  TeleSystems, 
the  largest  mobile  phone  operator  in  the 
former  Soviet  Union.  The  $4  billion 
(2004  sales)  company  does  most  of  its 
business  in  Russia,  where,  Nace  says, 
barely  half  the  population  has  wireless 
service.  She  expects  that  three-quarters 
will  have  it  within  three  years.  The  com- 
pany also  controls  half  the  Ukrainian 


market,  the  next  largest  in  the  region, 
where  wireless  penetration  is  only  34%. 

A  crazy  growth  stock?  Not  really. 
DuPont  Capital  casts 
itself  as  a  value-ori- 
ented investment  shop 
and,  by  certain  metrics, 
Mobile  TeleSystems  fits 
the  bill.  The  Big  Board- 
listed  stock  goes  for 
eight  times  projected 
earnings  for  2006.  Con- 
trast that  with  an  equiv- 
alent P/E  of  15  for  SBC 
Communications. 
Meanwhile,  analysts 
reporting  to  Thomson 
First  Call  expect  Mobile  TeleSystems 
to  enjoy  annualized  earnings  growth  of 
14%  over  the  next  few  years,  a  far  cry 
from  the  6%  growth  projected  for  both 


The  best  telecom  opportunities 
are  likely  to  lie  outside  the  U.S. 


SBC  and  Verizon  Communications. 

With  the  low  prices  come  ris 
peculiar  to  this  ex-communist  econ 
There  are  many  mo 
traps  than  possib 
prizes  out  there,"  sa 
Rudy  Baca,  an  analyst ; 
Washington  researc 
company  Precursor.  Bao 
should  know.  Befor 
signing  on  with  Precui 
sor,  he  spent  12  years ; 
the  Federal  Communica 
tions  Commission, 
lawyer,  he  helped  negc 
tiate  treaties  amon 
countries  for  new  wire 
less  equipment  and  use  of  spectrum,  wii 
nessing  up  close  some  of  those  pitfall: 
"You've  still  got  a  heavy  government  ir 
fluence,"  he  warns.  In  countries  tacklin 
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of  the  investor  who 

lost  $28,194 

and  didn't  ev^n  i 

L  even  know  it. 


1  here  are  investors  who  chnr.^  .-  l 

for  managing  a  mutual  fund  involve  J"  ^ 

in  the  first  place.  Truth  is  its  ,11  ?X      7  WerenV  endtled  t0 

r  urn  is,  it  s  all  yours.  And  the  impact  of  fees  on 

performance  over  time  can  be  significant 

For  example,  take  a  hypothetic-, I  G,„j    •  , 
13  percent  versus  one  with  an  XD         ™*  ™  ^  °f 

Applied  to  an  inirhl  in  PCnSC  rat,°  of  )ust  °-3  percent. 

Appnea  to  an  initial  investment  of  $5  nnn     •  l  . 

invesrmpnK  nf      nnn  •     ^'uuu>  with  subsequent  annual 

investments  or  $5,000  returning  8  percent  before  expenses  and 
compounded  over  20  years  thP  Aiff  ,  ,        orc  exPer>ses,  and 

$28,194.  In  your  account'.  ^        UP  »  '  ""^-^ant 

If  you'd  like  more  of  what's  rightfully  yours,  call  us  at 
1-800-523-1799,  or  visit  us  at  Vanguard.com® 
We  can  help.™ 


4?  ^ 


1-800-523-1799 
www.vanguard.com 


Vanguard9 


I  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information 
Id  and  consider  it  Carefully  before  investing.  Mutual  funds  are  subject  to  risk.  ©  2005  The  Vanguard  Group,  Inc.  All  rights  reserved 
juard  Marketing  Corporation,  Distributor. 
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SPECIAL  ADVERTISING  SECTION 


Contact  Centers  Move  to  Center  Stag* 
Of  Business  Strategy  for  Top  Firms 

NEVER  IN  THE  HISTORY  OF  BUSINESS  HAS  UNDERSTANDING,  SERVING  AND  RETAINING 
customers  been  so  critical  to  success  in  the  marketplace.  Analytics-based  Customer  Relationship 
Management  is  now  viewed  as  a  strategic  imperative  by  most  successful  companies,  with  a  scalable, 
cost-efficient  contact  center  a  central  point  of  operations.  But  it  can  be  a  daunting  proposition  to 
deal  with  dynamic  spikes  in  service  requirements,  multiple  facilities,  numerous  databases  and  24/7 
availability  —  all  while  controlling  costs  and  improving  customer  experience. 


Fortunately,  a  new  generation  of  IP-based  technologies 
is  benefiting  forward-thinking  companies,  providing 
dramatic  new  capabilities  for  contact  centers.  Advanced 
IP  networking  solutions  are  seamlessly  integrating  voice 
and  data,  increasing  functionality,  reducing  agent  costs 
and  improving  customer  satisfaction.  Customer  data  can 
be  readily  shared  and  managed  across  multiple  channels, 
enhancing  the  experience  while  increasing  efficiency.  All 
the  while,  sophisticated  analytics  are  capturing  critical 
preference  and  usage  data  for  ongoing  channel  and 
product  development. 

REAL-WORLD  SUCCESS  STORIES 

The  skill  with  which  firms  implement  IP  networking  can 
make  all  the  difference  in  taking  customer  relationships  to 
the  next  level.  Consider  these  real-world  challenges  and 
solutions: 

1.  Due  to  steady  growth,  a  large  automotive  insurance 
company's  paramount  concern  was  the  interoperability 
and  scalability  of  its  network  to  be  able  to  provide 
unparalleled  customer  service.  By  implementing  an 
intelligent  call  routing  solution,  calls  are  directed  to  the 
proper  agents  the  first  time  and  more  than  90%  of  calls 
are  answered  within  20  seconds,  a  greater  than  30% 
improvement. 

2.  A  major  airline,  which  operates  contact  centers  in 
the  U.S.,  Europe,  Asia  and  Latin  America,  chose  network- 
based  solutions  to  create  a  single  virtual  contact  center 
across  distributed  agent  groups.  Calls  are  load-balanced 
across  centers,  lowering  average  response  time  and 
automatically  routing  callers  to  specialized  agents. 

3.  A  large  claims  insurance  company  reduced  call 
times  by  an  average  of  49  seconds  per  call  by  advertising 
a  single  toll-free  number  and  introducing  natural  language 
technology  to  guide  callers  to  the  right  agents. 


EXPERTISE  ON  DEMAND 

Clearly,  the  networking  solutions  to  take  a  busine^ 
to  the  next  level  are  available  now,  and  the  custom^ 
base  is  open  and  ready.  "Getting  it  done"  remains  a 
the  final  step.  What  do  these  success  stories  have  i 
common?  They  all  benefited  from  AT&T's  networkirj 
experience  in  providing: 

•  A  world-class,  global  IP  network 

•  Advanced  contact  center  solutions,  using  natural 
language  technology  and  intelligent  call  routing 

•  Knowledge  to  design,  deploy  and  manage 
customer-defined,  multiple-vendor  solutions 

•  Thousands  of  network  integration  professionals 
deployed  globally 

•  Unique  contact  center  assessments  and  "proof 
of  concept"  labs 

•  Help  with  migration  planning 

•  Performance  management  tools  for  increased 
visibility  and  control  of  your  network 


Learn  more  about  solutions  to  manage  customer 
relationships  at  AT&rs  Networking  Exchange,  an 

online  community  for  IT  professionals  designed  to 
help  you  stay  on  the  leading  edge  of  networking 
trends.  By  activating  your  membership,  you  can 
customize  the  information  you  receive.  Sign  up 
now  at  www.att.com/networkingexchange. 


AT&T 

The  world's  networking  company5 


AT&T 
and 

1TERC0NTINENTAL 
HOTELS  GROUP 


Can  your 
network 
roll  out  the 
red  carpet? 


INTERCONTINENTAL  HOTELS  GROUP  AND  AT&T.  When  Intercontinental 
Hotels  Group  wanted  to  improve  customer  loyalty  and  satisfaction,  they 
checked  in  with  the  world's  networking  company.  With  networking 
solutions  from  AT&T,  all  seven  Intercontinental  Hotels  Group 
brands  are  integrated  into  a  global  network,  allowing  representatives 
to  immediately  identify  Priority  Club®  Rewards  guests  in  over  3500 
hotels  worldwide.  So  customers  can  enjoy  the  same  preferences  and 
earn  the  same  hotel  points  no  matter  where  they  go.  And 
Intercontinental  Hotels  Group  cart  enjoy  the  kind  of  customer  loyalty 
that's  asjefreshing  as  a  good  night's  sleep.  CAN  YOUR  NETWORK  DO  THIS? 


AT&T 

The  world's  networking  company5 


To  find  out  how  AT&T's  networking  solutions 
helped  Intercontinental  Hotels  Group  transform  its 
business,  go  to:  att.com/redcarpet 


mm 

EM  Phone  Home 


DuPont  Capital  Management's  Meagan  Morris  Nace  gave  us  five  telecom  favorites  from 
developing  economies;  all  of  them  trade  in  New  York  as  ADRs.  We  added  a  few  others,  along 
with  Israel's  Alvarion,  an  equipment  maker  focused  on  WiMax  technologies. 

PRICE   ENTERPRISE 


which  often  means  an  oversei 
trip,  followed  by  revisions  to  hi 
models  along  with  checks  again 
equity  research  from  oth 
sources.  Overlaid  on  top  of  it  all 
a  country-by-country  macn 
economic  analysis. 

Another  stock  clearin 
Nace's  hurdles  is  fixed-line  ar 
wireless  concern  Brasil  Teleca 
Participacoes.  One  of  the  b 
regional  companies  formed  I 
the  breakup  of  Brazil's  phor 
monopoly  in  1998,  Brasil  Tell 
corn's  core  operating  are 
includes  wealthy  capital  Brasil) 
"It  has  a  lot  of  high-end  sul 
scribers,"  notes  Nace. 

With  its  New  York-trade 
stock  price  down  56%  from 
five-year  high  the  company 
enterprise  value  (market  vali) 
DuPont's  Nace  acknowledges  those    plus  debt,  less  cash)  is  only  2.5  time 
hazards.  But  buying  cheap  is  a  form  of  risk   trailing  Ebitda  (earnings  before  interee 


Company 

Country 

Change  from 
Recent  52-week  high 

Value2 
($mil) 

Multiple3 

Alvarion1 

Israel 

$10.66 

-33% 

$492 

32.4 

Brasil  Telecom  Participacoes 

Brazil 

36.41 

-6 

4,175 

2.5 

China  Mobile  (Hong  Kong)1 

China 

18.34 

-2 

66,955 

5.1 

Embratel  Participacoes1 

Brazil 

10.92 

-23 

1,812 

3.3 

Mobile  TeleSystems 

Russia 

32.75 

-19 

14,615 

6.7 

SK  Telecom 

South  Korea 

21.84 

-6 

17,449 

4.3 

Tele  Centro  Oeste  Celular1 

Brazil 

10.80 

-10 

1,070 

3.7 

Tele  Norte  Leste  Participacoes 

Brazil 

16.27 

-6 

9,973 

3.5 

Telkom  South  Africa 

South  Africa 

68.50 

-14 

10,363 

3.9 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17.  'Forbes  picks.  2Market  value  plus  net  debt. 3  Enterprise  value  divided  by  operating 
income  (earnings  before  interest,  taxes,  depreciation  and  amortization).  Sources:  Exshare,  FT  Interactive  Data,  Reuters  Fundamen- 
tals, Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems. 


economic  liberalization,  moreover,  incum- 
bents are  not  always  favored. 

Also  working  against  incumbents  is  the 
disrupting  nature  of  communications  tech- 
nology. Here  Baca  points  to  the  outsize 
potential  of  providing  high-speed  Internet 
connections  over  electric  power  lines,  as 
well  as  WiMax,  a  wireless  technology  of- 
fering Internet  access  over  a  30-mile  range. 


reduction.  In  her  nitpicking  stock  selection, 
Nace  keeps  an  eye  on  liquidity,  compar- 
isons to  other  companies  in  the  same 
region,  prospects  for  growth  in  consumer 
spending,  the  competitive  landscape, 
barriers  to  entry  and  gross  domestic  prod- 
uct. Next  come  talks  with  management, 


taxes  and  depreciation).  Nace  favors  th 
metric,  known  as  an  enterprise  multipl 
as  it  eliminates  worries  about  differing  d 
preciation  schemes  among  the  operatoiflderr 
BellSouth  has  an  enterprise  multiple 
7.4.  We  show  the  same  metric  for  tl 
stock  picks  in  our  table. 


BtK 
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Fueling  China's  Growth 

So  China  is  going  to  grab  our  Unocal?  Return  the  favor.  Buy  into  a 
Hong  Kong  energy  company  I  By  Russell  Flannery 


Hong  Kong  has  for  years  been  the  Western  investor's 
entrance  gate  to  the  Chinese  economy.  With  China  now 
rapidly  becoming  an  economic  superpower,  the  Hong  Kong 
Stock  Exchange  is  developing  a  new  invest- 
ment specialty:  Chinese  energy  companies. 

China's  domestic  market  is  also  gaining 
energy  listings,  but  restrictions  on  foreign 
investments  there  are  pushing  a  flurry  of 
new  listings  to  Hong  Kong.  One  example:  a 
$3  billion  initial  public  offering  in  June  by 
majority-state-owned  coal  producer  China 
Shenhua  Energy,  which  last  year  posted  rev- 
enue of  $4.7  billion  and  earnings  of  $1.1  billion.  Shenhua, 
which  accounted  for  6.1%  of  China's  coal  output  in  2003, 


and  is  China's  number  one  coal  exporter. 

China  is  the  world's  largest  producer  and  user  of  coal 
fuel  likely  to  remain  its  main  energy  source  for  at  least  tvi 
decades.  Yanzhou  Coal  Mining,  whose  Ame) 
ican  Depositary  Receipts  trade  in  New  Yoij 
is  a  smaller  alternative  to  Shenhua.  Sixty  pet 
cent  of  its  output  is  sold  in  China,  and  401 
is  exported  to  Japan  and  South  Korea.  1 
ADRs  carry  a  2.5%  yield  and  trade  at  7  timl 
projected  2005  profits  per  share.  In  contrsu 
Peabody  Energy  in  the  U.S.  trades  for  1 
times  expected  2005  profits  and  yields  0.69 


Hong  Kong:  helping  to  fuel 
China's  growing  energy  needs 

Natural  gas,  long  overlooked  by  the  government,  rr^ 
yet  win  appeal  as  China's  urban  middle  class  discove) 
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benefits  from  a  network  of  self-owned  rail  lines  and  ports     Western-style  environmentalism.  Gas  from  China's  motdl 
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Petrobras  Refines  Operations  and  Efficiencies 


:n  Petrobras  needed  to  thoroughly 
lernize  its  organizational 
rations,  it  chose  BearingPoint 
iccessfully  lead  one  of  the  largest 
®  Pv/3&  software  integrations  in 
Arorld.  The  new  system  provides 
igle,  continuously  updated 
base,  increased  control  and 
■ility  of  operational  activities, 
lges  in  process,  and  support  of 
management  practices.  In  five 
s,  the  system  is  expected  to  deliver 
ings  of  US$450  million  to  one 
le  world's  largest  oil  and  gas 
panies.  These  are  the  kinds  of 
Its  that  make  the  difference. 


OTGIC  BUSINESS  INTEGRATION. 
OWERED  BY  BEARINGPOINT. 


^SUITING    SYSTEMS  INTEGRATION    MANAGED  SERVICES 


BearingPoint 


Experience  B  EARINGPOINT.COM     Business  and  Systems  Aligned.  Business  Empowered. 


Expert  Picks 

Japan 


tainous  western  border  began  flowing  eastward  last  year  after 
state-owned  PetroChina  completed  a  $5  billion,  2,500-mile-long 
west-east  pipeline. 

PetroChina  trades  in  Hong  Kong  and  New  York.  Investors  in- 
clude Warren  Buffett's  Berkshire  Hathaway.  The  company's  state 
parent  has  controversial  investments  in  Sudan  that  recently 
prompted  the  Harvard  endowment  to  dump  the  stock.  But 
strictly  on  business  merit,  its  distribution  through  thousands  of 
gas  stations  in  China  leaves  it  without  peer.  PetroChina  sells  for 
nine  times  estimated  2005  profits  and  it  yields  4.3%. 

CNooc  Ltd.,  a  Hong  Kong-listed  subsidiary  of  state-owned 
China  National  Offshore  Oil  Corp.,  made  headlines  with  its 
$18.5  billion  takeover  bid  for  Unocal.  Considered  the  least 
bureaucratic  of  China's  big  energy  companies,  CNooc  has  joint 
ventures  in  Australia  with  Shell  and  in  Indonesia  with  BP,  and  its 
shares  are  available  to  U.S.  investors  as  ADRs.  Profit  rose  by  40% 
last  year  to  $2  billion  on  $6.7  billion  in  revenue. 

Also  of  note  is  China  Gas  Holdings.  In  February  Gail  (India) 
Ltd.,  owned  by  the  Indian  government,  took  a  9%  stake,  joining 
China's  state-controlled  Sinopec  as  a  shareholder,  among  others. 
Such  state  backing  at  home  makes  it  likely  that  China  Gas  will 
pick  up  good  distribution  rights  along  the  new  west-east  pipeline 
and  enjoy  rapid  sales,  says  Kelvin  N.  Cheng,  head  of  research  in 
Hong  Kong  for  Kingsway  Financial  Services  Group  of  Canada. 

Xinao  Gas  Holdings,  whose  founder,  Wang  Yusuo  (number 
54  on  the  2004  Forbes  China  Rich  List)  was  an  early  mover  in  gas 
distribution  but  is  less  blessed  with  political  ties  than  state-owned 
companies  that  dominate  China's  energy  industry.  Xinao  aims  to 
increase  its  distribution  network  to  60  cities  by  the  end  of  the  year 
from  52  at  the  end  of  2004,  says  Executive  Director  Wilson 
Cheng.  Xinao's  Hong  Kong-listed  shares  are  up  17%  year-to- 

Over  a  Billion  Served 

These  ten  stocks  provide  a  way  to  play  China's  energy  market.  Some  are  available  as 
American  Depositaiy  Receipts,  but  all  can  be  bought  through  the  Hong  Kong  market 

 PRICE 


Japanese  consumers  are  boosting  the  nation's  economy  and  hel| 
ing  stocks  like  these,  argues  Takahide  Kiuchi,  senior  economist 
Nomura  Securities.  For  more,  go  to  www.forbes.com/intlinvest. 


52-week 

2005  Est 

Company 

Industry 

Recent 

high 

P/E 

China  Gas  Holdings 

oil  &  gas 

$0.18 

$0.21 

11 

China  Oilfield  Services 

oilfield  services 

0.36 

0.40 

17 

China  Pet  &  Chem  (Sinopec)1 

oil  &  gas 

37.85 

45.84 

9 

China  Resources  Power  Holdings 

utility 

0.55 

0.62 

9 

CNooc1 

oil  &  gas 

54.65 

58.95 

9 

Hong  Kong  &  China  Gas1 

utility 

2.04 

2.14 

19 

PetroChina1 

oil  &  gas 

70.28 

70.75 

9 

Titan  Petrochemicals 

oil  refining  &  marketing 

0.10 

0.12 

5 

Xinao  Gas  Holdings 

oil  &  gas  pipelines 

0.67 

0.71 

14 

Yanzhou  Coal  Mining1 

mining 

62.60 

79.50 

7 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17. 1  Trades  in  the  U  S.  as  an  ADR.  Sources:  Exshare.  FT  Interactive  Data. 

Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems. 


date  and  sell  for  14  times  estimated  2005  profits. 

One  of  the  Hong  Kong  energy  companies  to  have  the  be 
success  away  from  home  is  Hong  Kong  &  China  Gas,  Hoi 
Kong's  biggest  gas  supplier  and  part  of  a  group  of  compani 
controlled  by  billionaire  Lee  Shau  Kee,  who  bought  into  tl 
China  Shenhua  public  offering.  The  company  has  30  gas  disti 
bution  joint  ventures  in  China  and  expects  to  add  20  over  tl 
next  12  months.  Australia's  Macquarie  Securities  projects  th| 
mainland  China  will  account  for  as  much  as  20%  of  Hong  Koi 
&  China  Gas'  profits  by  2008. 

Among  energy  companies  active  in  China  but  not  state-coi 
trolled  is  Titan  Petrochemicals.  Chairman  Tsoi  Tin  Chun  (al 
spelled  Cai  Tianzhen)  is  a  China-born  entrepreneur  who  imm 
grated  to  Singapore.  Three  large  oil  storage  terminals  in  Fujiai 
the  Pearl  River  Delta  and  Shanghai  will  account  for  much 
Titan's  future  growth.  J.P.  Morgan  Chase  predicts  Titan's  sail 
will  climb  to  $1  billion  by  2008  from  $450  million  last  ye^ 
Titan's  shares  are  listed  in  Hong  Kong. 

China's  electric  utility  industry  provides  investors  with  ui 
certainty;  regulatory  hurdles  make 
difficult  to  pass  on  rising  raw  mater 
als  costs  as  higher  prices.  Utilizatic 
rates  are  likely  to  drop  off  as  new  a 
pacity  is  added.  On  a  valuation  basi 
one  noteworthy  stock  is  state-cot) 
trolled  China  Resources  Power,  whic 
trades  at  a  36%  discount  to  its  peer 
according  to  Macquarie  Securities. 

Go  in  with  your  eyes  open.  TJ 
Communist  Party  is  still  in  offio 
Many  of  the  country's  biggest  busi 
nesses  are  state-owned,  with  limita 
transparency  and  poor  corporal 
governance.  Investors  learned  that  th 
hard  way  last  year  when  shares  t 
Singapore-listed  fuel  trader  Chin 
Aviation  Oil  (Singapore),  which  w£ 
majority-owned  by  the  Chines 
government,  collapsed  in  a  deriva 
tives  trading  scandal.  I 
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YOU  SEE  A  LITTLE  KNOWN  CANDY. 
I         WE  SEE  A  SWEET  DEAL. 


Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


■  When  our  Mutual  Series  fund  managers  discovered 

MUTUAL 

a  small  candy  company  with  a  potentially  vast 
BBHHHH  international  market,  they  seized  the  opportunity 
o  purchase  its  stock  at  a  significant  discount  to  its  intrinsic  value, 
"he  result:  a  sweet  deal  for  our  fund  shareholders  when  we  sold 
he  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective.  One 
hat  comes  from  consistently  following  a  three-pronged  strategy  of 
figging  deep  to  find  undervalued  securities,  distressed  debt  and 
irbitrage  opportunities.  A  proven  approach  that  has  provided 
itrong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your  portfolio, 
;ee  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
ranklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


MUTUAL  SHARES  FUND 

irningstar  Overall  Rating™  5/31/05  -  Class  A* 

Overall  ^  ^  ^  ^ 

it  of  817  U.S.-domiciled  Large  Value  Funds 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  hind's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain 
from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does 
not  guarantee  future  results. 

Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  applicable) 
rating  metrics.  Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special 
risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


ce:  Mr^AWNGSMR  5/31/05.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
ling  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstpr 
I™"  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction 
!  fund  and  rated  separately.)  The  Fund  was  rated  against  817  and  569  funds  and  received  Morningstar  Ratings  of  4  and  4  stars  for  the  3-  and  5-year  periods,  respectively.  Morningstar 
I™  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2005  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is 
etary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers 
sponsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 

^— — 1 


Jet-Set  Debt 


Not  sure  how  to  buy  Icelandic  bonds?  Managers  at  a  fund  like  Julius  Baer  Total  Return  200'. 
Bond  will  do  it  for  you.  They'll  tend  your  U.S.  bond  portfolio,  too  I  By  Andrew  T.  GiUia 

— \  i  33 


Morningstar  analyst  Arijit  Dutta  advises 
stateside  investors  not  to  stray  too  far 
from  home  in  their  bond  portfolio.  "You 
should  start  with  a  core  bond  holding," 
he  says,  "something  domestic  and  in- 
vestment grade." 

But  with  more  than  half  the  world's 
debt  issued  outside  the  U.S.,  there  are 
plenty  of  ways  to  wager  on  overseas 
fixed  income  and  make  good  money 
doing  it.  The  tricky  part  is  figuring  out 
how  and  where.  Forget  about  buying 
foreign  bonds  themselves.  Most  peo- 
ple can't  cope  with  the  time,  taxes  and 
transaction  costs  involved. 

Low-cost  bond  funds  get  rid  of 
those  problems  but  don't  solve  a  big 
one:  allocation.  These  funds  tend  to 
either  stay  out  of  the  U.S.  market  alto- 
gether or  keep  a  majority  of  their  hold- 
ings—usually 60%— overseas.  You  can 
tack  on  one  of  these  to  your  core 
domestic  portfolio,  but  how  much  is  too 
much,  especially  as  global  economic 
conditions  shift? 

Julius  Baer,  a  Swiss  bank,  answers 
that  question  with  its  $185  million  (as- 
sets) Total  Return  Bond  Fund.  Coman- 
agers  Richard  Pell  and  Donald  Quigley, 
working  from  an  office  in  midtown 


Manhattan,  are  required  to  keep  some- 
where between  60%  and  100%  of  their 
holdings  in  high-quality  U.S.  obliga- 
tions. The  balance  is  in  investment- 
grade,  non-U.S.  debt. 

At  the  moment  the 
two  have  77%  of  their 
holdings  in  U.S.  paper, 
with  the  bulk  of  that  po- 
sition divided  among 
U.S.  Treasurys,  corpo- 
rates  and  mortgage- 
backeds.  The  rest  is 
overseas,  and  only 
one-third  of  the  fund's 
currency  exposure  is 
hedged.  "We  like  to 
think  of  ourselves  as 
globally  opportunistic," 
offers  Quigley. 

A  good  part  of  that  opportunism  ex- 
tends to  the  usual  suspects:  France, 
Germany,  the  U.K.,  New  Zealand.  But 
check  out  the  fund's  move  in  Iceland.  In 
early  2004  the  Icelandic  government 
sought  to  bring  down  interest  rates  by 
attracting  more  foreign  buyers  to  its 
housing  bonds.  It  restructured  15 
mortgage-backed  issues  from  its 
housing  authority  into  just  3,  sweeten- 


A  good  play  for  Julius  Baer 
was  in  Iceland  housing. 


How  Much  Foreign  Bond  Exposure? 

Julius  Baer  Total  Return  Bond  buys  mostly  U.S.  bonds  but  goes  abroad  to  spice  things 
up.  The  others  here  take  a  different  tack,  with  70%  or  more  in  foreign  issues.  Offerings 
from  American  Century,  Oppenheimer  and  T.  Rowe  Price  win  high  FORBES  marks  in  up 
markets.  The  Oppenheimer  fund  is  the  priciest  of  the  bunch,  with  a  4.75%  load. 


Fund 

American  Century  International  Bond-lnv 

5-year 
annualized 
10.1% 

Latest 
12  months 
9.0% 

Annual 
expenses 
per  $100 

$0.83 

Julius  Baer  Total  Return  Bond-A 

8.6 

8.9 

0.69 

Oppenheimer  International  Bond 

13.9 

16.0 

1.13 

T  Rowe  Price  International  Bond 

8.8 

8.7 

0.91 

'Performance  through  May  31.  Sources:  Forbes:  Upper. 


ing  the  deal  by  shouldering  prepaynu 
risk.  In  other  words,  if  rates  fell  a 
mortgages  underlying  the  bonds  va 
ished  in  refinancings,  the  agency  woi 
continue  to  pay 
stated  interest  rate, 
capital  came  runnir 
and  rates  inched  dov 
Sure  enough,  low 
rates  enticed  hom 
owners  to  refinam 
their  loans.  Quigll 
saw  value  in  the  hoi 
ing  authority  guaranf 
against  prepayme 
risk  and  upped 
fund's  holdings  in  t 
debt  from  1.5%  to 
the  portfolio, 
move.  Holders  of  the  bonds  with  long 
maturities  enjoyed  a  20%  total  retu 
from  July  last  year  through  mid-Jur 
"Not  bad  for  a  government-guarantet 
bond,"  Quigley  muses. 

Not  bad  for  the  fund's  perfa 
mance  numbers,  either.  Annualizi 
over  the  past  five  years,  its  8.6 
return  edges  out  7.7%  for  the  Lehmi 
Brothers  U.S.  Aggregate  Bond  Inde 
a  domestic  benchmark  covering  tl 
range  of  bonds.  FORBES  giv< 
the  fund  a  B  in  up  markets  an 
a  C  in  down  ones. 

Momingstar's  Dutta  cautioi 
that  the  fund's  recent  run  owi 
a  good  deal  to  its  willingness 
take  on  currency  risk,  one  of  rt 
hairiest  considerations  for  am 
one  thinking  about  diversify^ 
internationally.  If  you've  got  tfi 
stomach  for  some  bouncir 
around,  the  unhedged  approac 
makes  sense.  Why  bother  wil 
non-U.S.  holdings  if  the  current 
advantage  is  taken  out  of  tH 


6%1 
Nil 
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Zodiac 


equation? 

Situated  in  Morningstar's 
Intermediate-Term  Bond  cat- 
egory, the  fund  was  stuck  in 
the  basement  among  its 
peers  during  the  strong  dol- 
lar spell  from  1999  through 
2001.  But  as  the  dollar 
started  to  weaken  against 
the  euro  in  early  2002, 
things  turned  around  in  a 
hurry.  The  fund  placed  first 
in  its  Morningstar  category 
that  year  and  was  in  the  top- 
tenth  percentile  last  year. 

Part  of  Julius  Baer's 
pitch  is  that  the  Swiss  bank  has  an  in- 
ternational perspective  enabling  it  to 
handle  currency  issues  in  addition  to 
managing  a  robust  U.S.  portfolio. 
Quigley's  own  bio  shows  how  ambidex- 
trous the  fund  is.  He  came  to  Julius  Baer 
as  a  U.S.  debt  specialist  after  stints  man- 
aging domestic  fixed  income  at  Chase 
Manhattan  and  MetLife.  A  month  after 


Expert  Picks 

Vive  la  France 


The  Gallic  economy  is  stagnating,  but  portfolio  managers  like 
the  global  reach  of  these  French  corporations.  Go  to 
www.forbes.com/intlinvest  for  the  full  discussion. 


Company   Industry 

Axalto  Ho 

Sanofi-Aventis1  pharmaceuticals 


Recent  2005  Est 
price  P/E 


42.42  15 


aerospace  &  defense  53.94 


All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17.  Trades  in  the  U.S.  as  an  ADR. 
Sources:  Exshare,  FT  Interactive  Data.  Thomson  First  Call  and  Worldscope  via 
FactSet  Research  Systems. 


starting,  he  took  on  both  domestic  and 
international  duties. 

In  January  Julius  Baer  buoyed  the 
return  by  dropping  its  expenses  on  the 
fund  to  a  very  reasonable  69  cents  per 
$100  in  assets,  from  $1.17.  Still,  there's  a 
cheaper  way  to  minimize  costs,  provided 
you  are  content  to  hold  a  more  or  less 
fixed  percentage  of  foreign  bonds  rather 


than  have  the  Swiss  gnomes 
make  allocation  decisions. 
Put,  say,  80%  of  your  fixed- 
income  portfolio  in  a  low-cost 
bond  index  portfolio  of  the 
sort  offered  by  Vanguard  or 
Fidelity.  Put  the  20%  remain- 
ing in  a  bond  fund  that  con- 
centrates its  investments 
abroad,  on  the  order  of  70% 
or  more.  Three  worth  consid- 
ering in  this  category  are 
listed  in  the  table  on  page 
102.  American  Century's  In- 
ternational Bond  Fund 
earned  FORBES'  highest  rat- 
ing for  up  market  performance  in  our 
most  recent  mutual  fund  survey,  A+, 
though  it  got  a  D  in  down  times.  The 
fund's  expenses  are  just  83  cents  per 
$100.  Blend  that  cost  with  the  rock-bot- 
tom 20  cents  on  your  core  U.S.  bond 
index  holding  and  you  have  an  average 
cost  of  33  cents  per  $100,  even  better 
than  the  rate  offered  by  Julius  Baer.  F 


A/hen  it  comes  to  power, 
the  more  you  demand,  the  more  it  supplies, 


Introducing  the  new  BMW  750LL  Now  with  a  4.8  liter,  360  horsepower 
Valvetronic  V-8,  the  driver's  luxury  car  gives  you  everything  you  ask  for. 
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Falling  Into  Favor 


It's  not  just  Bono  and  Tony  Blair.  Emerging-markets  specialists  are  warming  up  to 
South  Africa  I  By  Matthew  SuHbel 

n  that  private 
'investors  showered  on  29  emerging 
markets  last  year,  less  than  3%  landed 
in  South  Africa,  reports  the  Institute 
of  International  Finance.  One  distrac- 
tion is  South  Africa's  roller-coaster 
rand.  The  currency  fell  40%  against 
the  dollar  in  late  2001,  then  fully 
recovered  within  24  months.  Another 
distressing  fact:  Roughly  two  in  five 
South  Africans  have  no  job. 

Despite  those  drawbacks,  over  the 
past  five  years  the  Morgan  Stanley 
Capital  International  South  Africa 
Stock  Index  has  delivered  a  13% 
annualized  total  return  in  dollar  terms 
versus  a  6%  rise  for  the  MSCI 
Emerging  Markets  Index  and  a  2%  dip 
for  the  S&P  500. 

On  the  positive  side,  the  government  has  reined  in 
inflation,  down  from  an  average  12%  a  year  from 
1980-2000  to  3%  to  6%  since.  And  China's  voracious 
demand  for  iron  ore  and  platinum  has  boosted  exports 
for  resource-rich  South  Africa. 

Most  South  African  blue-chip  stocks  trade  in  Johan- 
nesburg, London  or  Frankfurt,  while  65  companies  also 
trade  in  the  U.S.  as  either  American  Depositary  Receipts 
or  Global  Depositary  Receipts.  One  example  is  mobile 
phone  operator  MTN  Group,  with  earnings  growth  of 


■■ 


More  Than  Golden  Returns 

These  American  Depositary  Receipts  offer  investors  a  way  to  participate 
in  South  Africa's  domestic  and  natural  resource  plays. 


52-week 

2005  Est 

Company 

Industry 

Recent 

high 

P/E 

AngloGold  Ashanti 

mining 

$35.83 

$42.40 

34 

Gold  Fields 

mining 

10.99 

15.25 

NM 

Naspcrs 

media 

125.00 

138.99 

13 

Sappi 

paper  and  pulp  products 

10.86 

16.13 

26 

Sasol 

oil  and  gas 

28.77 

28.96 

13 

Telkom  South  Africa 

telecom 

68.50 

79.85 

8 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17.  NM:  Not  meaningful.  Sources:  Exshare,  FT  Interactive  Data 
Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems 


South  Africa:  becoming  a  more  attractive  emerging-market  economy. 

40%  for  the  year  ended  Mar.  31.  Such  rapid  growth  ha 
also  caught  the  eye  of  Todd  Henry,  vice  president  of  th 
T.  Rowe  Price  Emerging  Markets  Fund,  which  ha 
invested  in  South  Africa  since  1995.  Henry  holds  1.29 
of  his  assets  in  MTN.  Ending  a  five-year  streak,  he  sayj 
the  fund  is  now  slightly  overweighted  in  South  Afric; 
relative  to  the  MSCI  Emerging  Markets  Index. 

Over  the  five  years  (to  June  1)  Henry's  fund  ha 
averaged  an  annual  return  of  6.6%.  None  of  Henry1 
holdings  include  South  African  mainstay  gold  and  meta 
stocks.  Instead  his  fund  has  pinned  hopes  on  domestii 
consumer  names  like  ADR-listei 
Naspers,  the  leading  pay-TV  an 
Internet  subscriber  service  ii 
South  Africa. 

A  strictly  South  Africa] 
mutual  fund  is  harder  to  spO 
than  a  lion  kill  on  a  safari.  Ni 
actively  managed  open-end  U.S 
mutual  fund  invests  solely  i) 
South  Africa,  but  one  exchange 
traded  fund,  the  iShares  Morgai 
Stanley  Capital  Markets  Soutl 
Africa  Index  Fund,  launched  ii 
2003,  has  returned  40%  over  th 
past  year.  Among  its  largest  posi 
tions:  leading  financial  services 
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.nsurance  and  telecommunications  companies — ; 
standard  Bank  Group  ( 10%  of  portfolio),  Old  Mutual 
[7%)  and  MTN  Group  (7%).  The  fund  charges  95 
:ents  a  year  per  $100  in  assets. 

Brave  souls  might  buy  African  stocks  not  listed  in 
Ike  U.S.  The  combination  of  stock  commissions  with 
roreign  exchange  spreads  and  spreads  on  the  cashing 
)f  dividend  checks  make  this  a  good  idea  only  for 
arger  and  longer-term  portfolios.  Consider  Johan- 
lesburg-listed  FirstRand,  the  country's  fourth-largest 
pank  by  market  share  and  assets,  with  19%  and  $38 
million,  respectively.  In  March  it  agreed  to  sell  10%  of 
ts  shares,  for  $1.4  billion,  to  a  trust  benefiting  four 
5road-based  black  economic  empowerment  groups, 
besides  enriching  shareholders  with  the  proceeds, 
-irstRand's  strong  retail  presence  should  benefit  from 
he  country's  economic  expansion,  says  Carole  Mason 
)f  Investec  in  Johannesburg. 

While  its  economic  growth  of  3%  to  4%  pales  beside 
hina's  9%,  South  Africa  offers  the  advantage  of  being 
veakly  correlated  to  the  rest  of  the  MSCI  Emerging 
vlarkets  Index.  (The  so-called  R-squared  measure  of 
:orrelation  is  0.90  where  1.0  would  mean  marching  in  lock- 
tep.)  So  if  you  like  Third  World  stocks,  which  returned 
18%  last  year,  include  Johannesburg  in  the  mix  and  you 


Expert  Picks 

Portugal 


Go  to  www.forbes.com/intlinvest  to  find  out  why  Henrique  Cabral 
Menezes,  Equity  Research  Managing  Director  at  Portuguese  bank  BPI, 
thinks  these  five  stocks  are  cheap. 


telecom  9.83 


in  U.S.  dollars.  Prices  as  of  June  17.  'Trades  in  the  U.S.  as  an  ADR. 
lare.  FT  Interactive  Data.  Thomson  First  Call  and  Worldscope  via  FactSet 
terns. 


should  get  a  reduction  in  risk  without  any  commensurate 
reduction  in  expected  return. 

Says  Julian  Mayo,  investments  director  at  Charlemagne 
Capital  in  London,  who  allocates  14%  of  the  four-month- 
old  U.S.  Global  Investors/Charlemagne  Capital  Emerging 
Markets  Fund  to  South  African  stocks:  "It's  a  wealthy  ver- 
sion of  Brazil  or  Chile,  with  healthier  infrastructure  but 
difficult  transitions."  F 
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Indian  Summer 


You  missed  the  bottom.  Still,  this  country's  middle  class  numbers  300  million,  and 

they're  opening  their  wallets.  By  Susan  Kitchens 


India  Growth  Story 

These  New  York-listed  shares  have  rich  multiples,  reflecting  the  country's  economic 
prospects.  But  unlike  GM,  Tata  Motors  makes  money  building  cars. 

PRICE 


52-week 

2005  Est 

Company 

Industry 

Recent 

high 

P/E 

Or  Reddy's  Laboratories 

pharmaceuticals 

$16.62 

$19.90 

43 

HDFC  Bank 

bank 

47.19 

50.00 

20 

Icici  Bank 

bank 

22.10 

22.90 

14 

Infosys  Technologies 

IT  services 

75.56 

78.48 

38 

Mahanagar  Telephone  Nigam 

telecom 

6.70 

8.88 

12 

Satyam  Computer  Services 

IT  services 

25.97 

28.50 

21 

Tata  Motors 

autos 

9.60 

12.25 

11 

Wipro 

IT  services 

21.91 

25.70 

33 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17.  All  companies  trade  in  the  U.S.  as  ADRs.  Sources:  Exshare, 
FT  Interactive  Data,  Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems. 


For  New  York-listed  shares  of  Indian 
technology  blue  chip  Satyam  Computer 
Services  you'll  pay  22  times  trailing  prof- 
its. Accenture's  P/E  is  17,  IBM's  15.  Is  an 
India  investment  worth  that  premium? 
"Of  all  the  emerging-markets  countries," 
says  Christopher  Taylor,  emerging-mar- 
kets portfolio  manager  at  New  York's 
Hudson  Fairfax  Capital,  "India  is  the  one 
with  the  solid  foundations." 

The  country  doesn't  want  for 
growth:  GDP  increased  8.2%  last  year, 
and  7%  is  expected  this  year.  If  anything 
slows  the  pace  over  the  long  term,  it 
won't  be  demographics.  India's  popula- 
tion is  among  the  youngest  in  the  world, 
with  60%  of  its  people  under  age  32. 
An  emerging  middle  class  of  300  mil- 
lion provides  "a  phenomenal  growth 
prospect,"  says  Siddharth  Mehta,  fund 
manager  in  London  for  San  Francisco- 
headquartered  Gerken  Capital,  which 
recently  launched  a  long-short  India 
fund  called  WM  India. 

Mehta  says  that  five  years  ago  Indi- 
ans saved  30%  of  their  income;  today 
the  savings  rate  is  18%  as  they  splurge 


on  automobiles,  home  loans  and  cell 
phones.  In  1999  India  had  2  million  cell 
phone  subscribers.  Today  that  many 
sign  up  every  month,  Mehta  says,  noting 
that  still  only  2  out  of  every  100  Indians 
have  a  cell  phone. 

Mehta  also  reckons  that  20  million 
Indians  a  year  graduate  from  university, 
many  with  math  or  computer  degrees. 
Hudson  Fairfax  Capital's 
Taylor  says  the  high-end 
workforce  is  a  reason  that 
many  of  India's  exports- 
computer  software  and 
pharmaceuticals— look 
snazzier  than  China's. 

Yet  the  country  has 
hurdles  ahead.  Red  tape, 
especially  at  the  state 
level,  is  beyond  compre- 
hension. India  struggles  to 
generate  enough  power  to 
keep  up  with  its  rapid  growth.  The  place 
is  saddled  with  bumpy  roads,  patchy 
telecommunications  networks  and  a 
nuclear  rival  in  Pakistan. 


India's  powerful  consumer 
class  is  on  the  rise. 


ing  ways  to  place  bets.  Of  Indi. 
6,000  listed  companies,  only 
have  American  Depositary  Receip 
India  is  only  gradually  opening 
doors  to  foreign  investors.  "We  a 
very  prudent  in  relation  to  our  fc 
eign  exchange  inflows,"  says  Udl 
Raval,  director  of  the  U.S.  office 
Karvy,  India's  Charles  Schwa 
Tough  restrictions  on  foreign  a 
change  inflows  may  explain  wl 
only  a  handful  of  pure-play  Ind 
funds  are  available  to  U.S.  investoi 
Two  of  those  funds,  boil 
closed-end,  have  had  terrific  fiw 
year  runs.  One  is  the  India  Fur 
from  Oppenheimer  Asset  Manag 
ment.  The  fund  trades  at  $27,  or 
4%  discount  to  net  asset  value,  and  ha 
an  annual  market  return  of  19%  over  tH 
past  five  years.  Another,  Morgan  Stanli 
India  Investment,  trades  at  a  31 
premium  to  NAV  and  has  posted  a  311 
annualized  five-year  return. 

You'll  pay  to  invest  this  way.  Ind! 
Fund  charges  $1.60  in  annual  expense 
per  $100  in  assets,  the  Morgan  Stanle 
fund  $1.40.  It  is  eve 
steeper  for  an  open-en 
fund,  Eaton  Vane 
Greater  India,  which  ha 
returned  9.8%  annualize 
since  2000  after  its  e* 
penses  of  $2.77.  It  als 
has  a  5%  back-end  load, 
Do-it-yourselfers  ca 
buy  ADRs,  such  as  th 
ones  listed  in  our  table 
Several  of  these  compa 
nies  are  not  historical! 
cheap,  says  Gregory  Mattiko,  portfolii 
manager  specializing  in  emerging  mar 
ket  equities  at  J. P.  Morgan  Funds,  bu 
India  should  be  considered  a  good  long 


High  speed 


For  U.S.  investors  one  hurdle  is  find-    term  buy  for  investors. 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO®.* 


You  took  an  idea,  a  product,  a  service  and  turned  it  into  a  great  success.  And  now 
/ou're  thinking  of  selling  to  enjoy  the  fruits  of  your  labor.  That's  where  Neuberger 
Berman,  a  Lehman  Brothers  company,  steps  in.  For  over  60  years,  Neuberger  Berman 
rias  focused  on  money  management,  uncovering  investment  opportunities  that  are 
right  for  you.  After  all,  you've  cared  about  your  money  long  enough.  Isn't  it  time 
/our  money  returned  the  favor?  Whether  you  have  $1  million  or  $100  million  to 
nvest  in  a  customized  portfolio,  call  us  at  877.232.4859,  or  visit  us  at  www.nb.com. 

MONEY    MANAGEMENT    IS    WHAT    WE  DO: 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 

Neuberger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $88  billion  in  assets  under  management  (3/31/05).  ©2005  All  rights  reserved. 


O  (Yes)  Canada 


Here  are  a  few  Canadian  companies  that  you  might  consider 
importing  into  your  portfolio  I  By  Peter  Lattman 


Fueled  b\  a  rise  in  the  ( Canadian  dollar  and  a  golden  age  for 
the  oil  patch,  the  S&P/TSX  Composite  Index  of  Canadian 
stocks  returned  U.S.-dollar-based  investors  15%  a  year  for 
the  three  years  ended  May  3 1 ,  outperforming  the  S&P  500  by 
1 1  percentage  points.  Does  this  mean  you're  late  to  the  party? 
Not  necessarily,  say  some  of  Canada's  best  stock  pickers. 

Your  U.S.  stockbroker  might  recommend  one  Cana- 
dian stock  at  a  time — let  us  guess:  Five 
years  ago  it  would  have  been  Nortel, 
today  Research  in  Motion — but  there 
is  a  slate  of  quality  stocks  in  more  pro- 
saic industries  worth  considering.  We 
asked  three  of  Canada's  most  highly 
regarded  investment  firms  to  pick 
them:  Montreal's  Jarislowsky  Fraser, 
Toronto's  Burgundy  Asset  Manage- 
ment and  Vancouver's  Odium  Brown. 
Jarislowsky's  and  Burgundy's  Cana- 
dian equity  funds  have  annualized  av- 
erage returns  of  22%  and  20%,  respectively,  since  1995, 
handily  beating  the  S&P/TSX  Composite's  10.2%.  (Odium 
Brown  doesn't  run  a  comparable  fund.) 

Buying  stocks  on  the  Toronto  exchange  can  be  a 
headache  for  U.S.  investors:  There  are  foreign  stock  com- 
missions, a  1 5%  withholding  tax  and  currency  conversion 
costs  to  contend  with.  So  we  held  our  three  investment 
companies  to  Canadian  stocks  listed  in  the  U.S.  That  still 
embraces  1 16  of  the  227  S&P/TSX  companies. 

Any  discussion  about  Canadian  equities  today 


Invest  in  the  North,  Buy  in  the  South 

Three  Canadian  investment  companies  contributed  to  this  list  of  picks. 

PRICE 


Americans  don't  have  to  hike  to  Toronto.  Over 
100  Canadian  stocks  are  listed  in  the  U.S. 


52-week 

LT  debt/ 

Return 

Company 

Recent 

high 

P/E1 

capital 

on  equity1  . 

Bank  of  Montreal 

$45.76 

$49.26 

13 

8% 

19% 

Bank  of  Nova  Scotia 

32.68 

34.54 

13 

6 

20 

EnCana 

39.92 

40.98 

21 

36 

25 

Manulife  Financial 

47.81 

48.69 

15 

10 

19 

Nexen 

30.07 

31.23 

15 

60 

24 

Ritchie  Bros.  Auctioneers 

36.60 

37.74 

30 

1 

15 

'Latest  12  months.  LT:  long-term.  All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17.  All  companies  trade  in  the 
U.S.  as  ADRs.  Sources.  Bloomberg  Financial  Markets:  Exshare,  FT  Interactive  Data,  Reuters  Fundamentals, 
Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems. 


invariably  begins  with  oil.  At  24%  the  S&P/TSX  index': 
energy-weighting  is  almost  triple  the  S&P  50u's  (8.7%).  Th« 
demand  for  oil  in  China  and  the  U.S.  has  been  a  boon  foi 
Canada,  the  world's  ninth-largest  exporter  of  oil  and  the 
largest  to  the  U.S.  Canada's  producers  have  long  pumpec 
the  country's  Western  Basin.  Now  Canada's  oil  sands — th 
largest  reserve  outside  of  Saudi  Arabia — have  piquec 
investors'  interest.  Oil  sands  yield 
of  Canada's  total  crude  oil  output  anc 
are  expected  to  increase  that  share  to 
60%  by  2015. 

"Canadian  oil  producers  compare 
favorably  to  any  of  the  world's  larges: 
players,"  says  Jarislowsky  Fraser  Pres< 
ident  Leonard  Racioppo.  His  firm': 
largest  energy  holding,  Nexen,  has  « 
big  presence  in  western  Canada  and 
an  investment  in  the  oil  sands.  It  hai 
recendy  bought  a  stake  in  the  U.K. 'I 
promising  Buzzard  field  and  is  prospecting  in  Yemen.  The 
$6.6  billion  (market  cap)  company  trades  at  15  times  trail 
ing  earnings  and  6  times  cash  flow.  Racioppo  also  like 
EnCana,  the  largest  natural-gas  producer  in  North  America 
and  Talisman  Energy,  another  internationally  diversified  oi 
and  gas  producer.  He  cautions  that  energy  stocks  coulo 
suffer  from  a  sharp  drop  in  the  price  of  crude,  but  he': 
confident  they  are  sound  picks  for  long-term  investors. 

Next  to  energy,  Canada's  financial  companies  get  the 
most  attention.  At  32%  this  sector  has  the  largest  weighting 
in  the  index.  The  top  six  banks  in 
Canada — Royal  Bank  of  Canada 
Bank  of  Nova  Scotia,  Toronto 
Dominion  Bank,  Bank  of  Mon 
treal,  CIBC  and  National  Bank  o 
Canada — account  for  70%  oi 
banking  business  in  the  country 
while  the  top  three  life  insurers— 
Manulife  Financial,  Great-West  Life 
and  Sun  Life  Financial — commanc 
a  similar  share  in  their  business 
Such  oligopolies  generate  high  re 
turns  on  invested  capital. 

Toronto's  Manulife  Financial 
the  second-largest  insurance  com 
pany  in  North  America  and  ; 


108     FORBES"  July  25,  2005 


Union 

Bank  of 
California 


Bob  Hallam,  CEO,  Dimension  One  Spas 


Bob's  bank 

has  spent  10  years  soaking  in  the  business 
adjusts  financing  terms  to  best  fit  his  needs 
offers  the  freedom  of  24/7  online  cash  management 
is  a  powerful  force  in  his  overseas  trade 
never  relaxes  when  it  comes  to  banking. 

Invest  in  you 


Commercial  Banking 

Northern  California  -  Michael  Riley,  Market  President,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  Market  President,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  Market  President,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  Market  President,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  Market  President,  (619)  230-3374 

Small  Business  Services  -  (866)  876-7065 

All  financing  subject  to  credit  approval. 


Visit  US  at  ub0C.C0m   <°2005  Union  Bank  of  California,  N.A.  Member  FDIC 
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longtime  holding  of  Burgundy,  expand< 
its  global  footprint  last  year  by  spendii 
$11  billion  to  get  John  Hancock  Financi| 
Services.  Over  the  past  five  years  Manuli 
has  compounded  earnings  per  share 
11%,  and  it  now  trades  at  15  times  earn 
ings.  "It's  a  true  global  franchise,  ail  u 
there  are  very  few  companies  like  this 
Canada,"  says  David  Vanderwood,  hea  ^if 
of  Canadian  equities  at  Burgundy. 

Of  the  banks,  Vanderwood  favors  BarjJr; 
of  Nova  Scotia,  which  generated  a  20%  a 
turn  on  shareholders'  equity  last  year,  tl) 
highest  among  its  peers.  Like  Manulife, 
has  a  strong  position  in  Canada  and 
topflight  international  operation,  accoun) 
ing  for  25%  of  its  profit.  The  $3^, 
billion  (market  value)  bank  has  the  moj 
retail  branches  in  Asia  of  any  Canadia 
bank  and  powerful  franchises  in  Mexican 
the  Caribbean  and  South  America. 

Looking  for  something  more  nov 
man  bank  and  energy  stocks?  Burgundy 
one  of  the  largest  shareholders  of  Ritch 
Bros.  Auctioneers.  The  company  is  t! 
largest  global  auctioneer  of  heavy  ind 
trial  equipment — Ebay  for  the  hard-hat 
It's  a  business  with  a  35%  operating  mal 
gin,  a  20%  return  on  invested  capital  an 
negligible  debt  While  not  cheap  at  25  tirm 
expected  2005  earnings,  the  strength  of  i! 
franchise  (two-thirds  of  its  business  conn 
from  the  U.S.)  and  predictability  of  r 
earnings  justify  its  multiple,  says  Vande 
wood:  "These  guys  are  by  far  the  world 
best  in  this  not-so-little  niche." 

Avoid  the  frothy  market  for  Canadia 
income  trusts.  These  hot  stocks,  akin  t 
U.S.  real  estate  investment  trusts,  distrib 
ute  most  of  their  pretax  operating  incom 
to  investors,  creating  high-yielding  secun 
ties.  Yield-starved  American  investors  hav 
flooded  into  them.  But  Murray  Leith,  hea 
of  investment  research  at  Odium  Browi 
says  that  today's  buyers  are  getting  carrie 
away  with  a  sector  consisting  mosdy  ( 
mature,  low-growth  businesses.  The  popl 
larity  of  income  trusts  reminds  him  of  th 
feverish  stampede  after  Nortel,  which  i 
January  2000  made  up  an  astounding  309 
of  the  S&P/TSX  index.  It  subsequendy  1« 
97%  of  its  market  cap. 
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!|    Retiring  early. 


Caring  for  two   >  * 

generations,   v  ' 
■  j 


Saving  for 
twins'  college. 


Opening  a  /i 
coffee  house.  ►* 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 

I  >,r3ymondiai^fts^n<o,m  


lean  and  Green 

you  want  to  stake  your  money  on  environmentalism,  look  in 
irope.  Technologies  like  wind  and  solar  are  at  a  higher  stage 
deployment  over  there  I  By  Kerry  A.  Dolan 


day  General  Electric  Chief  Ex- 
itive  Jeffrey  Immelt  pledged  to 
ible  GE's  research  and  invest- 
nt  in  cleaner  technologies  to 
i  billion  a  year  by  2010.  The  next 
-  two  dozen  investing  institu- 
is  in  the  U.S.  and  Europe 
mised  to  invest  $1  billion  within 
;ar  in  clean-tech  companies. 
Global  revenues  from  clean 
hnology,  broadly  defined,  now 
pass  $150  billion  a  year,  ac- 
ding  to  the  Cleantech  Venture 
work,  a  for-profit  membership 
up  that  connects  venture  and  institu- 
lal  investors  with  entrepreneurs. 
Global  solar  electric  sales  grew  62%  last 
r  to  3.8  gigawatts  (measured  by  peak 
put),  according  to  market  research  firm 
itegies  Unlimited.  Installed  wind-gener- 
ig  capacity  was  up  20%  to  47 
twatts,  again  measured  by  peak  output, 
gawatt  of  average  capacity  is  about  right 
a  city  of  500,000. 

Neither  kind  of  renewable  energy  is 
ipetitive  on  its  own  with  electricity  from 
>il  fuel  plants.  Still,  thanks  to  ubiquitous 
ernment  subsidies,  the  manufacture  of 
d  and  solar  generators  is  a  vibrant  busi- 
s.  The  European  Union  has  set  a  2010 
;et  of  doubling  to  12%  the  fraction  of  pri- 


cpert  Picks 

>hile 


berto  Nagai,  manager  of  ABN-AMRO  Latin  America  Equity 
id,  and  Michael  Donnelly,  an  American  Century  portfolio  man 
r,  like  these  stocks.  Find  out  why  at  www.forbes.com/intlinvest. 


Industry 


figures  are  in  U.S.  dollars.  Prices  as  of  June  17.  All  companies  trade  in  the  U.S.  as 
)Rs.  Sources:  Exshare,  FT  Interactive  Data,  Thomson  First  Call  and  Worldscope  via 
ctSet  Research  Systems. 


Nowhere  near  as  quaint  as  old  Dutch  windmills,  these 
modern  units  are  becoming  a  common  sight  in  Europe. 


mary  energy  coming  from  renewable 
sources.  Germany  has  decided  to  phase  out 
nuclear  power.  "As  a  result,  the  market  for 
solar  in  Germany  is  exploding,"  says  Philippe 
Cases,  a  partner  at  venture  capital  firm 
Partech  International  in  San  Francisco.  Ger- 
many is  now  one  of  the  two  largest  markets 
for  solar  installations.  (Japan  is  the  other.) 

European  rules  restricting  use  of  land- 
fills and  the  carbon-emission  reductions 
under  the  Kyoto  Protocol  have  spurred  fur- 
ther innovation  and  investment  in  Europe 
in  green  technologies.  The  publicly  traded 
U.S.  green-tech  market  is  not  nearly 
as  advanced,  which  means 
potential  U.S.  investors 
should  look  abroad. 

Several  green 
funds  trade  in  Lon- 
don. Bruce  Jenkyn- 
Jones  and  Ian  Simm 
at  Impax  Asset  Man- 
agement run  the 
three-year-old  Impax 
Environmental  Mar- 
kets fund,  a  $69  mil- 
lion closed-end  fund. 
Robin  Batchelor  runs 
the  closed-end  Merrill 
Lynch  New  Energy 
Technology  fund,  with 
$115  million  in  assets. 

One  of  the  most 
successful  solar  com- 


Recent  2005  Est 
price 


electric  utility    10.68  3 


Green  Shoots 

Most  of  these  clean-tech  companies  trade  as  ADRs,  but  beware  of  thin  markets. 


PRICE 

2005 
Est 
P/E 

Company 

Country 

Recent 

52-week 
high 

Abengoa 

Spain 

$11.86 

$12.40 

14 

Azuie  Dynamics 

Canada 

0.79 

1.01 

NA 

Oomnick  Hunter  Group 

UK 

6.87 

8.91 

15 

Gamesa  Corporacion  Tecnologica 

Spain 

13.75 

15.25 

13 

Solarworld 

Germany 

88.95 

88.95 

29 

Vestas  Wind  Systems 

Denmark 

18.30 

18.75 

35 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  17  All  companies  except  Abengoa  and  Domnick  Hunter  trade  in  the 
U.S.  as  ADRs.  NA:  Not  available.  Sources:  Exshare,  FT  Interactive  Data,  Thomson  First  Call  and  Worldscope  via  FactSet 
Research  Systems. 


panies  is  German  outfit  Solarworld,  which 
earned  $22  million  on  $225  million  in  rev- 
enues last  year.  It  makes  silicon  solar 
wafers  and  photovoltaic  cells  and  builds 
and  runs  solar  power  stations.  Its  share 
price  has  tripled  since  last  October,  but 
Batchelor  believes  the  continued  growth 
projections  justify  its  P/E  of  29  times  ex- 
pected 2005  profits.  Jenkyn-Jones  wor- 


ries the  firm  cannot  maintain  its  margins; 
he  doesn't  own  the  stock  now. 

But  Jenkyn-Jones  likes  the  two  biggest 
European  manufacturers  of  wind  turbines, 
Vestas  Wind  Systems  of  Denmark  and 
Gamesa  Corporacion  Tecnologica  of  Spain. 
He  says  Gamesa,  which  also  builds  and 
runs  wind  parks,  is  a  safer  bet,  since  it  has 
long-term  contracts  with  the  large  Spanish 


utilities.  Gamesa  earned  $271  million  las 
year  on  $2.1  billion  in  sales.  Jenkyn-Jonej 
expects  20%  to  25%  growth  this  year. 

Jenkyn-Jones  also  likes  Abengoa,  j 
Spanish  conglomerate  that  produces  biojl 
fuels,  recycles  metal  and  sells  utilities  datj 
management  software.  The  rising  cost  oi 
gasoline  is  driving  interest  in  biofuel  proi 
duction,  in  which  Abengoa  is  a  leader.  I 
sells  for  14  times  this  year's  earnings. 

Another  of  Batchelor's  picks  is  Azure 
Dynamics,  which  produces  hybrid  electric! 
powertrains  for  commercial  vehicles.  Th« 
tiny  Canadian  company,  which  is  listed  or] 
the  London  Stock  Exchange,  lost  $8  mil 
lion  on  revenue  of  $207,000  last  year. 

Jenkyn-Jones  likes  U.K.  company 
Domnick  Hunter,  which  produces  high-tech 
filters  for  many  industries.  Domnick  Huntei 
earned  $25  million  on  sales  of  $28 
million  in  2004  and  trades  for  15  times  ex 
pected  2005  profits.  That's  cheap  com-i 
pared  with  prices  paid  recently  for  rivals] 
CUNO,  bought  by  3M  in  May  for  37  times) 
profits,  and  Ionics,  a  moneylosing  outfit  for) 
which  GE  paid  $1.1  billion  in  February.  F 


Winning  by  Quitting 


Most  fund  managers  are  happy  to  tell  you  where  to  put  your  money.  There  aren't  many 
who  will  tell  you  when  to  take  it  out  I  By  Deborah  Orr 

Who  couldn't  like  the  South  Korean  market?  Its  stocks  are 
cheap  at  nine  times  expected  2005  profits;  it  is  home  to 
Samsung,  the  hottest  of  cool  brands;  and  it's  a  play  on 
China's  growth.  It's  one  of  the  more  liquid  Asian  markets 
and  has  the  strongest  year-to-date  gain,  a  return  of  15%. 

William  Kaye  doesn't  like  it  one  little  bit.  The  51 -year- 
old  manager  of  the  $140  million  Greater  Asian  Hedge  Fund 
says  South  Korea  is  the  market  that  most  "terrifies"  him. 
Kaye,  a  Mississippi  native,  alum  of  Goldman  Sachs  and  for- 
mer Paine  Webber  board  member,  left  a  good  job  as  a  risk 
arbitrage  manager  in  New  York  15  years  ago  to  start  his  own 
hedge  fund  in  Hong  Kong.  That's  long  enough  to  have  seen 
a  few  fits  of  euphoria  and  a  meltdown  or  two,  and  long 
enough  to  know  when  to  cut  and  run.  Kaye's  funds  have 
made  money  every  year  except  1994  and  boast  a  five-year 
annualized  return  of  8%. 

Kaye  says  of  South  Korea,  "Global  growth  is  the  highest 
it's  been  in  a  long  time,  and  no  economy  is  more  geared  to 
global  growth."  But  the  happy  story  is  about  to  change. 

Higher  energy  prices  and  interest  rates  in  the  U.S.  will  crimp    Time  to  exit:  Greater  Asian  Hedge  Fund's  William  Kaye. 
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Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  pur  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 


new  technologies  is  just  another  way  we  elevate. 
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The  4th  Annual 


Register  Early.  1st  100  Registrants  - 
Breakfast  with  Lou  Gerstner! 


PHARMACEUTICAL 
MARKETING 

CONGRESS 


The  Only  Event  That  Arms  You  with  the  Critical  Business 
Intelligence  you  Need  to  Communicate  the  Value  of  your 
Pharmaceutical  Products 


September  12  -  14,  2005 

Pennsylvania  Convention  Center  and  Philadelphia  Marriott 


Featuring  Thought  Leadership  From: 


Louis  V.  Gerstner,  Jr.,  Former  Chairman  of  the  Board 
and  CEO,  IBM  Corporation,  and  Author,  "Who  Says 
Elephants  Can't  Dance".  Don't  Miss  Breakfast  with 
Lou  Gerstner,  his  first  time  sharing  key  leadership  tips 
with  the  pharmaceutical  marketing  and  sales  audience 
and  his  book  signing.  PLUS  pose  your  burning 
questions  in  an  interactive  0  &  A! 


Receive  Your  Copy  of  Dr.  Vagelos'  Latest  Book! 


P.  Roy  Vagelos,  M.D.,  Former  Chairman  of  the  Board 
and  Chief  Executive  Officer  (CEO)  of  MERCK  AND 
CO,  INC.  and  Author,  "Medicine,  Science  and 
Merck"  shares  his  visionary  perspectives  on  the 
changing  pharmaceutical  industry 


The  world's  largest  event  for  you 
to  discuss  today's  burning  issues 
with  your  peers. 


Our  Experienced  Line-Up  of  Speakers  with 
Over  1000  Tears  Collective  Experience 
Offer  you  Brand  Positioning  and  Global 
Product  Commercialization  Best  Practices 


New  for  20051 

.3 


Tom  Albright,  Vice 
President,  BOTOX* 
Global  Marketing, 
ALLERGAN  on 

DTC's  future 


David  Pernock, 
Senior  Vice 
President, 
Pharmaceuticals/Va 
ccines, 

GLAXOSM ITHKLI N  E 

discusses  healthcare 
and  economic  value 


ft.  i  \ 


exciting,  multi-speaker  symposia  on  Medicare  Part  D  and 
Reimbursement,  New  Developments  in  Medical  Education  and 
Global  Marketing  Strategies  -  Delve  deeper  into  the  challenges 
confronting  you 

A  new,  interactive  workshop  on  Integrating  Product  Safety  and 
Risk  Management  into  the  Product's  Lifecycle.  Find  out 
ahead  of  your  competition  what  safety  questions  will  be  asked  by  the 
FDA  prior  to  final  approval 


Martin  Babler,  Vice 
President  Sales  and 
Marketing 
Immunology, 
GENENTECH  on 
communicating 
pharmaceutical  value 


-2  HOTc 


Jeff  Berkowitz,  JD, 
Vice  President,  US 
Managed  Markets, 
SCHERING- 
PLOUGH 

CORPORATION  on 

Medicare  Part  D 


Doug  Jermasek, 
Senior  Vice 
President,  Sales 
and  Marketing, 
GENZYME 
CORPORATION  on 
Medicare,  re- 
importation and 
evidence-based 
medicines 

Thomas  E.  Costa, 
Vice  President, 
International  Policy 
&  Government 
Affairs  and  Deputy 
General  Counsel, 
BRISTOL-MYERS 
SQUIBB  on  Medical 
Education 
organizational 
structure 


panel  debates  discussing  public  image,  COX-2s,  re- 
importation, DTC  trends,  Medicare  Part  D,  and  reimbursement's 
impact  on  your  future  pharmaceutical  marketing  campaigns 


-25+, 


'  interactive  activities,  including  a  cocktarl  reception  and 
dinner  rounds  at  Philadelphia's  hottest  restaurants  to  build  relationships 
and  meet  new  contacts 

Big  picture,  visionary  keynotes  as  well  as  unprecedented  depth  for 
you  to  take  home  practical,  actionable  tools,  tips  and  best  practices 
that  you  can  implement  right  away 


Hotel  Will  Sell  Out  Early. 


Register  Early  and  Save  Today! 

Call  888-670-8200  •  Fax  941-365-2507 

Email  register@iirusa.com 

Web  www.pharmaevent.com/forbes 

Keycode  XE3400FRB2 


w  ww.pharmaevent.com/forbes 


Stuttering  Didn't  Silence  His  Story. 


20120s  John  Stossel  knows 
news.  He  also  knows  what 
it's  like  to  deal  with  a 
stuttering  problem. 
John  still  struggles  with 
stuttering  yet  has  become 
one  of  the  most  successful 
reporters  in  broadcast 
journalism  today. 

3  ICQ  Walnut  Grove  Road.  Suite  603  •  P.O. 


For  more  information  on  what 
you  can  do  about  stuttering, 
write  or  call  us  toll-free. 

I THE 
Stuttering 


Foundation* 


A  Nonprofit  Organization 

Since  1947 — Helping  Those  Who  Stutter 


1-800-992-9392 
www.stutteringhelp.org 

749  •  Memphis,  TN  381 11-0749 


Kaye's  Picks 

While  avoiding  a  large  swath  of  Asia, 
William  Kaye  favors  stocks  like  these. 


Picks 

Bumrungrad  Hospital 


2005  Est  II 
15 


mid 
to 

IBtti 


Takeda  Pharmaceutical 


15 


United  Overseas  Bank1 


13 


3 
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Prices  as  of  June  17.  'Trades  in  the  U.S.  as  an  ADR 
Sources:  FT  Interactive  Data  and  Thomson  First  Call  vu 
FactSet  Research  Systems. 

South  Korean  exports  by  the  end  of 
year,  argues  Kaye.  And  China  will  sl«  :; 
Capital  investment  is  already  down,  i 
government  attempts  to  cool  the  Shang 
property  market  are  starting  to  bite.  So 
trade  spats  with  Europe  and  the  U.S. 

Kaye  says  that  South  Korean  busir; 
groups  are  still  switching  assets  betwt 
companies  and  guaranteeing  loans 
troubled  subsidiaries  without  tell 
investors.  Many  of  the  country's  rich 
businessmen  are  quietly  transferring 
much  money  offshore  as  they  dare.  "W 
are  foreigners  so  excited  about  this  mar 
when  Koreans  can't  get  their  money  c 
fast  enough?"  he  asks.  The  clincher 
Kaye  came  in  March  when  Goldm 
Sachs  declared  in  an  88-page  tome  that 
South  Korean  market  would  double  in 
next  few  years. 

Kaye  says  he  would  short  almt 
everything  in  South  Korea,  even  Samsu 
Electronics.  "When  is  the  last  time  y| 
paid  more  for  a  flat-screen  TV  because 
said  'Samsung'  on  the  label?"  he  asks 

If  you  want  to  stand  with  Kaye  agaij 
the  crowd,  it  is  possible  to  short  the  Soii 
Korean  market  without  sending 
money  overseas.  The  iShares  MSCI  Sou 
Korea  Index  Fund  (ewy)  trades  on  t 
American  Stock  Exchange.  Selling  ai 
security  short  carries  more  risk  than  bu 
ing  it  long,  since  losses  are,  in  theory,  lin 
itless.  With  a  stop-loss  order  you  can  pr 
tect  yourself  in  case  the  index  rises. 

South  Korea's  benchmark  index,  tlf-i 
Kospi,  is  trading  at  around  1,000;  Kos 
index  futures  (denominated  in  won)  a 
traded  in  Seoul,  and  positions  in  them,  loi  " 
or  short,  can  be  established  through  Char! 
Schwab  for  a  minimum  investment  • 
$5,000  and  $100  minimum  commissio! 


e  believes  that  the  Kospi  could  collapse, 
you  may  want  to  start  taking  profits 
•n  it  reaches  800,  a  near-term  target  cited 
Daniel  Yoo,  a  strategist  at  Citibank  in 
th  Korea. 

The  Philippines  is  another  market  that 
e  hates.  He  thinks  that  temporarily  low 
rest  rates  are  dangerous  for  a  country 
icted  to  dollar-denominated  debt.  The 
chmark  Philippine  Composite  Index  is 
10%  so  far  this  year. 
Kaye  is  not  seduced  by  San  Miguel,  the 
I  billion  (sales)  Philippine  beer  and 
d  company.  The  company  recently 
.ed  a  $1.5  billion  acquisition  of 
ional  Foods,  an  Australian  dairy  com- 
y.  "If  San  Miguel  sees  its  best  prospects 
Australia,  why  do  they  deserve  the  rich, 
ti-growth  valuation  they  have  in  the 
lippines?"  he  asks.  San  Miguel  shares 
oi  to  non-Filipino  investors  trade  at  32 
es  trailing  earnings  versus  17  for  inter- 
ional  brewer  SABMiller. 
San  Miguel  would  be  difficult  to  short, 
Manila's  biggest  listing,  Philippine 
ig  Distance  Telecom  (PHI)  can  be  sold 
irt  on  the  American  exchange.  Kaye 
nts  out  that  this  company  makes  up 
'o  of  Manila's  benchmark  index,  so  it  is 
>od  proxy  on  the  whole  market. 
Kaye  likes  some  stocks.  One  is  New 
tland's  Fisher  &  Paykel  Healthcare, 
ch  has  a  device  to  treat  sleep  apnea  and 
er  breathing  ailments.  "They  have  a 
it  advantage  because  it's  a  lot  cheaper 
lo  research  in  New  Zealand." 
Another  offbeat  pick:  Bumrungrad 
spital  in  Thailand.  As  Southeast  Asia's 
;est  private  hospital,  it  caters  to  medical 
rists.  For  U.S.  investors,  Bumrungrad's 
r  price  (46  cents)  adds  to  transaction 
ts,  since  Charles  Schwab  rates  it  a  penny 
:k  and  charges  a  $250  commission  on  a 
)00  order;  a  similar  order  for  Fisher  & 
kel  Healthcare  would  cost  $120. 
Kaye  also  likes  Henderson  Group,  for- 
rly  HHG,  the  scandal-tainted  money 
nagement  outfit  once  owned  by  AMP  in 
itralia.  "They  have  cleared  up  all  their 
blems,  and  they  are  a  potential  acquisi- 
nt  candidate  in  a  business  where 
ryone  is  trying  to  gain  scale  to  keep  costs 
vn."  Its  shares  are  most  liquid  in  Lon- 
l.  He  makes  a  similar  case  for  United 
srseas  Bank,  traded  in  Singapore.  F 


OXFORD  &  YORK 

presents 


"The  2005  Media, 
Communications  & 
Technology  in  the  Age  of  the 
Blogger  Summit" 


October  26-27 ,2005 
Ihe  Union  League  Club, 
KewybriCity, 


We've  assembled  some  of  the  best 
minds  from  the  media,  communications, 
technology,  entertainment,  and  financial 
services  sectors  for  this  summit.  Participants 
will  get  insights  on  how  to  enhance  then- 
revenues  in  the  world  of  new  media  and  a 
fresh  perspective  on  digital  convergence 
based  on  proprietary  research 


Sponsored  by: 


HI  Ernst  &  Young 

Quality  In  Everything  We  Do 


Yahoo! 

SEARCH 


With  special  support  from: 
FEI,  Forbes,  The  Financial  Times,  DSG, 
The  Said  Business  School  at  Oxford  University 


Register  today  by  visiting  www.oxford-york.com 
or  email  registration-nyc@oxford-york.com 
or  call  914-967-8903  to  request  a  registration  form 


Speaker  Highlights: 

CHRIS  AH  EARN,  President, 
Reuters  Media 

SANDY  PENTLAND,  Toshiba 
Professor  of  Media  Arts  &  Sciences, 
MIT,  The  Media  Laboratory 

JOHN  NENDICK,  Americas  Media  & 
Entertainment  Sector  Leader,  Ernst  &C 
Young  LLP 

JAY  ROSEN,  Professor,  School  of 
Journalism,  New  York  University,  and 
Author,  PressThink 

GLENN  REYNOLDS,  Professor  of 
Law,  University  of  Tennessee,  Author, 
and  Blogger,  Instapundit 

ANDREW  SULLIVAN, 

AndrewSullivan.com,  and  former 
New  Republic  Editor 

THOMAS  HESSE,  President,  Global 
Digital  Business,  Sony  BMG  Music 

ANTHONY  G.  HOPWOOD, 

Peter  Moores  Dean,  Said  Business 
School  at  Oxford  University 

ROBIN  JOHNSON,  President  of  the 
FT  Americas,  former  President  of  Time 
Inc.  Asia,  and  former  CEO,  Infoseek 

MICHAEL  S.  MALONE,  Author, 
The  Silicon  Insider,  ABCNews.com, 
and  former  Editor-at-Large,  Forbes  ASAP 

SCOTT  H.  FREWING,  Partner,  Baker 
&  McKenzie  LLP 

THOMAS  L.  HARRISON,  Chairman 
and  CEO,  Diversified  Agency  Services 
Group 


You  know  that  question 
that  goes  through  your  mind 
when  you  take  your 

generic  drug 

Here's  the  answer. 


FDA  ensures  that  your  generic  drug  is  safe  and  effective.  All  generic  drugs 
are  put  through  a  rigorous,  multi-step  approval  process.  From  quality  and 
performance  to  manufacturing  and  labeling,  everything  must  meet  FDA's 
high  standards.  We  make  it  tough  to  become  a  generic  drug  in  America  so 
it's  easy  for  you  to  rest  assured.  Call  1-888-INFO-FDA 
or  visit  our  website  at  www.fda.gov/cder/  to  learn  more. 
Generic  Drugs:  Safe.  Effective.  FDA  Approved,   u.s  Food  and  Drug  Administrate 


U.S.  DEPARTMENT  OF  HEALTH  AND  HUMmN  SERVICES 


The  nation's  second-largest  full-service  hotel  chain  has  shifted 
control  from  its  kinetic  founder  to  a  steady  marketing  ace.  Barry 
Sternlicht  built  STARWOOD  HOTELS  &  RESORTS  WORLDWIDE  (58,  HOT) 

from  a  near-bankrupt  real  estate  investment  trust  into  a  giant 
that  controls  Sheraton  and  other  storied  brands.  Sternlicht,  who 
remains  a  large  shareholder,  has  turned  his  brainchild  over  to 
former  Coca-Cola  president  Steven  Heyer. 

New  Chief  Executive  Heyer  inherits  a  company  that  has 


emerged  swimmingly  from  the  post-Sept.  1 1  slum] 
the  travel-and-lodging  industry.  Between  2001  and  2 
Starwood  doubled  earnings  to  $395  million  on  $5.4 
lion  in  sales.  In  2005's  first  quarter  sales  grew  15*M 
$1.4  billion,  earnings  132%  to  $79  million.  Revenue 
room  went  up  9.7%  (versus  8.8%  for  the  industry  lea* 
Marriott  International).  Samuel  Lieber  of  Alpine  Fui 
expects  more  good  performance  ahead. 

Under  Heyer,  Starwood  is  preparing  to  launch! 
XYZ  brand,  a  scaled-down  version  of  its  ultraposh 
hotels,  and  continues  to  diversify  its  portfolio  with  sii 
acquisitions  as  Le  Meridien,  a  high-end  hotel  chain. 

Starwood  currently  derives  most  of  its  reveri 
from  the  hotels  it  owns,  but  it  is  looking  to  tilt  mJ 
toward  managing  hotels  owned  by  franchisees.  Mi 
riott  has  done  very  well  using  this  model  because  it  'A 
a  large  degree  relieved  of  the  cyclical  lurches  that  come  frc 
owning  leveraged  pieces  of  real  estate  whose  rents  change  da 
As  an  operator,  Marriott  doesn't  need  a  lot  of  capital  and  the 
fore  doesn't  need  a  lot  of  leverage.  Profits  from  franchising 
less  volatile  than  profits  from  owning. 

With  a  32  price/earnings  multiple,  Starwood  is  a  tad  m« 
expensive  than  Marriott.  Given  its  prospects,  that's  worth  it. 

— Josh  Lotsti 


Clear  Cutting 

Here's  a  backdoor  way  to  invest  in  real 
estate,  says  Jack  Ablin  of  Harris  Private 
Bank:  DELTIC  TIMBER  (38,  del),  which  owns 
436,000  acres  of  timberland  in  Arkansas 
and  Louisiana.  Thanks  to  the  housing 
boom,  in  2005's  first  quarter  the  com- 
pany churned  out  69 
million  board  feet  of 
lumber,  a  one-third 
increase. 

But  Deltic  also 
peddles  plots  to 
home  builders  from 
its  large  (60,000 
acres)  holding  west 
of  Little  Rock.  Since  2001  the  develop- 
ment, called  Chenal,  has  sold  an  average 
206  lots  annually  for  $76,000  each.  This 
year's  target:  300  lots.  For  every  $1  the 
company  spends  clearing  the  lots,  laying 
down  water  pipes  and  building  roads,  it 
gets  $2  back  from  the  buyers. 

Deltic  earned  $12  million  last  year,  up 
34%  from  2003,  on  $142  million  in 
revenue.  First  quarter  showed  similar 


results.  Worries  over  a  fire  at  a  joint  ven- 
ture helped  clip  24%  from  the  stock  price 
from  its  March  high.  At  a  36  P/E,  it  isn't 
cheap  but  makes  sense.  — Rob  Wherry 

Bear  Market 

Life's  not  cuddly  for  teddy-bear  maker 
RUSS  BERRIE  (13,  RUS)  since  founder  Rus- 
sell Berrie  died  in  December  2002.  The 
stock  slid  two-thirds  and  the  company 
went  into  the  red  as  sales  drooped. 
But  the  new  chief,  Toys  "R"  Us  veteran 
Andrew  Gatto,  has  made  clever  acquisi- 
tions, like  Kids  Line  (infant  bedding 
products).  He  also  inked  licensing 
deals  with  DreamWorks  and  Marvel 
to  make  toys  for  big  summer 
movies  Madagascar 
and  Fantastic  Four. 
Good  news:  First- 
quarter  revenues 
grew  8%,  notes 
Michael  Lehmann 
of  Third  Avenue 
Management. 
— Megan  Johnston 


No  Energy 


With  crazes,  you  always  wonder  when  I 
end  will  come.  That's  the  case  with  enei 
drinks.  Hansen  nat 
URAL  (86,  HANS),  maker 
of  Monster,  may  find 
out.  Monster  is  the 
number  two  such 
beverage  behind  pri- 
vately owned  Red 
Bull,  and  has  enjoyed 
a  tenfold  stock  price 
increase  since  Janu- 
ary 2004.  It  trades  at 
a  heady  38  times  earnings,  versus  21  fi 
Coca-Cola  and  23  for  PepsiCo.  Sales 
2005's  first  quarter  were  up  92%  to  $< 
million  and  net  income  quadrupled  to ! 
million,  following  a  spectacular  2004 

Trouble  is,  Coke  is  entering  the  gan| 
with  a  new  competitor,  Full  Throttle,  an 
is  now  distributing  the  third-rank« 
energy  brand,  Rockstar.  The  giant  can  ui 
its  clout  to  grab  the  good  shelf  space.  ^ 
say  short  Hansen  stock  and  cover  at  $3 
per  share.  — Daniel  Fish\ 
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The  Protective 
Family  of  Companies 


Empire  General 
life  assurance  corporation 


Protective  A 

Life  Insurance  Company 


WEST  COAST  LIFE 

INSURANCE  COMPANY 


GETTING  A  GREAT  DEAL  ON  LIFE  INSURANCE 
SHOULDN'T  COST  YOU  A  WINK  OF  SLEEP. 

We  can  save  you  money  and 
help  you  rest  easy. 

Sometimes  you  can  find  a  great  deal  on  life  insurance.  But  will 
it  come  with  worries?  At  Protective  you'll  find  great  prices  on  a 
wide  variety  of  products  from  a  strong,  solid  company  with  nearly 
one  hundred  years  of  experience.  Stability  like  that  should  help 
you  rest  easy.  Plus,  we  have  an  unwavering  commitment  to  giving 
you  the  kind  of  attentive,  personal  service  we  would  hope  to  get 
from  others.  So  ask  for  Protective  to  help  make  sure  you  find  the 
savings  you  want  and  the  peace  of  mind  you  deserve. 


Doing  the  right  thing  is  smart  business! 


Life  Insurance  •  Annuities  •  Retirement  Savings  •  Asset  Protection  Products 


1.10.04 


Protective  Life  Corporation,  P.O.  Box  2606,  Birmingham,  AL,  35202  •  www.protective.com 
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The  ContrariaiL  David  Dreman 


Black  Gold 


Till:  PRICE  OF  OIL  IS  ONE  VERY  BIG  FACTOR  THAT  MAKES 
this  stock  market  tough  to  navigate.  Every  time  oil 
prices  edge  up,  investors  get  nervous.  In  late  June, 
when  per-barrel  costs  moved  above  $60,  the  market 
swooned.  Meanwhile,  economic  growth  has  slowed, 
along  with  employment  increases.  To  further  disconcert 
investors,  prices  of  non-oil  commodities  and  industrial  mate- 
rials are  off. 

Add  in  low  long-term  interest  rates,  whose  nature  is  an 
enigma  even  to  Federal  Reserve  Chairman  Alan  Greenspan.  The 
holder  of  a  ten-year  Treasury  gets  only  4%,  despite  rising  short- 
term  rates  and  hints  of  inflation.  A  flat  yield  curve  seems  immi- 
nent, and  that  doesn't  generally  portend  good  economic  times. 
Is  what  we're  seeing  simply  a  pause  in  a  rising  economy,  or 
something  much  worse? 

People,  understandably,  are  wondering  what  to  do.  If  you 
own  bonds,  keep  your  positions  small  and  your  maturities 
short,  preferably  under  a  year.  If  inflation  accelerates,  which 
appears  likely,  holding  long  bonds  would  take  a  chunk  out  of 
your  capital.  By  staying  short,  you  may  not  make  anything  after 
inflation  and  taxes,  but  you  will  keep  your  capital  intact  for 
opportunities  ahead. 

In  your  stock  portfolio  avoid  deep  cyclicals  (autos,  airlines, 
steel,  heavy  machinery)  and  other  issues  heavily  dependent  on 
riding  a  robustly  growing  economy.  Even  if  economic  growth 
ticks  up  from  its  current  rate,  the  play  in  these  stocks  is  over  for 
a  while.  More  attractive  are  health  care  and  consumer  staples, 
which  are  less  sensitive  to  economic  rhythms. 

A  truly  good  place  to  be  during  these  times  of  rising  oil 
prices  is,  yes,  oil  stocks.  A  year  ago  (see  my  July  5,  2004  col- 
umn) I  gave  some  reasons  why  higher  oil  prices  were  likely  to 
stick,  such  as  surging  Chinese  demand  and  terrorism  threats. 
I  recommended  Chevron,  Kerr-McGee  and  Burlington 
Resources.  Including  dividends  those  stocks  are  up  26%,  47% 
and  54%,  respectively. 

The  integrated  oil  companies,  which  encompass  every- 
thing from  drilling  to 
gas  stations,  and  the 


development  companies  still  provide  good  value  despite 
rises  in  their  stocks.  Because  their  profits  are  up  smart 
well,  their  price/earnings  multiples  have  stayed  low.  The  1 
overhang  of  excess  supply  (2  million  or  more  barrels  a 
for  most  of  a  generation)  has  disappeared  and  is  not  like 
emerge  again  anytime  soon.  Supply,  with  almost  all  oil- 
ducing  nations  pumping  at  full  capacity,  is  now  500,000 
rels  per  day  below  demand,  according  to  the  Internati* 
Energy  Agency's  Oil  Market  Report.  This  will  keep  pres 
on  prices,  even  without  disruptions  from  terrorists,  labor  a 
or  politically  motivated  cuts  in  output. 

A  year  from  now  we  will  still  be  seeing  significantly  hij 
oil  prices  than  were  prevalent  during  the  invasion  of  Kuwai 
1990 — conservatively,  $40  to  $55  a  barrel.  Any  crisis  could  fl 
prices  higher,  perhaps  substantially. 

If  oil  prices  hold  near  current  levels,  significant  rd 

for  multiple  expansion  ex| 
Most  companies  have  aire 
paid  down  a  good  pari 
their  debt  and  can  now  aj 
their  enormous  cash  flowj 
share  buybacks  and  dividl 
increases.  Also,  for  both 
smaller  integrateds  and 
exploration-only  groups,  fj 
is  a  good  chance  that 
increasing  pace  of  takeoi 
will  continue. 

Exploration  outfit  Anada 
Petroleum  (81,  APC),  loaded  v 
cash,  is  likely  to  increase 
reserves  by  acquiring  sma 
explorers.  Earnings  should 
this  year  by  22%  to  $1.7  bill 
and  continue  rising  in  2006.  The  stock  trades  at  a  P/E  ot 
and  yields  0.9%. 

Apache  (65,  apa)  is  a  similar  company,  with  reserves  in 
U.S.,  Canada,  the  North  Sea,  Australia  and  Egypt.  Apache 
large  amounts  into  exploration — a  planned  $2.75  billion 
year,  compared  with  $2.45  billion  in  2004.  Production  thus 
this  year  has  increased  7.5%  as  a  result  of  the  stepped-up  cap 
spending.  Apache  trades  at  a  P/E  of  1 1  and  yields  0.5%. 

Canada's  Encana  (40,  EGA),  a  large  producer  of  oil  and  nati 
gas,  should  benefit  from  both  higher  prices  and  increased  p 
duction.  Encana  is  selling  most  of  its  noncore  assets,  such  as 
gas-storage  business,  and  is  using  the  proceeds  to  reduce  dl 
and  buy  back  10%  of  its  shares.  The  stock  trades  at  a  P/E  of 
and  yields  0.7%. 

Occidental  Petroleum  (78,  OXY)  produces  oil  and  natural  gas 
well  as  chemicals.  The  company  is  having  a  banner  year.  Earnii 
should  rise  at  least  20%  in  2005,  with  strong  results  likely  to  d 
tinue.  Occidental  trades  at  a  P/E  of  11,  yielding  1.6%. 


With  demand 
outstripping 
supply,  oil  prices 
are  bound  to 
stay  high  for 
some  time.  So, 
despite  their 
run-ups,  oil 
stocks  are  still 
cheap. 


pure  exploration-and- 
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It's  not  that  money  isn't  important.  Of  course  it  is.  Which  is  why  experts  should  help  you  manage  it.  And  the 
personal  attention  you'll  receive  at  Northern  Trust  makes  us  an  excellent  choice.  A  dedicated  team  of  specialists 
will  get  to  know  you,  and  your  goals.  All  of  our  resources-our  teams  of  advisors,  our  technology-are  focused 
on  protecting  and  growing  client  assets.  Because  it's  your  life,  and  your  money.  We  think  you  should  make 
the  most  of  both.  If  you'd  like  to  know  more,  call  William  Morrison  at  800-468-2352  or  visit  northerntrust.com. 
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Absolute  Return  LisaW.  Hess 


Fortune  Favors 
The  Brave 


AMERICA  IN  THE  1800S  WAS  MUCH  LIKE  ASIA  IS  TODAY, 
benefiting  from  cheap  labor,  abundant  natural 
resources  and  rapid  economic  growth.  Asia  in  2005 
has  problems  similar  to  those  of  the  19th-century 
U.S.:  corruption,  lawlessness,  dubious  banks  and 
stock  markets.  But  as  I  have  written  before,  Asia  is  the  place  to  be 
if  you  want  to  be  part  of  a  bountiful  future,  and  you  don't  have 
to  learn  Chinese,  Hindi  or  Malay  to  do  that. 

Good  investments  are  to  be  found  there  by  a  discriminating 
eye.  This  is  a  region  where  corporate  governance  is  deficient  and 
financial  accounts  are  late  and  of  poor  quality.  Yes,  no  one  ever 
said  making  money  was  easy.  As  Robert  Farrell,  an  astute  invest- 
ment strategist,  has  said:  "Everybody  has  an  opinion  but  not 
everybody  has  a  conviction."  In  other  words,  this  is  not  the  time 
for  paralysis  by  analysis.  This  is  the  time  to  put  your  money 
where  your  mouth  is. 

Don't  get  shaken  loose.  I  went  to  a  stock  pickers'  lunch 
where  one  of  the  attendees  was  asked,  "How  are  you?"  He 
replied:  "I'm  up  3%  this  month."  Not:  "Fine,  feeling  well;  kids 
are  great."  In  a  hedge-fund  world  obsessed  with  immediate 
results,  there's  a  tremendous  pressure  to  panic  and  sell  on  bad 
news,  which  tends  to  come  along  frequently  in  Asia. 

Indonesia  looks  quite  scary.  The  world's  largest  Muslim 
nation  has  a  problem  with  Islamic  jihadists.  The  U.S.  embassy  in 
Jakarta  and  other  American  diplomatic  posts  were  closed  tem- 
porarily in  late  May  because  of  threats.  The  Bali  bombing  of 
October  2002,  whose  202  victims  included  many  Western 
tourists,  has  made  the  archipelago  nation  a  no-go  zone  for  many. 

Despite  these  fears,  Indonesia  is  on  the  upswing  economi- 
cally and  politically.  Growth  (net  of  inflation)  came  in  at  an 
annualized  rate  above  6%  in  the  first  quarter,  the  fastest  pace 
since  Asia's  1997-98  financial  crisis.  Three  years  ago,  when 
Indonesia  seemed  like  the  next  Yugoslavia,  I  recommended  it  as 
a  prime  investment  opportunity  (see  my  June  10,  2002  column), 
and  its  market  has  really  delivered.  The  Jakarta  Composite  Index 
has  doubled.  Even  last  year's  devastating  tsunami  didn't  halt  its 


advance.  The  country  is  the  world's  biggest  exporter  of  liquef] 
natural  gas.  UBS  is  hosting  seminars  lauding  the  virtues 
investing  there,  a  belated  realization  for  the  Swiss  banking  gi 
A  new  president,  Susilo  Bambang  Yudhoyono  (known 
SBY),  won  election  last  September  amid  an  enormous  vo 
turnout,  thus  demonstrating  that  once-dictator-dominat) 
Indonesia  can  have  a  democratic  transfer  of  power.  The  corn 
plunderers  are  out  of  the  government.  Local  elections,  part  oi 
program  to  disperse  authority  from  the  central  governme: 
took  place  in  early  June. 

These  encouraging  developments  have  helped  buoy  Indor 
sia's  once-despised  currency.  The  rupiah  has  been  moderat< 
stable  for  several  years  and  now  trades  at  9,700  to  the  dollar; 
1998  the  rupiah  traded  at  15,000. 

My  three  recommendations  in  2002  were  Astra  Internatioi 
(1.32,  ASH),  the  auto  conglomerate,  whose  price  has  tripled  since; 

Telekomunikasi  (22,  TLX),  the  r 
tion's  leading  provider  of  lo« 
and  long-distance  telephoi 
service,  up  from  $9  then;  and  1 
Sampoerna  (85  cents,  HMSP  u) 
tobacco  company  renowned ! 
its  clove-scented  cigarettes,  i 
73%.  Altria,  parent  of  Phil 
Morris,  took  over  the  compai 
in  May,  and  only  a  sm 
amount  of  shares  trade  public 
Should  Astra  and  Telek< 
munikasi  be  sold  now,  give 
their  appreciation  over  the  pa 
three  years?  Definitely  not.  Oi 
thing  I  know  for  sure  is  th 
everyone  on  the  planet  wantsj 
better,  more  comfortable  life  as  soon  as  possible.  Astra  sells  rough 
half  of  all  the  motorcycles  and  cars  in  Indonesia,  and  those  vq 
umes  will  only  go  up.  Telekomunikasi  provides  telephone  servi 
to  a  country,  growing  at  5.5%  yearly,  with  200  million  people. 

To  replace  Sampoerna,  I  recommend  PT  Berlian  Laju  Tankt 
(9  cents,  BLTA  U).  This  shipping  company's  $380  million  mark* 
capitalization  is  an  affordable  14  times  trailing  earnings  and  oru 
76%  of  asset  value.  Berlian  specializes  in  transporting  liquid 
especially  chemicals,  LNG  and  palm  oil,  predominantly  withj 
Asia.  Indonesia  has  imposed  regulations  favoring  its  own  shijj 
ping  companies  over  foreign  competitors.  While  poor  polic 
this  protectionism  will  help  PT  Berlian. 

New  Age  religions,  inspired  by  Eastern  mysticism,  encoul 
age  us  to  grow  as  individuals  by  moving  out  of  our  "comfoi 
zone."  That's  a  fair  description  of  Indonesia  for  Westen 
investors.  Move  out  of  your  comfort  zone,  too.  Of  my  thre 
picks  in  this  column,  only  Telekomunikasi  is  available  as  a 
American  Depositary  Receipt.  You  can  get  the  other  two  frotl 
an  adept  broker  at  a  combined  transaction  cost  of  1.5% 


Despite  the  risk 
of  terrorism, 
you  should  put 
money  into 
Indonesia.  A 
stable  currency 
and  government 
have  spurred 
robust  growth. 


I  T7f|f hoc    '  Lisa  W.  Hess  is  a  New  York  money  manager. 
^^•«»n      Visit  her  home  page  at  www.forbes.com/hess. 
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SOMETIMES  IT'S  TOUGH  TO  BRIDGE  THE  GAP 
BETWEEN  COLLEAGUE  AND  FRIEND. 


Three  months  into  my  current  job,  I 
was  invited  with  the  rest  of  the 
management  team  on  our  yearly 
retreat  to  Pebble  Beach.  As  soon  as  we 
stepped  foot  on  the  course,  hierarchy 
went  out  the  window  and  it  was 
difficult  to  tell  the  first  timers  from 


PAR  4 
HDCP  6 


the  veterans.  We  spent  four  days  in 
awe  and  reverence  of  the  beauty  and 
history  that  lay  before  us.  On  the  plane 
ride  home,  I  realized  that  I  was  now 
very  close  to  this  group.  It  was  because 
we  shared  something  powerful,  some- 
thing amazing.  We  shared  Pebble  Beach. 


PEBBLE  BEACH 

RESORTS' 

The  Lodge  at  Pebble  Beach,  The  Inn  at  Spanish  Bay,  Casa  Palmero,  The  Spa  at  Pebble  Beach, 
Pebble  Beach  Golf  Links,  Spyglass  Hill  Golf  Course  and  The  Links  at  Spanish  Bay 

For  immediate  availability ,  please  call  1 .  8  0  0 .  8  J  J .  I  2  9  4  0T  '°g  onto  www.pebblebeach.com 


Pebble  Beach*.  Pebble  Beach  Golf  Links*.  Pebble  Beach  Resorts*.  The  Lodge  al  Pebble  Beach™.  The  Inn  at  Spani.h  Bay",  The  Links  al  Spannh  Bay™.  Spyglass  Hill*  Golf  Course.  The  Spa  al  Pebble  Beach"". 
Caia  Palmero*.  The  Lone  Cypress1".  The  HeritageLogo.  and  their  respective  underlying  distinctive  images  are  trademarks,  service  marks,  and  trade  dress  of  Pebble  Beach  Company.  Photo  62005  Joann  Dost. 
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eive  a  full-color  conference  broc 
Jrye  your  cabin,  call  800/530-0770  or  visit  www.lnvestmentCruise.cor 
(outside  the  US,  please  call  941/955-0323, 9:00  am  -  5:00  pm  EST)  004621 


ugar  and  spice  an 
lethal  device:  what 
trie  girls  at  Front 
ight  Firearms' 
hooting  range 
utside  Las  Vegas 
re  made  of. 


\CATIONS 


iCiddies  With  Carbines 

Dm,  Dad  and  Junior  all  can  have  a  blast  on  a  shooting-school  vacation  |  By  Dyan  Machan 


AMANTHA  TIBBETTS,  5,  WEARS  A 
pink  T  shirt  with  a  lady  on  it 
carrying  a  sparkly  purse.  She 
B  squirms  in  her  chair.  Tibbetts, 
with  big  blue  eyes  and  long 
nde  hair,  is  sitting  in  a  classroom.  But 
a  classroom  whose  walls  are  cinder 
ck,  and  her  teacher,  Paul,  has  a  rifle 
iled  in  his  lap.  Paul  asks  the  nine  kids, 
5  5  to  16,  to  name  the  parts  of  the  gun. 
m  you  say  'trigger?' " 


They  can.  But  they'd  rather  pull  one. 
These  kids  are  at  Front  Sight  Firearms 
Training  Institute  near  Las  Vegas — one  of 
several  family-friendly  firing  ranges 
springing  up  around  the  U.S.  Kids  learn 
nomenclature  and  safely  while  Mom  and 
Dad  take  higher  caliber  instruction — 
"Handgun  Combat  Master,"  for  example, 
or  "Uzi  Submachine  Gun  at  Night." 

Tibbetts,  impatient,  raises  her  small 
hand.  "Can  we  shoot  now?"  Two  other 


girls,  Bethany  LaBarge,  10,  and  Emma 
Stapleton,  8,  are  using  felt-tip  markers  to 
draw  shamrocks  and  hearts  on  their 
Styrofoam  cups.  They  have  a  right  to  be 
bored.  They  already  know  the  material. 
During  class  LaBarge  explained  the  dif- 
ference between  a  shotgun  and  rifle.  Their 
families  have  come  here  on  vacation  five 
times  in  three  years. 

As  for  the  Tibbetts,  they  switch  annu- 
ally between  Disneyland  and  Front  Sight. 


FORBES"  July  25,  2005  123 


life  

"It's  hard  to  say  which  we  like  more,"  says 
Wayne  Tibbetts,  49,  a  CPA  and  partner  in 
a  Mesa,  Ariz,  tax  firm. 

Five  years  ago  Front  Sight  saw  little 
such  business.  Now  15%  of  the  10,000 
shooters  it  trains  each  year  are  vacation- 
ing families.  Programs  run  by  Glock  and 
Smith  &  Wesson  report  similar  upticks. 
The  National  Rifle  Association  debuted  a 
"family  camp"  program  in  2004. 

Andrew  Massimilian  of  Manhattan 
Shooting  Excursions  caters  to  affluent 
New  Yorkers  who  want  to  shoot  without 
having  to  go  through  the  bother  of  get- 
ting permits.  He  transports  them  and 
their  kids  to  ranges  in  New  Jersey,  Penn- 
sylvania or  Connecticut.  Says  Massimil- 
ian, "I  am  seeing  more  families  who  want 
to  lock  and  load  for  the  thrill  of  it." 

State  legislatures,  meantime,  have 
made  that  thrill  more  attainable.  Ohio  and 
Minnesota  are  the  latest  to  pass  laws  per- 
mitting citizens  to  carry  concealed 
weapons.  Today  38  states  issue  "concealed 
carry"  permits,  up  from  14  in  1990. 

"Usually  men  come  first.  Then  they 


paper  target.  Older  kids  fire  submachine 
guns,  shotguns  or  handguns.  James  Min- 
ner,  14,  was  visiting  Front  Sight  with  his 
sister  Sheila,  17,  and  parents,  Gary  and 
Sherry  Minner  of  Delavan,  111.  We  asked 
James  if  he  had  any  previous  shooting 
experience.  "Yes,"  he  said. 

"What  guns  have  you  shot?" 

"I  shot  a  .44  magnum  revolver,  .44 
magnum  rifle." 

"Really?" 

"...  And  .22  rifles,  .223  caliber  rifles, 
.410  caliber,  20-  and  12 -gauge  shotguns, 
an  over- and- under  single  shotgun,  an  AK- 
47  and  an  AR  15  rifle  [civilian  M-16]."  I 
stopped  writing.  James  kept  listing. 

Shooting  instructor  Charlene,  an  off- 
duty  Las  Vegas  cop,  takes  down  Saman- 
tha's  target.  Most  of  the  5-year-old's  shots 
have  found  home.  Samantha,  clutching  her 
paper,  runs  to  show  her  mother. 

"Daddy  will  be  so  pleased,"  says  Kathy 
Tibbetts,  hugging  her  daughter.  She  and 
Wayne  have  themselves  been  busy:  she  in  a 
defensive  handgun  program,  he  in  a  four- 
day  rifle  course.  "It's  hard  to  express  how 


desert,"  said  one  sheepishly. 

For  families  wanting  more  luxu 
there's  Valhalla  Shooting  Club  &  Trairj 
Center  at  Elk  Mountain  Resort  n 
Telluride,  Colo.  It's  as  plush  as  Front  Si 
is  spare.  Lest  anyone  mistake  it  for  a  o 
ventional  resort,  however,  its  baseball  q 
bear  the  motto  "Take  No  Prisoners 
Their  Wounded."  Owner  Thomas  F 
man,  39,  a  former  professional  wrest 
has  broken  his  nose  22  times.  His 
collar  bone  is  steel,  as  are  parts  of 
left  foot  and  spine. 

Spending  a  vacation  at  Valhalla,  F 
man  notes,  is  better  than  "being  locked! 
on  a  cruise  ship."  Indeed,  most  ships  dc 
have  horseback  riding  or  five-stand  sk 
shooting  with  silver-etched  28-gai) 
Beretta  shotguns.  Though  the  place  is  cj 
ing  for  a  little  landscaping  (the  hotel  1 
been  open  only  a  year),  its  18  three-bi 
room  cottages  have  30-foot  cathedral  a 
ings,  hot  tubs  and  380-thread-cou 
sheets.  There's  ATV  riding,  mountain  b 
ing,  rock  climbing  and  fine  dining. 

On  a  recent  weekend,  families  stay] 


What  Tracy  LIKES  BEST  ABOUT  A  SHOOTING 
VACATION  is  that  she  gets  "good  Daddy-time." 


come  back  and  bring  their  wife  and  kids," 
says  Front  Sight  founder  Ignatius  Piazza,  a 
former  chiropractor.  Wayne  Tibbetts  first 
came  in  2004  with  his  daughter  Tracy,  19. 
The  rest  of  the  family  soon  followed.  This 
weekend  in  April  he's  attending  with  his 
wife,  Kathleen,  43,  daughters  Tracy  and 
Samantha,  his  brother  George,  and  his 
mother-in-law,  Janet  Grimaldi.  "9/11 
brought  home  our  deep  concerns  for  secu- 
rity," says  Kathy.  "We  wanted  our  kids  to  be 
able  to  protect  themselves.  I  want  Saman- 
tha to  have  'stranger-danger'  awareness.  Of 
course,  she's  also  having  a  good  time." 

Front  Sight  teaches  kids  to  "trust  their 
feelings"  around  "tricky"  people.  It  also 
preaches  firearms  safety.  Children  memo- 
rize what  they  must  do  when  and  if  they 
encounter  a  gun:  "Stop.  Don't  touch.  Leave 
the  area  and  tell  an  adult." 

On  the  firing  range,  under  an  unfor- 
giving sun,  Samantha  presses  up  against 
her  cheek  the  stock  of  a  Chipmunk  22  by 
Rogue  Rifle  Co.  She  shoots  at  a  square 


much  Front  Sight  means  to  us,"  says 
Wayne.  "We  come  away  with  a  real  sense  of 
accomplishment."  Daughter  Tracy,  her  red 
hair  done  up  in  a  ponytail,  says  that  what 
she  likes  best  about  a  shooting  vacation  is 
that  she  gets  "good  Daddy- time."  "When 
he  says,  'Good  job,  Trace,'  I'm  euphoric." 

There's  little  to  do  here,  an  hour  west 
of  Las  Vegas,  besides  shoot.  There  are  no 
cold  sodas.  No  food.  No  bathrooms — just 
portable  toilets.  The  nearest  town  is 
Pahrump,  Nev.,  whose  most  famous  citi- 
zen is  late-night  radio  talk  show  host  Art 
Bell — authority  on  Big  Foot,  Nostradamus 
and  alien  abductions.  Billboards  advertise 
fireworks,  bordellos  (legal)  and  jerky. 

Says  Wes  LaHuillier,  the  former  deputy 
sheriff  who  is  Front  Sight's  range  master, 
"We're  professionals  and  not  hoodlums 
shooting  refrigerators  in  the  desert."  Dur- 
ing my  defensive  handgun  course  I  asked 
two  guys  in  faded  T  shirts  why  they  had 
come.  They  looked  at  each  other.  "Truth  is, 
we  kinda  like  to  shoot  appliances  in  the 


included  Randy,  43,  and  his  son,  Nathj 
13,  from  Chicago.  They'd  come  more 
father-son  fun  than  for  shooting.  "I'm  it 
a  big  gun  guy,"  says  Randy,  a  sales  direcl 
for  a  pharmaceutical  company. 

The  centerpiece  of  Valhalla's  sej 
defense  and  shooting  program  is  its  sc 
nario  house — something  like  a  haunt 
house  at  an  amusement  park,  except  tlj 
participants  are  given  guns  with  deadly  H 
frangible  (ricochet-proof)  bullets.  Yol 
movements  trip  infrared  sensors  that  aO 
vate  sounds,  lights  and  smoke.  "It  w 
really  fun,"  says  Nathan,  "More  fun  th 
paintball."  You  move  from  room  to  rooi 
kicking  open  doors  and  killing  artific 
bad  folk  who  pop  out  at  you.  One  room 
set  up  to  look  like  a  subway  station,  othe 
like  an  urban  alleyway,  a  convenience  sta 
and  a  smoky  bar.  It's  a  James  Bondii 
experience — or,  in  my  case,  Maxw» 
Smartian.  In  the  smoky  bar  I  inadvertent 
shot  an  innocent  bystander  (simulate 
who  was  brandishing  a  credit  card. 
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Wherever  you  go, 
News.com  has  you  covered 


Timely  technology  news  delivered  to  your  computer,  PDA  or  mobile  phone. 

Millions  of  readers  rely  on  CNET  News.com  to  keep  pace  with  the  rapidly  changing  tech  industry.  A  winner 
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licators  show  the  U.S.  economy  resuming  solid  growth,  the 
d  among  businesses  for  MBA  graduates  is,  once  again,  increasing. 

Iting,  finance/accounting  and  healthcare/pharmaceuticals  are  three 
most  attractive  market  sectors  among  new  MBAs,  according  to  the 
ite  Management  Admission  Council,  a  non-profit  education  organ- 
of  leading  graduate  business  schools  worldwide,  which  conducts  an 
survey  of  more  than  a  thousand  companies. 

I  salanes  for  graduates  have  also  gone  up,  says  the  Council.  The 
te  for  newly  graduated  MBAs  is  $78,040,  up  from  $72.02 1  in  200 1  - 
|  total  compensation  package  is  estimated  to  be  worth  $96,657. 

appeal  of  MBAs  continues  to  grow,  so  too  does  the  appeal  of 
ng  the  distinction  by  distance  learning,  particularly  for  those  who 
;h-rich  but  time-poor,  such  as  professionals  in  the  middle  of  their 

Kalman,  senior  vice  president  for  academics  at  Liverpool 
sity's  Online  Higher  Education  campus,  says  the  average  age  of 
studying  online  for  their  MBAs  is  39. 

of  them  are  in  mid-career  with  family  responsibilities  and  there  is 
I  like  the  value  of  the  business  experience  they  bring  to  the  facul- 
says. 

>ol  University's  terrestrial  campus  is  in  the  hometown  of  the 
;  on  the  northwest  coast  of  England.  But  more  than  1 ,700  profes- 
from  I  10  countries  have  become  MBAs  or  MScs  entirely  through 
ne  programmes.  Seventy  percent  are  from  developed  countries 
)  percent  from  developing  ones,  Groups  of  about  15  students 
every  two  months  and  take  an  average  of  two  and  a  half  years  to 
te. 

U.S.,  the  University  Alliance  consists  of  a  group  of  ten  universities 
offer  online  MBAs  in  a  range  of  subjects  including  management  fun- 
tals,  marketing  and  health  care  management.  It  also  offers  MScs 
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in  systems  management  and  educational  administration,  together  with  a 
wide  range  of  other  distance  learning  courses. 

Lynne  Stone,  business  development  director  of  MBA  programs  at  the 
Henley  Management  College  in  England,  can  speak  with  personal  experi- 
ence of  the  value  of  Henley's  online  MBA.  Having  been  employed  by  the 
college  for  the  past  17  years,  and  in  charge  of  marketing  its  MBA  courses 
for  six  years,  she  herself  graduated  as  an  MBA  by  the  distance  learning 
method  two  years  ago. 

"Doing  the  programme  by  distance  learning  was  the  only  way  I  could  have 
managed  it,"  she  says.  "It  was  tough  but  it  suited  my  circumstances  and  it 
was  effective." 

Henley  specialises  in  being  a  business  school  for  practising  managers  -  98 
percent  of  its  students  are  at  work  -  and  it  is  practitioner-focused.  Chris 
Bones,  the  college  principal,  has  a  business  world  background  rather  than 
expenence  in  academia,  having  spent  more  than  20  years  working  inter- 
nationally for  Shell,  Diageo  and  Cadbury  Schweppes.  And,  unusually, 
three-quarters  of  the  college's  staff  work  in  the  marketplace  rather  than 
simply  as  members  of  faculty. 

The  University  of  Leicester  says  that  its  distance  learning  MBA  is  normally 
attained  over  a  24-month  period,  but  this  can  be  extended  to  suit  indi- 
vidual needs  for  up  to  a  maximum  of  five  years.  The  aim  is  to  produce 
MBAs  with  a  wide  range  of  management  skills  and  operating  techniques 
which  will  be  of  value  in  any  business  environment. 

According  to  the  Graduate  Management  Admission  Council  survey,  new 
MBAs  say  that  when  evaluating  job  opportunities,  the  financial  inducements 
take  second  place  to  the  potential  for  challenging  and  interesting  work. 

One  of  the  most  significant  shifts  emerging  from  the  Council's  enquiries 
was  the  preference  among  graduates  for  employment  in  organisations 
offering  more  structure  and  clearly  defined  responsibilities  rather  than  in 
companies  offering  less  formal  structure  and  more  fluid  responsibilities. 
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A  distance  learning 
MBA  is  closer  than 
you  think 


Our  AMBA  accredited  distance  learning 
MBA  can  give  you 

A  high  level  of  tutor  support. 
Comprehensive  e-Library  and  e-Learning. 
A  balance  of  work-related  assignments,  projects  and  examinations. 
6,500  fellow  students  worldwide  -  all  practising  managers. 
A  practical  approach  and  opportunities  for  networking. 
Added  value  for  your  organisation  and  your  career. 

Start  soon  on  one  of  the  world's  most  successful 
distance  learning  MBAs 
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nbadl'fbhenleymc.ac.uk  wuw.benleymc.ac.uk/mha 


dvertise  contact  Robert  Read  at  Impact  Media  -  Tel  +44  20  7812  6407,  Email  r.readc  impact-media-group.com 
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A  global  economy  demands 
a  global  outlook 


Almost  overnight,  it  seems,  most  of  us  find  ourselves  part  of 
a  new  global  economy:  a  world  in  which  former  boundaries 
of  time  and  distance  have  been  erased  by  technology.  The 
Internet  has  made  the  world  a  smaller  place;  a  mere  15 
years  ago,  e-mail,  web  shops  and  online  banking  were  just 
dreams.  Today,  online  services  are  relied  upon  because  of  the 
24-hour-per-day  convenience  they  offer. 

This  new  economy  is  a  double-edged  sword  for  both 
companies  and  individuals,  however.  Today,  you're  competing 
in  an  international  arena.  The  upside  is  that  you  have  greater 
opportunities  to  source  and  sell  products  and  services  anywhere 
in  the  world.  The  downside?  Your  job  can  be  done  by  someone 
in  Boston  -  or  Bhutan. 

As  a  professional  who  wants  to  grow  and  succeed  in  this 
evolving  economy,  you  recognise  the  need  to  acquire  essential 
management  knowledge  and  skills.  Without  sound  theoretical 
and  practical  abilities  in  such  areas  as  finance,  marketing,  and 
strategy,  the  risk  is  that  international  competitors  will  pass  you 
by.  Business  education,  such  as  the  MBA  or  another  Masters 
degree,  is  the  acknowledged  way  to  attain  crucial  skills. 

How  to  accommodate  such  education  is  the  question. 
Because  you  need  and  want  to  stay  on  the  job,  full-time  on 
campus  Masters  programmes  aren't  an  option  -  they  demand 
15  to  22  months  away  from  the  workplace.  Even  part-time 
'executive'  Masters  may  fall  short  in  providing  you  the  required 
time  flexibility.  Is  there  a  way  to  resolve  these  apparently 
conflicting  needs,  and  to  fit  business  education  into  an  already- 
jammed  schedule? 

Online  higher  education  is  providing  a  solution.  Increasingly, 
executives  are  finding  100%  online  programmes  like  those 
offered  by  the  University  of  Liverpool/Laureate  Online  Education 
appropriate  to  their  needs.  Flexibility  is  a  distinguishing  benefit, 
but  the  particularly  enriching  aspect  of  these  programmes  is 
ongoing  intercultural  interaction  with  classmates,  academic 
and  support  staff  from  other  parts  of  the  world. 


"To  cope  in  global  business,"  says  Yoram  M.  Kalrr 
Senior  Vice  President  for  Academics  for  Laureate  Or 
Education,  "you  need  the  ability  to  effectively  collaborate 
communicate  at  a  distance."  He  emphasises  that  100%  or 
Masters  programmes  are  providing  a  new,  positive  definitio 
'distance  learning'  -  one  that  "counters  the  misconception 
'distance'  means  'distant',"  says  Kalman. 

The  Liverpool  programmes  are  formatted  to  include  freqi 
group  assignments  and  ongoing  discussions  with  classma 
and  lecturers  from  over  100  countries  -  interaction  that  creat 
deep  and  motivating  sense  of  engagement.  Individual  attent 
in  the  form  of  guidance  and  advice,  comes  from  a  perse 
Programme  Manager  who  helps  each  student  to  success 
navigate  the  course.  The  overall  result  of  collaboration 
interaction  across  cultures:  Liverpool  programmes  elega 
create  a  microcosm  of  working  in  the  international  busim 
environment. 

Continuous  communication  among  globally-dispersed,  work 
professionals  -  diverse  in  age,  experience  and  industry  -  of! 
unexpected  value:  you  become  part  of  a  group  of  internatic 
'experts'  who  can  help  with  real-life  work  situations  and  fc 
a  network  of  peers.  "The  range  of  people  encountered  v 
awesome;  I  even  made  friendships  I  have  maintained  outs 
the  course,"  says  Martyn  Davies,  2004  Liverpool  MSc  im 
adding  "learning  from  so  many  areas  of  experience  enricH 
the  course  even  further."  Kalman  concurs.  "In  order 
collaboration  to  create  synergy  -  where  'the  whole  is  gres 
than  the  sum  of  its  parts'  -  collaborators  must  be  very  diver 
That's  where  the  real  magic  occurs,"  he  says. 

If  you're  seeking  a  Masters  that  offers  flexibility,  acader 
excellence,  international  exposure  and  intercultural  skills 
100%  online  Masters  may  well  be  the  most  valuable  choi 
"It's  possible  this  new  breed  of  higher  business  education 
achieve  a  superior  academic  programme  with  a  genuir 
global  outlook,"  says  Kalman. 

For  more  information,  go  to  www.uol.ohecampus.com 
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In  an  ever  changing  global  business  environment  you  need  the  skills 
that  will  allow  you  to  work  across  borders,  across  cultures  and  across 
languages.  Making  the  decision  to  study  for  an  MBA  and  to  take  time  off 
from  your  work  can  be  tough,  especially  if  career  stability  is  something  you 
take  into  account.  That's  why  the  University  of  Liverpool  has  designed  a 
programme  that  fits  both  your  life  and  the  demands  of  modern  business. 

For  the  past  five  years  our  flexible  online  MBA  programme  has  been 
helping  managers  to  develop  the  skills  that  employers  really  want. 
Our  proven  track  record  shows  what  a  combination  of  high  quality 
online  education  and  superior  support  can  do.  We  provide  you  with 
the  flexibility  to  take  your  classroom  with  you  wherever  you  go,  which 
makes  our  programmes  most  relevant  in  today's  business  world. 

And  although  our  MBA  is  flexible,  it's  far  from  being  an  easy  option. 
But  then  we  do  have  our  reputation  -  and  you  your  future  -  to  think  of. 

100%  ONLINE  100%  GLOBAL  0%  EXCUSE 


LAUREATE 

ONLINE  EDUCATION 


For  more  information,  go  to 
www.uol.ohecampus.com 


E&GS  DisplayClassifi 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic 
Center  in  your  area.  Business 
Management  experience  is  a  must. 
$800,000  Cash  investment  required  .  Can 
reach  profitability  in  6  months. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 
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♦nevada/offshore 
♦llcs/trusts 
♦banking/privacy 
♦asset  protection 

(800)621-2920 


Our  dealers  are  doing  it  so  can  you!  Our 
successful  formula  that  generates 
income  from  day  one  will  amaze  you. 
Investment  of  $14,900  normally 
recovered  in  the  first  30  days  or  less. 

Call:  1-800-399-0892 
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Own  A 
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Nanotechnology  is  changing  our  world 
...  ourdothes,  the  military,  sbence, 
autos,  medical  technology ...  every- 
thing! Ifs  trie  investment  opportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  www.forbeswolfe.com/frb. 
Please  use  savings  code  JN5SAVE. 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken  Advantage  of 
on  an  investment  or  business  deal?  Ready  to  take 
action  and  be  compensated?  Don't  put  good 
money  after  bad.  No  cost  unless  we  get  results! 

Superior  Mediation  and  Collection  (SMC) 
509-966-0359  FAX:  509-966-0482 
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Geological  team  seeks  financial 
partner  or  broker  to  generate  drilling 
prospects  from  seismic  database. 
Will  farm  out  drilling  and  retain 
1/4  interest  in  wells.  LLC  will  match 
investment  with  assets. 
$500k  for  ownership 
drillforgas@yahoo.com 
858-775-9897 
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Seeking     entrepreneurs     with  appropriate 
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success  and  thousands  of  clients  enable 
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Unlimited  Sales  Leai 
&  Mailing  Lists 

12  different  databases  with  all  the  sales  leads 
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How  does  it  work? 
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For  a  FREE  seven-day  trial,  call  Rob  Martin 
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We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
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www.e-chairusa.com 
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nlimited  Business  Credit  Reports 

on  13  Million  U.S.  Businesses 


iur  Business  Credit  Reports 
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Low-Risk  Credit  Decisions 
Business  Verification.  Supplier  & 
Vender  Qualification 
Commercial  Skip  Tracing 
Pre-Qualifying  Sales  Leads 
Profiling  Your  Customers 
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Accredited  Investors  Only. 
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info@golfstaramcrica.com 

www.golfstaramerica.com 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth  It  is  a  perfect 
graduation  or  birthday  gift  for  family 
and  friends. ..for  anyone  who  is  inter- 
ested in  investing  The  newest  edition 
gives  you  a  better  understanding  of 
everything  from  Financial  Statements 
to  Fundamental  and  Technical  Analysis- 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  $50  off  the  regular  $149.95  price.) 

Co  to  www.forbcsmc.cam/smc3  and  place  your 
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operator  a  special  savings  code  of  S2Q05 
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Richard  Lehmann  is  Forbes' 
secret  weapon  on  bonds, 
convertibles  and  preferreds. 
His  high-yielding  model  port- 
folios have  beaten  stocks  for 

the  last  five  years!  Let 
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build  wealth  safely  with  high- 
yielding  fixed  income  securi- 
ties. Subscribe  today  and 
receive  three  FREE 
special  reports. 
Call  toll  free  1-877-733-7876  or 
www.fo  rbesnewsletters.com/lehmann 
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THOUGHTS 

On  the  Business  of  Life 


o  fish!  Not  in  the  card-game  sense,  but  in  the  sports  big-game  fishing  sense.  This  is  by  way 
"T^0/  a  commercial  for  FORBES'Fi/'i  island  of  Laucala,  on  which  we've  just  finished  the  last 
'^^m^^  ribbon-cutting  for  new  homes,  schools,  playing  fields,  utilities,  roads,  fitness  center,  jetty, 
airstrip,  refrigeration  plant,  goat  farms  and  reservoirs  that  have  been  a  dozen  years  in  the  doing.  Captain  Bligh 
noted  Laucala  as  he  passed  it  on  his  long  row  home  to  Old  Blighty  from  the  Bounty  some  195  years  before 
FORBES  bought  this  little  island  paradise. 


— MALCOLM  S.  FORBES  (1984) 


Fishing  is  a  delusion  entirely  surrounded 
by  liars  in  old  clothes. 

—DON  MARQUIS 


You  will  find  angling  to  be  like  the  virtue 
of  humility,  which  has  a  calmness  of  spirit 
and  a  world  of  other  blessings  attending 
upon  it. 

— IZAAK  WALTON 


The  gods  do  not  deduct  from  man's 
allotted  span  the  hours  spent  in  fishing. 

—BABYLONIAN  PROVERB 


Fishing  is  boring,  unless  you  catch  an 
actual  fish,  and  then  it  is  disgusting. 

—DAVE  BARRY 


Fly-fishing  may  be  a  very  pleasant 
amusement,  but  angling  or  float  fishing 
I  can  only  compare  to  a  stick  and  a  string 
with  a  worm  at  one  end  and  a  fool  at 
the  other. 

—ATTRIBUTED  TO  MANY  SOURCES 


I  don 't  eat  salmon  because  I  identify 
too  much  with  spawning,  thrashing 
around  and  death. 

—MICHAEL  FELDMAN 


Fish  die  belly-upward  and  rise  to  the 
surface;  it  is  their  way  of  dying. 

—ANDRE  GIDE 


Fishing  is  much  more  than  fish.  It  is  the 
great  occasion  when  we  may  return  to  the 
fine  simplicity  of  our  forefathers. 

—HERBERT  HOOVER 


When  the  Great  Lakes  freeze  into  ice  packs 
the  size  of  Rhode  Island  and  shipping  is 
stilled,  then  folks  in  the  Midwest  are 
moved  to  fish  through  the  ice,  a  curious, 
seasonal  madness  for  which  there  is  no 
known  cure  except  spring. 

—CHRIS  REDMAN 


A  stream  is  music  and  motion:  smooth 
glides,  fast,  turbulent  riffles  and  deep 
pools,  each  posing  a  special  challenge. 

—NELSON  BRY/ 


The  word  "angling"  is  the  name  given 
to  fishing  by  people  who  can't  fish. 

—STEPHEN  LEACC. 


A  fisherman's  walk:  three  steps 
and  overboard. 

—ENGLISH  PROVII 


There's  a  fine  line  between  fishing  and 
just  standing  on  the  shore  like  an  idiot. 

—STEVEN  WRIGl 


Fishing,  with  me,  has  always  been 
an  excuse  to  drink  in  the  daytime. 

—JIMMY  CANN 


A  Text... 

For  he  thatfeareth  God  shall 
come  forth  of  them  all. 


— ECCLESIASTES  7:1 


Sent  in  by  Virginia  M.  Tacker, 
Las  Vegas,  Nev. 
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Environmentalist,  Spare  That  Tree 

General  Electric  wants  Earth-worshippers  to  fall  in  love  with  ill 
It's  going  to  dredge  the  Hudson  River  to  scrape  up  poisonoul 
chemicals  it  dumped  there  years  ago.  It's  going  to  sell  morl 
windmills  and  energy-efficient  diesel  locomotives.  Daniel  Fishel 
reports  on  page  80. 

Should  you  show  your  support  by  buying  a  few  shares  of  thil 
ecologically  hip  company?  There  are  better  ways  to  help  th| 
environment. 

Oppose  windmill  subsidies.  A  spin  of  the  blades  saves  a  dolloj 
of  fossil  fuel.  That  looks  like  a  win  for  Mother  Earth,  until  yoi 
step  back  and  look  at  the  big  picture.  Windmills  guzzle  land 
labor  and  metal.  The  first  of  these  is  limited  in  supply  and  thi 
other  two  consume  precious  resources,  like  crude  oil,  indirectl)| 
Shouldn't  a  proper  accounting  include  the  electricity  burned  u| 
the  GE  windmill  factory  and  the  gasoline  bought  by  the  wind 
mill  lobbyist?  It's  impossible  to  add  up  all  the  indirect  environ 
mental  costs  of  a  windmill,  but  a  good  proxy  for  this  arithmetii 
is  simply  to  compare  the  resources  consumed  (in  dollars)  witlj 
the  output  produced  (in  dollar  value  of  the  electricity).  No  ques 
tion,  consumption  exceeds  output,  as  you  can  tell  from  the  faci 
that  the  windmill  industry  survives  only  by  dint  of  a  huge  fed' 
eral  subsidy,  1.9  cents  per  kilowatt-hour  of  juice.  Tell  your  sena 
tors  to  vote  against  the  subsidy. 

In  a  similar  way  Amtrak  is  an  environmental  disaster,  con- 
suming billions  of  dollars  more  than  it  produces 

Oppose  the  dredging.  It's  quite  possible  that  more  harm  thar 
good  will  be  done  by  stirring  up  the  muck  under  the  Hudson.  Ii 
there's  a  net  gain,  it's  small.  It  would  be  far  better  to  take  the 
$460  million  GE  is  going  to  spend  on  this  project  and  use  it  tcj 
acquire  endangered  wetlands. 

Buy  hormonal  milk.  Cows  treated  with  bovine  somatotropin 
consume  less  pasture  to  produce  a  gallon  of  milk  than  cows  fed 
organically.  By  supporting  BST  you  are  protecting  the  world's 
forests  from  being  plowed  under 
for  farms.  Peter  Huber  elabo- 
rates the  argument  in  his 
Hard  Green:  Saving  the  Jl 
Environment   from    the  .J§ 
Environmentalists  (Basic 
Books,  1999). 

Don't  recycle  newspa- 
pers. From  Georgia  to 
Maine,  forestland  is  under 
threat  from  vacation  home 
developers.  You  can  help 
spare  it  from  the  bulldozer  by 
buying  forest  products.  When  you  put  your  paper  in  the  trash, 
you  boost  the  demand  for  virgin  pulp  and  thus  help  trees  win 
out  over  driveways  in  the  competition  for  acreage. 
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Samba  Superpower 


Poking  sacred  cows:  Brazil  President  Luiz 
Inacio  Lula  da  Silva. 


"The  Great  Brazilian  Land 
Grab"  (July  25,  p.  80)  nicely 
describes  the  high  risks  and 
rewards  of  Brazil's  massive 
development  of  farmland.  An 
added  risk  is  the  Brazilian 
government's  recent  threat  to 
expropriate  American  AIDS 
drug  patents.  A  regime  with  no 
respect  for  the  intellectual 
property  rights  of  Americans 
can  scarcely  be  relied  upon  to 
protect  any  kind  of  property 
rights. 

KENNETH  F.  BOEHM 
Chairman,  National  Legal  and  Policy  Center 
Falls  Church,  Va. 


You  suggest  Brazil  could  increase  crop  production  by  converting  the 
Cerrado  into  farmland.  That  would  have  devastating  consequences  on  this 
unique  savannah  ecosystem,  which  is  home  to  threatened  species  such  as 
jaguars,  giant  anteaters  and  harpy  eagles.  The  challenge  for  the  next  decade 
is  for  conservationists  to  work  with  the  agribusiness  sector  to  meet  society's 
demands  for  food  while  protecting  the  very  environments  that  sustain 
human  health  and  Brazil's  natural  heritage. 

RICARDO  BOMFIM  MACHADO 
Director,  Cerrado  Program 

Conservation  International  Brazil 
Sao  Paulo,  Brazil 


Safety  Catch 

The  larger  story  behind  "Bad  Medicine" 
(May  23,  p.  202)  is  the  fact  that  it's 
extremely  difficult  for  the  consumer  to 
make  an  informed  decision  when  it 
comes  to  selecting  an  Internet  phar- 
macy. An  alternative  is  a  set  of  standards 
for  quality  and  safety  that  we  have 
developed  and  a  voluntary  accreditation 
process  for  domestic  and  international 
mail  order  pharmacies.  To  be  accred- 
ited, the  pharmacy  must  be  in  compli- 
ance with  89  quality  and  safety  stan- 
dards. An  accredited  pharmacy  can  then 
post  the  IMPAC  seal  on  its  Web  site  and 
marketing  materials. 

DANA  NOBLE 
Executive  Officer  for  Operations 
IMPAC 
Manchester,  Vt. 


Defending  the  Glitz  List 

Martha  Burks'  letter  on  your  Celebrity 
100  in  Readers  Say,  "Sex  and  the  Dollar" 
(July  25  p.  26),  is  nothing  more  than  sta 
tistics.  The  earnings  of  every  celebrity  ofl 
the  list  is  not  due  to  gender  or  race  bufl 
based  only  on  his  or  her  ability  to  create) 
value  for  consumers.  The  tragedy  of  MsJ 
Burks'  thinking  is  that  by  creating  a  dis-j 
connect  between  what  consumers  desire) 
and  what  a  centrally  controlled  market 
might  "dictate,"  value  ceases  to  be  cre- 
ated, and  everyone  suffers. 

STEPHEN  I.  FRATES 
Tucson,  Ariz. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/Iefters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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There  are  no  maps  to  the  sweet  spot  of  the 
market.  But  we  know  a  heck  of  a  guide. 

MidCap  Spiders  let  you  own  the  market's  middle  with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 

Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  repre- 
sents the  entire  S&P  MidCap  400,  middle  market 
companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Askyouradvisor.And  see  if  MidCap 
Spiders  could  be  a  sweet  addition  to  your  portfolio. 

www.MidCapSPDR.com     Ticker  symbol  Amex:MDY 


Ivl  icICcip 


AMERICAN 

STOCK  EXCHANGE* 

An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before 
investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.Mid.CapSPDR.com  or  call  1-800- 
THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&P 
MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and 
American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  S&P  makes 
no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  50%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  6/30/05 

One 
Year 

Five 
Years 

Ten 
Years 

Since 
Inception 

Based  on 
NAV 

13.99% 

8.22% 

14.24% 

14.68% 

Based  on 
Market  Price 

14.22% 

8.14% 

14.19% 

14.69% 

Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back  into 
the  fund  on  the  pay  date  at  the  NAV  cm  that  date.  Performance  data  quot- 
ed represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  per/onruince  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  return*.  To 
obtain  most  recent  month-end  performance ,  please  call  i -800- THE  AMEX 
or  visit  www.MidCapSPDR.com. 
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Fact  and  Comment 

\y  Steve  Forbes,  Editor-in-chief 

With  all  thy  getting  get  understanding" 


Storm  Clouds  Building 


:HINA'S  RECENT  MINI-REVALUATION  WON'T  LONG  SATISFY  PRO- 
ectionist  sharks.  In  a  few  months  demands  will  grow  again  for 
Jeijing  to  substantially  up  the  value  of  the  renminbi  (RMB)  or 
o  float  the  yuan  altogether.  China  was  under  intense  political 
>ressure  to  revalue  its  currency,  but  that  does  not  mitigate  the 
lisaster  this  will  probably  turn  out  to  be  for 
2hina,  the  U.S.  and  the  global  economy. 

Experience  demonstrates  ad  nauseam 
hat  stable  currencies  enormously  aid  eco- 
lomic  development  and  that  currency  insta- 
)ility  is  an  insidious  enemy  of  economic 
progress.  Thirty  years  ago  we  began  putting 
nassive  pressure  on  Tokyo  to  revalue  the  yen. 
today  the  dollar  is  worth  barely  one-fourth 
vhat  it  was  then,  and  our  trade  deficits  with 
apan  still  persist.  We  did  the  same  thing  to 
3ermany,  with  the  same  results. 

If  manipulating  the  price  of  money  vis-a-vis  other  countries' 
:urrencies  were  a  key  to  economic  success,  then  Argentina  would 
?e  the  mightiest  economy  on  Earth  today.  The  nations  of  Africa 
vould  be  economic  titans.  Brazil  would  overshadow  the  U.S. 

One  of  the  smartest  things  Beijing  did  was  to  fix  the  yuan 
irmly  to  the  greenback  a  decade  ago.  The  stability  achieved  by 
:hat  move  was  critical  to  enabling  China's  economy  to  grow 
'apidly  and  to  avoiding  debilitating  domestic  monetary  instabil- 
ty.  Now  protectionist  pressures  are  threatening  that  stability. 
Uncertainty  will  grow,  and  uncertainty  is  the  enemy  of  progress. 


When  Zhu  Rongji  ruled  China's  economic 
roost,  he  wisely  fixed  the  yuan  to  the  dollar. 


If  Beijing  can  keep  the  RMB  limited  within  the  narrow  range  of 
the  basket  of  currencies  to  which  it  is  now  tied,  the  damage  will  be 
contained.  But  as  we  saw  with  the  crises  in  Asia  ( 1997),  Mexico  ( 1994) 
and  Russia  ( 1998),  these  things  can  quickly  spiral  out  of  control. 
If  the  Chinese  authorities  don't  dig  in  their  heels  and  make  cur- 
rency stability  a  fixture  again,  the  economic 
repercussions — slower  growth,  uncertainty, 
inflation — will  escalate  to  political  upheaval. 
China's  task  of  evolving  into  a  less  author- 
itarian, more  representative  political  sys- 
tem is  going  to  be  difficult  enough.  One 
shudders  at  the  thought  of  this  mammoth 
country  reeling  from  an  economic  crisis  and 
undergoing  the  consequent  political  turmoil. 

Why  did  the  U.S.  intensely  pressure 
Beijing  to  pursue  such  a  perilous  path? 
Because  Beijing  is  running  a  huge  trade 
surplus  with  us.  But  trade  numbers  in  and  of  themselves  are  mean- 
ingless measures  of  economic  health.  Germany  is  the  largest,  sickest 
economy  in  western  Europe  today,  yet  it  still  runs  magnificent  trade 
surpluses.  The  U.S.  racked  up  trade  surpluses  during  the  Great 
Depression;  unemployment  reached  25%.  In  fact,  North  America 
has  had  merchandise  trade  deficits  for  350  of  the  last  400  years. 

The  key  to  judging  an  economy's  health  is  not  its  trade  num- 
bers— which,  by  the  way,  ignore  critical  flows  of  capital  in  and  out 
of  a  country — but  whether  the  economy  is  innovating  and  creating 
new  wealth.  By  that  ultimate  criterion,  the  U.S.  is  doing  just  fine. 


Just  Limit 


F  A  NASTY  CONFIRMATION  BATTLE  DOESN'T  HAPPEN  OVER 
Supreme  Court  nominee  john  Roberts,  it  soon  will  over  another, 
rhe  deep  divisions  concerning  who  should  sit  on  the  high  court 
inderscore  the  need  for  a  major  reform:  term 
imits  for  Supreme  Court  justices  and  other  fed- 
eral judges.  Human  nature  being  what  it  is,  most 
ustices  refuse  to  step  down  until  they  are  utterly 
iebilitated  or  called  by  the  Grim  Reaper. 

The  advantages  of  fixed  terms — 15  to  20 
rears — would  be  enormous. 
►  The  do-or-die  stakes  involved  in  filling  a  Su- 
preme Court  vacancy  would  be  sharply  deflated. 
•  Nominees  with  powerful,  defined  intellects, 
iuch  as  Antonin  Scalia,  wouldn't  trigger  the  fero- 
:ious  political  fights  that  they  do  today.  Every 
President,  Democrat  or  Republican,  would  get  a 
;hance  to  fill  a  slot  every  few  years.  Presidents 


W.O.  Douglas'  colleagues,  during 
his  last  days  on  the  high  court, 
deferred  cases  in  which  Douglas 
would  be  casting  the  deciding  vote. 


would  be  under  less  pressure  to  pick  relatively  young  nominees. 
•  justices  would  no  longer  be  tempted  to  time  their  retirements  for 
political  purposes.  We  first  saw  this  phenomenon  in  the  late  1960s, 
when  then-Chief  justice  Earl  Warren  announced 
his  impending  retirement  so  that  President  Lyn- 
don johnson  would  pick  his  successor  instead  of 
Warren's  nemesis,  Richard  Nixon.  (The  maneu- 
ver backfired.  Johnson's  choice  turned  out  to 
have  a  tainted  past,  which  killed  the  nomination. 
President  Nixon  filled  the  vacancy  after  all.) 
•  The  high  court  would  be  infused  with  new 
blood  more  often,  thereby  avoiding  the  laziness, 
intellectual  ossification  and  shear  decrepitude 
that,  in  effect,  leaves  clerks  functioning  in  place  of 
their  nominally  alive  bosses.  Justices  and  federal 
judges  increasingly  act  like  mighty  monarchs  on  a 
throne  for  life,  insulated  from  the  flows  and  pres- 
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Fact  and  Comment 

sures  of  the  real  world  and  able  to  issue  edicts  and  hurl  legislative 
thunderbolts  based  on  unrestrained  whim.  The  three  branches 
of  our  government  are  meant  to  be  equal  in  power.  Term  limits 
would  be  a  helpful  step  in  restoring  a  healthy  balance  to  them. 


Term  limits  for  federal  judges  would  more  than  likely 
require  a  constitutional  amendment.  Given  the  public's  disgust 
with  Washington's  current  judicial  donnybrook,  such  an 
amendment  could  well  win  enactment. 


Keeping  Pols'  Paws  Off  Social  Security  Surplus 


SENATOR  JIM  DEMINT  (R-S.C.)  AND  REPRESENTATIVE  PAUL  RYAN 
(R-Wis.)  have  introduced  a  blockbuster  bill  that  would  dramat- 
ically recharge  the  Social  Security  debate.  This  legislation  would 
allow  workers  to  have  a  proportionate  share  of  Social  Security 
surpluses  put  into  their  own  personal  retirement  accounts. 

Between  now  and  2016  the  Social  Security  system  will  run  a 
cash  surplus  of  some  $700  billion.  (After  that  it  will  start  to  pay  out 
more  than  it  takes  in.)  Currendy  that  money  is  immediately  spent  by 
Washington  politicians  on  various  pet  projects.  The  Social  Security 
system  gets  IOUs  that,  theoretically,  earn  interest.  The  original 
money,  however,  is  spent.  When  those  IOUs  come  due,  Washington 
will  have  to  find  the  money,  probably  through  increasing  taxes. 

Under  the  DeMint-Ryan  bill  the  surplus  could  no  longer  be 
diverted  from  Social  Security.  Instead,  it  would  go  into  each  worker's 
own  personal  retirement  account  and  be  invested  in  marketable 
Treasury  bonds.  You  would  own  the  money;  if  you  died  before 


you  received  benefits,  that  money  could  be  passed  on  to  your  heirs. 

Under  this  plan,  in  2008  you  could  put  some  of  that  personal 
retirement  account  money  into  well-regulated,  well-diversified 
index  funds,  which  would  be  patterned  after  the  very  successful  fed- 
eral Thrift  Savings  Plan  that  covers  millions  of  government  workers. 

Although  the  amount  of  money  in  your  personal  retirement 
account  would  start  out  small,  it  would  eventually  grow — 
thanks  to  the  miracle  of  compound  interest — into  tens  of  thou- 
sands of  dollars  by  the  time  you  retired. 

Democrats  oppose  personal  retirement  accounts  because 
they  believe  the  accounts  would  take  money  from  Social  Secu- 
rity. The  DeMint-Ryan  plan  turns  that  criticism  on  its  head: 
These  personal  accounts  would  save  money  for  Social  Security! 

The  White  House  should  run  with  this  bill — it  would  establish 
the  principle  of  personal  retirement  accounts  while  keeping  Wash- 
ington politicians  from  spending  those  Social  Security  surpluses. 


A  "Light"  Read  and  a  Noir  Novel 


Too  Rich  to  Live — by  FORBES  editor  Lawrence  Light  (Leisure 
Books,  $6.99).  Light  gives  us  a  lickety- split-paced  tale  of  mystery, 
mayhem  and  greed.  A  group  of  men  who  take  over  companies 
and  make  them  profitable  by  ruthlessly  slashing  costs — they're 
known  as  the  Billionaire  Boys  Club — find 
themselves  targets  for  murder.  An  enterprising 
reporter  working  on  an  expose  of  a  massive 
tax  fraud  committed  by  the  Billionaire  Boys 
becomes  a  mortal  target  herself  as  she  stum- 
bles onto  the  even  bigger  story  unfolding. 

Businessmen  are  not  the  only  villainous 
heavies  in  this  book — so  are  their  politically 
radical  pursuers.  A  fun  read,  especially  if 
you've  had  a  bad  day  with  the  stock  market. 
Retro — by  Loren  D.  Esdeman  (Forge,  $24.95).  Gritty,  gripping 
mystery  by  one  of  America's  ablest  yet  underappreciated  novel- 
ists. Esdeman  has  been  fittingly  compared  with  Raymond  Chan- 


dler and  Dashiell  Hammett.  In  this  tale  our  hero  is  Amos  Walker, 
a  thoroughly  unmodern  private  investigator  whose  heart  and  soul 
belong  to  the  Detroit  of  the  1940s,  '50s  and  early  '60s.  He's  a  loner,  j 
who  smokes  and  drinks  and  still  thinks  a  BlackBerry  is  a  fruit. 

In  this  case  one  of  Detroit's  once-promi- 
nent madams  hires  Walker  to  find  her  adopted 
son,  Delwayne,  so  he  will  receive  her  ashes  once 
she  dies.  Years  before,  during  the  Vietnam  War, 
Delwayne  had  fled  to  Canada  to  avoid  the  draft. 
In  fact,  at  the  time  he  was  suspected  of  being 
part  of  a  botched  bombing  plot.  No  sooner 
does  Walker  find  Delwayne  than  Delwayne  is 
murdered,  and  Walker  becomes  a  suspect. 
While  trying  to  clear  himself,  Walker 
learns  that  the  gun  used  to  kill  Delwayne  was  the  same  one  that 
had  been  used  to  kill  his  father  decades  earlier  in  a  notorious  but 
still  unsolved  case.  Readers  will  savor  this  utterly  un-RC.  P.I. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Partage— 92  Seventh  Ave.  South,  between  Bleecker  and  Grove 
streets  (Tel.:  212-242-2207).  With  its  wood-beamed  ceilings 
and  rustic  accoutrements,  Partage  succeeds  in  reproducing  an 
authentic  Provencal  ambience.  It  also  has  a  sizable  outdoor 
dining  area.  The  fare  is  typical  bistro:  steak  frites,  ratatouille, 
mussels  with  onions  in  a  Pernod  sauce.  All  are  delicious. 

•  Luxia-315  West  48th  St.  (Tel.:  212-957-0800).  This  excellent 
Italian  restaurant  in  the  theater  district  specializes  in  robust  peas- 


ant fare  simply  prepared.  Terrific  pastas,  grilled  fish  and  home- 
made tiramisu.  Luxia  also  has  a  delightful  outdoor  garden  patio. 
•  A.O.C.  Bedford— 14  Bedford  St.,  between  Sixth  Ave.  and 
Downing  St.  (Tel.:  212-414-4764).  This  small  and  romantic 
restaurant  exudes  charm  and  style.  Everything  is  beautifully 
presented,  and  the  food  is  exquisite.  Favorites:  the  beet  salad 
and  the  eggplant  for  starters;  and  the  roast  duck  and  the  grilled 
wild  salmon  for  main  courses.  Desserts  are  scrumptious.  F 
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PREEMPTIVE  SECURITY  IS  HERE: 


Prevent 


MAJOR  INTERNET  THREATS  - 


before 


THEY  RUIN  YOUR  DAY. 


Proventia  ESP  (Enterprise  Security  Platform)  from  iSS  stops  Internet  threats  before  they  impact  your  business.  With  intrusion 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  helps  enable 
regulatory  compliance  and  business  continuity.  Only  ISS  keeps  you  ahead  of  the  threat  with  preemptive  protection  for  yowl 
entire  enterprise.  Download  a  free  white  paper  at  www.iss.net/ESP/forbes,  or  call  1-800-776-2362. 

NETWORK  &  HOST  INTRUSION  PREVENTION      I      VULNERABILITY  MANAGEMENT     I       MANAGED  SECURITY  SERVICES 


©2005  Internet  Security  Systems  Incorporated.  All  rights  reserved. 


www.iss.net 


Qi  Internet  I  Security  !  Systems 

Ahead  of  the  Threat 


Other  Comments 


The  great  virtue  in  life  is  real  courage,  that  knows  how  to  face  facts  and  live  beyond  them. 

— D.H.  LAWRENCE 


Moral  Muddle  The  bombings  in  London  on  July  7  were 
a  powerful  reminder  that  terrorism  remains  a  clear  and  present 
threat  in  our  cities.  But  they  were  also,  to  me,  a  reminder  of  some- 
thing else.  As  annoying  as  I  frequentiy  find  the  right  these  days, 
with  its  cynical  partisanship,  its  arrogance  of  power,  and  its  politics 
of  religious  zealotry,  my  discontent  with  conservatives  will  never 
send  me  into  the  liberal  camp — because  the  response  to  terrorism 
even  on  the  moderate  left  remains  an  egregious  moral  muddle. 

—CATHY  YOUNG,  Boston  Globe 

Betting  on  China  Many  years  ago,  the  U.S.  made  a  bet 
about  China.  The  bet  was  that  what  mattered  was  trade.  Ameri- 
cans chose  to  overlook  the  Chinese  form  of  government,  the 
limits  China  placed  on  commerce,  Chinese  arms  sales,  China's 
Taiwan  policies — nearly  anything — in  the  faith  that  trade  in  the 
end  would  pull  China  forward.  Trade  would  make  China  demo- 
cratic and  entrepreneurial.  Trade  would  set  China  free. 

Now  Americans  are  questioning  their  old  bet.  There  is  some- 
thing anachronistic  and  disturbing  about  an  economy  of  China's 
size  operating  under  an  authoritarian  government.  Most  Ameri- 
cans never  expected  that  China  would  still  be  this  autocratic  by  the 
time  it  became  this  rich.  Perhaps  the  original  bet  was  wrong  after 
all?  [Recendy],  Microsoft  accommodated  the  Chinese  government 
and  blocked  the  use  of  the  phrases  "democracy"  and  "human 
rights"  on  its  Chinese  portal.  It  is  legitimate  to  ask  whether  a  regime 
that  is  capable  of  convincing  Microsoft  to  censor  is  also  capable  of 
putting  oil  to  use  in  projects  contrary  to  American  interests. 

The  most  stable  economic  future  for  China  is  as  a  nation  of 
small-  and  medium-scale  businesses  that  can  expand  to  the  point 
where  they  render  the  state  giants  irrelevant.  A  nation  of  traders 
and  private  companies  is  inherendy  less  of  a  security  threat  than 
a  corporatist  giant.  But  to  grow,  such  businesses  need  reforms  at 
home:  new  banks,  stronger  property  rights,  a  more  robust  rule  of 
law  and  more  incentives  to  innovate.  If  China  can  make  these 


"Oooh,  looks  like  a  broken  leg  for  Randolph — broken  legs 
are  brot4ght  to  you  by  Altrion  Orthopedics  Incorporated. . . " 


changes  in  its  business  environment,  it  may  evolve  into  the  rel 
able  partner  everyone  had  hoped  for.  If  it  cannot,  Americans  wil 
increasingly,  back  legislation  that  suppresses  Chinese  growth.  An 
that  will  not  be  because  Americans  have  "become  protectionist.! 
It  will  be  because  they  decide  that  the  old  China  bet  is  off. 

—AMITY  SHLAES,  Financial  TimA 

Art  of  Persuasion  When  met  with  opposition,  even  if 
should  be  from  your  husband  or  your  children,  endeavour  t 
overcome  it  by  argument  and  not  by  authority,  for  a  victor 
dependent  on  authority  is  unreal  and  illusory. 

— BERTRAND  RUSSEL 

Roberts'  Rules  of  Order  While  no  one  can  be  certai 

how  a  judge  nominated  by  a  Republican  President  will  turn  out  (wil 
ness  Sandra  Day  O'Connor,  Anthony  Kennedy,  and  David  Souter. 
and  one  can  be  equally  certain  how  a  judge  nominated  by  a  Dema 
crat  President  will  rule  (witness  Ruth  Bader  Ginsburg,  Stephen  Breye 
and  John  Paul  Stevens),  the  nomination  of  Judge  John  Roberts  to  th 
Supreme  Court  appears  likely  to  move  the  Court  back  in  the  direc 
tion  of  the  Constitution  and  away  from  the  judicial  freelancing  tha 
has  not  only  produced  bad  law  and  equally  bad  reasoning,  but  als» 
has  divided  the  country  and  contributed  to  a  breakdown  in  civil 
ity.  Should  he  be  confirmed,  how  Roberts  thinks  and  rules  will  g« 
a  long  way  toward  determining  the  legacy  of  George  W.  Bush. 

— CAL  THOMAS,  New  York  Sui 

Final  Course  Chef  Emily  surveyed  the  salads  as  sh< 
might  a  Renaissance  masterpiece  from  the  Met's  permanent  col 
lection  left  outside  overnight  in  the  rain.  "The  arugula  is  goinj 
to  wilt.  The  beets  are  going  to  bleed  into  the  Stilton." 

"Since  our  guests  will  all  be  drunk  as  lords  from  their  pro- 
longed cocktail  party,  they  won't  notice,"  Danton  said. 

"I'll  notice,"  she  said.  "Damn  Redmon.  What  kind  of  s 
politician  would  ruin  a  salad?" 

"He  has  given  a  lot  of  money  to  the  museum,"  Danton  said 
"He  can  do  what  he  wants."  Redmon  had  endowed  an  exhibi 
on  medieval  torture  devices,  which  bore  his  name. 

Emily  shook  her  head  and  moved  over  to  the  long  table  where 
her  helpers  were  ladling  melon  soup  into  bowls.  "That  damr 
Redmon,"  she  said.  "Why  don't  you  spit  in  his  soup  for  all  of  us?' 

"Sounds  like  a  good  idea,"  Danton  said.  He  eyed  the  cash- 
green  soup  and  felt  for  the  vial  [of  poison]  in  his  jacket  pocket. 

—Too  Rich  to  Live,  by  LAWRENCE  LIGHT! 

As  Good  As  It  Gets  People  have  searched  the  world 
over  for  something  better  [than  sweet  corn]  and  didn't  find  il 
because  it's  not  there.  There's  nothing  better,  not  even  sex. 

—GARRISON  KEILLOR,  Leaving  Home  fl 
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lurrent  Events 


y  Caspar  W.  Weinberger,  chairman 


The  Books  of  Summer  XIII 


HIS  YEAR  BROUGHT  ANOTHER  SPLENDID  CROP  OF  AMERICAN 
istories,  biographies  and  novels,  a  continuing  and  most  welcome 
•end.  Of  the  histories,  the  best  in  many  ways  is  (776 — by  David 
IcCullough  (Simon  &  Schuster,  $32).  It  is  a  chronical  of  the  most 
nportant  and  defining  year  in  American  history  and,  in  the  words 
f  one  critic,  in  "the  history  of  the  modern  world."  McCullough 
as  long  since  earned  his  spurs  with  such  books  as  John  Adams, 
ruman  and  Mornings  on  Horseback.  Now,  with  1776,  he  has  cho- 
:n  to  write  about  the  year  when  it  finally  became  clear  that  with 
erseverance  and  sufficient  will  and  courage  we  could  win  the  Rev- 
lution  and  launch  our  new  nation.  It  is  the  story  of  men  and 
/omen  from  all  walks  of  Colonial  life — American  loyalists,  as  well 

Is  British — who  were  caught  up  in  

lie  Revolution.  This  book  reinforces 

he  image  we  have  always  had  of  IMwrTijHlfr  -  ft  .  '  ~?'r 
jeorge  Washington's  leadership  and     1  l'i  liUlffMfc1  *Bk 

f  his  ability  to  judge  accurately  other 
nen's  characters  and  inspire  them. 

Of  Washington's  immediate  con- 
:mporaries,  the  next  most  influential 
unerican  was  Benjamin  Franklin. 
Jthough  many  biographies  have  been  written  about  him,  there 
as  never  been  a  better  one  than  Benjamin  Franklin:  An  American 
ife — by  Walter  Isaacson  (Simon  &  Schuster,  $30).  Published  in 
003  to  rave  reviews  by  all  the  critics,  this  biography  is  likely  to 
ecome  the  standard  by  which  other  volumes  on  this  extraordi- 
ary  human  being  are  judged.  As  David  McCullough,  in  a  splendid 
iimmary  of  this  incomparable  man's  life,  put  it,  Franklin  is  "one 
f  those  Americans  about  whom  we  can  never  know  enough." 

Isaacson,  head  of  the  Aspen  Institute  and  former  chairman 
nd  CEO  of  CNN,  writes  with  great  verve  and  bases  his  work 
n  thorough  and  solid  research.  Particularly  interesting  is  the 
sction  dealing  with  Franklin's  service  in  France  as  America's 
rst  diplomat.  (Franklin  had  almost  daily  quarrels  with  John 
Ldams,  our  other  representative  to  Paris.)  The  French  loved 
ranklin  for  his  practical  skills  and  inventive  genius.  He  was  a 
lan  of  great  humor,  who  believed  in  the  wisdom  of — as  well  as 
le  need  to  protect  the  rights  of— the  common  citizen.  Franklin 
ras  full  of  gaiety  and  gallantry;  all  the  women  loved  him 
ecause  he  loved  them  all.  He  did  more,  perhaps,  than  any  other 
erson  ever  has  to  secure  the  admiration  of  the  world. 

H.W.  Brands'  Andrew  Jackson:  A  Life  and  Times  (Doubleday, 
35;  due  in  October  2005)  is  sure  to  become  the  major  Jackson 
iography.  A  man  of  many  talents  and  achievements,  Jackson 
'as  our  first  populist  President.  He  was  a  very  real  "man  of  the 
eople,"  who  did  not  have  the  aristocratic  background  many  of 
ie  Founding  Fathers  possessed.  Far  less  is  known  about  Jackson 


than  about  the  others,  yet  he  played  a  major  role  in  making  the 
U.S.  what  it  is  today.  He  was  determined  to  preserve  the  union, 
whose  future  was  much  in  doubt  before  he  became  President. 
Jackson  believed  in  a  participatory  democracy,  and  he  practiced 
it.  As  a  result  the  U.S.  became  a  far  different  and  much  stronger 
country  than  it  had  been  in  its  early  years. 

1  thoroughly  enjoyed  Last  Call  for  Blackford  Oakes  (Harcourt, 
$25),  William  F.  Buckley  Jr.'s  latest  excursion  into  the  difficult 
world  of  espionage.  And  this  is  arguably  his  best  in  the  Oakes 
series.  (Blackford  Oakes  is  America's  best  secret  agent.)  This  tale 
recounts  some  real  and  some  extremely  fictional  situations  in 
which  his  brilliant  character  finds  himself.  One  such  example  is 

a  peace  conference,  hosted  by  the 
Soviets,  to  which  many  rather 
dubious  characters  from  the  West 
are  invited.  Buckley  describes  what 
happens  at  a  reception  given  by 
Pierre  Trudeau,  former  prime 
minister  of  Canada — and  about 
whom  Ronald  Reagan  had  doubts. 
Excerpt:  Trudeau  was  listening  to 
Mexico's  Carlos  Fuentes,  when  he  spotted  Graham  Greene.  "That 
was  a  stirring  speech  you  gave,"  Trudeau  said  [to  Greene].  "It  is  a 
novel  idea,  that  the  time  has  come  for  Catholics  and  Communists 
to  work  together.  How  can  Catholics  in  Cuba  be  expected  to  work 
together  with  Fidel  Castro,  when  he  persecutes  [them]?" 

"  There  is  a  great  deal  of  exaggeration  on  that  subject,  Pierre.  I've 
been  in  Cuba  several  times  and  spent  some  time  with  Mr.  Castro — " 
"  You  are  recorded  as  having  been  with  him  until  5:00  a.m. " 
Greene  smiled.  "Yes,  Castro  keeps  late  hours.  Some  people  tend 
to  do  so.  Are  you  up  late  at  night,  Pierre?" 

"  That  depends  on  the  alternative.  I  suppose  it  is  appropriate  to 
pledge  that  we  should  all  stay  up  late  if  required  to  avoid  nuclear  war. " 

Greene  did  not  think  that  especially  amusing.  "I  have  stayed 
up  late  at  night,  without  feeling  any  inclination  to  do  so,  ever  since 
Ronald  Reagan  was  reelected  President  of  the  United  States. " 

"Yes,"  Trudeau  said.  "In  fact,  I  remember  your  saying  four 
years  ago  that  you  would  desert  the  West  to  live  in  a  Communist 
country  if  Reagan  was  reelected." 

"  That  alternative  was  exaggerated. " 
"By  the  press,  or  by  you?" 

Last  Call  for  Blackford  Oakes  is  a  startlingly  real  picture  of  the 
Soviet  Union  before  its  implosion.  We  learn  how  we  ultimately 
won  the  Cold  War — yet  how  close  we  came  to  losing  it — and  how 
much  we  owe  to  those  who  daily  risk  their  lives  for  the  rest  of  us. 

Incidentally,  Blackford  Oakes  is  modeled  after  the  man  Buck- 
ley himself  had  hoped  to  be.  Not  a  bad  choice  for  a  role  model!  F 
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Flying  Eclipse's  Pocket  Jet 


[Y  FAVORITE  BUSINESS  STORIES  SHARE  A  PLOTLINE.  IT  GOES  LIKE 
lis:  Technology  evolves.  New  capabilities  result.  An  entrepre- 
eur  sees  this  and  starts  a  company.  The  establishment  laughs 
ff  the  startup.  Sure  enough,  the  startup  makes  a  few  rookie 
rrors.  The  old  guard  clucks  knowingly. 

Then  the  startup  begins  to  make  real  progress.  The  old  guard 
unkers  in.  They  go  into  denial:  "Japanese  cars  are  toys."  "Who 
Bally  needs  a  personal  computer?"  "CEOs  don't  surf  the  Web." 
Nobody  can  build  a  jet  that  cheap." 

This  is  the  fourth  column  I've  written 
n  Eclipse  Aviation.  Same  old  plotline 
/rapped  in  a  sexy  industry:  airplanes, 
iclipse  was  started  in  1998  by  Vern 
laburn,  a  software  veteran  from  Micro- 
oft,  Lotus  and  Symantec.  He  saw  a  hole 
ti  the  aviation  market — tiny  jets  made 
afer  and  more  efficient  with  digital  con- 
rols.  Priced  at  half  the  competition's. 

Four  hundred  million  dollars  of  start- 
ip  capital  and  many  hiccups  later,  the  first 
Iclipse  500  jet  is  on  the  cusp  of  certifica- 
ion:  Expect  it  early  next  year.  The  new 
ix-seater  will  fly  as  high  as  41,000  feet,  cruise  at  430mph  and 
ip  fuel.  It  will  be  priced  just  shy  of  $1.5  million.  Of  course,  that's 
0%  more  than  Eclipse  promised  in  1998.  But  entrepreneurs  are 
orn  optimists.  Even  at  $1.5  million  the  Eclipse  500  is  $1  million 
heaper  than  its  closest  rival. 

7,000  Feet  Over  Albuquerque 

ast  month  I  flew  the  Eclipse  500  at  the  company's  home  base, 
Jbuquerque  International  Sunport  Airport.  The  jet  I  flew  was  a 
:st  model.  This  I  deduced  from  the  temporary  seats  and  lack  of 
reature  comforts,  such  as  air-conditioning.  Another  clue  was 
;eing  two  men  standing  by  with  fire  extinguishers  as  we  flipped 
le  ignition  switches. 

Yes,  you  do  flip  an  ignition  switch.  This  may  surprise  nonpilots, 
ut  cranking  up  airplane  engines — whether  piston,  turboprop 
r  jet — has  always  been  multistepped.  Not  so  with  the  Eclipse.  Just 
ip  a  switch  on  the  ceiling  and  one  candle  lights.  To  light  the  other, 
ip  the  second  switch.  You're  now  ready  to  taxi,  take  off  and  fly. 

On  a  cool  day  the  Eclipse  jet  lifts  off  at  108mph.  But  at  95 
egrees  Fahrenheit  and  5,352  feet  above  sea  level,  with  no  takeoff 
aps,  we  needed  more  ground  speed.  Because  the  Eclipse  rides 
lose  to  the  pavement  and  has  a  small  cockpit,  the  acceleration 
fas  thrilling.  We  finally  broke  the  Earth's  grip  at  126mph. 

The  test  jet  I  flew  had  no  autopilot  to  keep  the  plane 
mooth  in  turbulence.  Climbing  to  17,000  feet  was 


bumpy,  and  I  turned  the  controls  over  to  Terry  Tomeny,  a  former 
F-16  jock  and  now  chief  of  flight-test  engineering  for  Eclipse. 
When  we  got  up  to  smooth  air  he  returned  the  controls  to  me. 
The  plane  has  no  yoke  (and  that's  no  joke).  It's  controlled  by  a  joy- 
stick on  the  window  armrest,  giving  the  pilot  a  clear  view  of  three 
large  computer  displays.  Gone  are  the  myriad  dials  and  gauges 
of  older  airplanes.  The  color  displays  show  the  usual  data — air- 
speed, climb  rate,  moving  maps — and  some  new  twists,  such  as 
graphic  depiction  of  aircraft  systems. 

We  love  it  when  jets  fly  fast.  But  it's  crit- 
ical that  they  also  be  able  to  fly  slowly.  Slow 
enough  to  maneuver.  Slow  enough  to  land. 
The  Eclipse  is  the  new  world  champ  of  slow 
jet  flight — cruising,  descending  or  landing. 
Large  flaps  move  out  and  down,  placing  the 
jet  on  a  landing  path  at  speeds  similar  to 
those  of  piston  prop  jobs.  Flying  at  230mph, 
I  eased  power  and  dropped  the  flaps  and 
landing  gear.  Within  five  seconds  the  jet  was 
flying  at  160mph.  Being  able  to  make  quick 
changes  in  speed  is  essential  for  safety,  and 
because  the  Eclipse  can  land  slowly,  it  can 
be  stopped  quickly  on  the  ground.  On  any  but  the  hottest  of  days, 
runways  as  short  as  2,500  feet  should  pose  no  problems  for  this  jet. 

Quick  acceleration  is  also  crucial.  Some  jets  have  an  annoying 
problem  called  spoolup  lag.  Engines  are  slow  to  respond  when  you 
push  in  the  power.  During  World  War  II,  America's  P51  Mustang 
fighter,  a  single-engine  prop  plane,  creamed  the  first  fleet  of  Ger- 
man combat  jets,  the  Messerschmitt  262.  The  Messerschmitt  was 
lOOmph  faster  than  the  Mustang  and  on  paper  looked  like  a  win- 
ner. But  it  had  lousy  acceleration.  The  Mustang  won  the  dogfights. 

Spoolup  lag  was  probably  responsible  for  the  1979  crash  in 
which  New  York  Yankee  catcher  Thurman  Munson  was  killed. 
While  practicing  landings  in  his  early  model  Citation,  Munson 
flew  too  low  on  final  approach.  He  pushed  in  power  too  late  and 
crashed  short  of  the  runway. 

The  Eclipse  500  is  as  quick  as  a  bumblebee.  Simulating  an 
aborted  landing  and  "go  around"  at  17,000  feet,  I  found  no  lag  at  all. 

Eclipse,  the  company,  is  about  80%  of  the  way  to  success.  It 
has  raised  $400  million  from  Bill  Gates  and  others.  My  guess  is 
that  it  needs  another  $100  million  to  complete  FAA  certification 
and  ramp  up  production.  Founder  and  CEO  Raburn  says  he  has 
2,200  cash  deposits.  His  break-even  is  500  planes  a  year.  I  think 
Eclipse  will  succeed  and  shock  the  establishment.  But  then,  I'm 
a  sucker  for  these  plotlines.  F 


FOrl)CS  I  ^'sit  ^'cl1  Karlgaard's  home  page  at  www.life2where.com 
— Micon,  |  or  e-mail  him  at  publisher@forbes.com. 
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Ihe  Internal  Rev- 
enue Service  says 
Las  Vegas  enter- 
tainer Wayne  Newton 
owes  another  $1.7  mil- 
lion in  taxes  and  penal- 
ties for  a  myriad  of  issues 
from  1997  to  2000.  The 
feds  say  he  omitted 
income,  took  improper 
deductions  for  mortgage 
interest,  maintenance 
and  security  at  his  resi- 
dence, and  shouldn't 
have  written  off  a 
$51,950  loss  on  the  sale  of  two  antique  cars.  In  a  just-filed  U.S. 
Tax  Court  lawsuit  with  wife  Kathleen,  Newton,  63,  said  many  of 
the  disputed  items  were  justified  by  a  business  need  to  main- 
tain "an  image  of  larger-than-life  glamour,  sophistication  and 
elegance."  Blaming  shady  or  inept  business  managers,  Newton 
filed  for  bankruptcy  in  1992.  In  this  case  he  puts  his  average 
annual  taxable  income  for  the  four  years  at  $790,000;  the  IRS 
says  it's  upwards  of  double  that.  — Janet  Novack 

Potential  Material  for  the  Sequel 

Kaleil  Tuzman,  who  memorably  burned  through  $60  million  of 
investor  money  trying  to  build  the  online  parking  ticket  pay- 
ment business  GovWorks  in  the  2001  fly-on-the-wall  documen- 
tary Startup.com,  is  back.  He's  a  partner  of  Toronto  venture  cap- 
italist Scott  Paterson,  ex-head  of  Yorkton  Securities,  who  was 
banned  for  two  years  by  Ontario  securities  regulators  after  alle- 
gations that  he  failed  to  disclose  the  firm's  large  holdings  in  tech 
stocks  being  touted.  The  two  have  invested  in  JumpTV,  catering 
to  expatriates,  and  Symbility,  which  makes  software  for  insur- 
ance adjusters.  — David  Whelan 


Black  and  White  and  Dead  All  Over? 

Gannett's -effusive  announcement — "exactly  the  right  deci 
sion" — that  broadcasting  division  head  Craig  Dubow  would 
succeed  Douglas  H.  McCorkindale  as  the  media  company's  ton 
dog,  effective  last  month,  may  not  have  been  the  full  story.  Gan 
nett  had  hired  headhunter  Spencer  Stuart  (Informer,  Nov.  1 
2004),  which  conducted  an  exhaustive  national  search  tha 
proved  to  be  impeded  by  a  newspaper  industry  looking  mor 
antiquated  each  day — with  Gannett,  having  the  nation's  bigges 
daily  newspaper  circulation,  front  and  center.  Our  sources  saj 
that  Judith  McHale,  Discovery  Networks  president  and  chie 
executive,  was  courted  for  the  position.  There  was  no  commen 
from  anyone.  —Brett  Putty 

Really  Getting  Away  From  Silicon  Valley 

Rumors  that  Carleton  S.  Fiorina,  the  recently  ousted  head  o\ 
Hewlett-Packard,  now  eyes  a  career  in  government  or  politics 
are  likely  to  increase  now  that  she  and  her  husband,  Frank,  jusl 
plunked  down  $3.6  million  for  a  luxury  condo  in  the  swank 
Georgetown  section  of  Washington,  D.C.  Property  records  sajj 
that  the  3,708-square-foot,  three-bedroom,  2'/2-bath  pad  sits 
in  a  Ritz-Carlton  complex  with  hotel  amenities.  No  comment 
from  Fiorina.  — Matthew  Swibel 


Even  the  IRS  Links  Death  and  Taxes 

Last  month  the  IRS  issued  electronically  a  press  release  that, 
among  other  things,  touted  its  efforts  to  settle  hundreds  of 
cases  involving  the  so-called  "Son  of  Boss"  abusive  tax  shelter, 
However,  the  subject  line  of  the  e-mail  wrongly  stated  that  the 
matter  concerned  "Son  of  Sam."  That's  the  name  adopted  by 
David  Berkowitz,  who  shot  13  persons,  6  fatally,  in  the  mid- 
1970s  during  a  terror  spree  in  New  York  City  that  featured  mes- 
sages from  the  killer.  Within  an  hour  the  tax  agency  transmit- 
ted a  correction.  —J.N.  and  William  P.  Barrett 


ImagineJUl  the  Immaterial  Weaknesses 


The  Sarbanes-Oxley  Act  of  2002  requires  public  companies  to  disclose  "material  weaknesses"  found  in  their  internal  controls 
over  financial  reporting.  Judging  from  these  recent  reports,  there's  a  fair  amount  of  flab  still  out  there.  —Tatiana  Serafin 


COMPANY 


DEFICIENCIES  CITED  INCLUDE 


AIG 


Carmike  Cinemas 

accountants  unable  to  handle  unusual  transactions 

General  Electric 

"accounting  for  hedge  transactions" 

Kroger 

"determination  of  deferred  income  tax  balances" 

Princeton  Review 

"revenue  recognition" 

Sharper  Image 

net  income  overstated  because  of  incorrect  cost  of  goods  sold 

Sports  Resorts  International 

too  few  staffers  in  accounting  ' 

Toys  "R"  Us 

accounting  for  leases  and  leasehold  improvements  JnHLe 

Sources:  Company  filings  with  the  ; 

ties  &  Exchange  Commission;  Compliance  Week.                                                                      DKr  c 
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JiiLMy  Mind 


By  Ray  Kurzweil,  author  of  The  Singularity  is  near:  when  humans  transcend  biology  (Viking,  forthcoming) 


Long  Live  AI 


Reports  of  the  death  of  artificial  intelligence  were  greatly  exaggerated.  Get  ready  for 
nanobots  in  the  body  that  root  out  disease  and  keep  us  young. 


A  COUPLE  OF  DECADES  BEFORE  THE  BOOM-BUST  CYCLE  IN 
e-commerce  and  telecommunications  there  was  a  similar  phe- 
nomenon in  artificial  intelligence.  Many  people  think  the  so- 
called  AI  winter  in  the  1980s,  when  many  AI  companies  folded, 
was  the  end  of  the  story.  But  boom-bust  cycles  are  sometimes 
harbingers  of  true  revolutions  (recall  the  railroad  frenzy  of  the 
19th  century),  and  we  see  the  same  phenomenon  in  AI. 

Artificial  intelligence  permeates  our  economy.  It's  what  I 
define  as  "narrow"  AI:  machine  intelligence  that  equals  or 
exceeds  human  intelligence  for 
specific  tasks.  Every  time  you 
send  an  e-mail  or  make  a  cell 
phone  call,  intelligent  algorithms 
route  the  information.  AI  pro- 
grams diagnose  heart  disease,  fly 
and  land  airplanes,  guide 
autonomous  weapons,  make 
automated  investment  decisions 
for  a  trillion  dollars'  worth  of 
funds  and  guide  industrial 
processes.  These  were  all  research 
projects  a  couple  of  decades  ago. 
If  all  the  intelligent  software  in 
the  world  were  to  suddenly  stop 
functioning,  modern  civilization 
would  grind  to  a  halt. 

So  what  are  the  prospects  for 
"strong"  AI,  which  I  describe  as 
machine  intelligence  with  the  full 
range  of  human  intelligence?  We 
can  meet  the  hardware  require- 
ments. I  figure  we  need  about  10 
quadrillion  calculations  a  second 
to  provide  a  functional  equivalent 

to  all  the  regions  of  the  brain.  IBM's  Blue  Gene/L  computer  is 
already  at  100  trillion.  If  we  plug  in  the  semiconductor  indus- 
try's projections,  we  can  see  that  10  quadrillion  calculations  a 
second  will  be  available  for  $1,000  by  around  2020. 

So  now  the  controversy  is  focused  on  the  algorithms.  To  un- 
derstand the  principles  of  human  intelligence  we  need  to  reverse- 
engineer  the  human  brain.  Here  progress  is  far  greater  than  most 
people  realize.  The  spatial  and  temporal  resolution  of  brain  scan- 
ning is  progressing  at  an  exponential  rate,  roughly  doubling  each 
year.  Scanning  tools  can  see  ijidividual  interneuronal  connec- 
tions and  watch  them  fire  in  real  time.  We  already  have  mathe- 
matical models  and  simulations  of  a  few  dozen  regions  of  the 


'Machines  far  exceed  humans  at  logical  analysis 
and  searching.  A  couple  of  minutes  spent  with 
Google  demonstrates  that  superiority." 


brain,  including  the  cerebellum,  which  comprises  more  than  hal 
the  neurons.  It  is  reasonable  to  conclude  that  in  two  decades  we 
will  have  effective  models  for  most  of  the  brain. 

Machines  can  now  far  exceed  human  capabilities  at  such 
tasks  as  logical  analysis  and  searching  through  vast  databases 
A  couple  of  minutes  spent  with  Google  demonstrates  thai 
superiority.  The  strength  of  human  intelligence  lies  in  oul 
ability  to  recognize  patterns.  But  machines  are  gradually  gain- 
ing in  this  type  of  ability  as  well. 

Our  technology  is  alsc 
shrinking  at  an  exponential  rate 
By  the  2020s  nanotechnology  wil 
let  us  build  vast  numbers  of  tiny 
machines  at  the  molecular  level 
The  killer  app  of  strong  AI,  com- 
bined with  nanotechnology,  wil] 
be  blood-cell-size  robots  called 
nanobots.  We'll  have  billions  of 
them  traveling  in  our  blood 
stream,  communicating  with  one 
another  on  a  wireless  local  area 
network  and  transmitting  infor- 
mation and  software  to  and  from 
the  Internet.  They'll  keep  usi 
healthy  by  destroying  pathogens 
and  cancer  cells,  removing  debris 
correcting  DNA  errors  and  other 
wise  reversing  disease  and  aging 
processes. 

They'll  also  go  inside  our 
brain  capillaries  and  interact  with 
our  biological  neurons.  By  aug 
menting  and/or  replacing  the  sig 
nals  from  our  real  senses,  they'll 
provide  full- immersion  virtual  reality  from  within  the  nervous 
system.  "Experience  beamers"  will  send  their  entire  flow  of  sen 
sory  and  emotional  experiences  onto  the  Internet  the  way  peo- 
ple now  beam  images  from  their  Web  cams.  We'll  be  able  to  plug 
in  and  experience  what  it's  like  to  be  someone  else. 

The  result  will  be  a  profound  transformation  of  business, 
commerce  and  society.  We'll  come  up  with  solutions  to  improve 
our  health,  clean  up  the  environment  and  provide  for  an 
expanding  human  population.  Keep  in  mind  that  this  is  not  an 
alien  invasion  of  intelligent  machines  coming  to  compete  with 
us.  It  is  already  in  our  pockets,  will  soon  migrate  into  our  cloth- 
ing and  will  make  its  way  into  our  bodies  and  brains. 
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All  IT  Systems 


One  Service  Team 


For  multi'Vendor,  crosS'platform  service  and  support,  Fujitsu  is  the  one. 


From  mainframes  to  servers,  notebooks, 
d  Tablet  PCs,  no  other  company  provides 
the  full  spectrum  of  services  to  support 
business-critical  computing  like  Fujitsu.  In 
Edition  to  our  own  products,  we  support 
a  variety  of  platforms  such  as  Sun™,  IBM®, 
and  HP,  plus  OS/3906,  UNIX®,  Windows® 
^nd  Linux  environments.  We  also  provide 
services  that  improve  the  operation 
of  your  existing  IT  investments  and 
drive  down  costs.  So,  if  it's 
critically  important  to  a  ClO's  IT 
infrastructure,  we  service  it. 


PRIMEPOWER*"  Servers 


PRIMERGY*  Servers 


m 


LifeBook*  Notebooks 


PRIMEQUEST"  Servers 


With  more  than  30  years  of  direct 
experience  collaborating  with  our  customers 
and  aligning  their  IT  and  business  objectives, 
we've  learned  what  it  takes  to  maintain  a 
wide  variety  of  complex,  mission-critical  IT 
environments — and  deliver  a  higher  level  of 
service,  for  multi-vendor,  cross-platform 
environments.  We  provide  a  single  point  of 
contact  and  full  accountability  to 
reduce  the  complexity  and  cost  of 
support,  streamlining  operations  to 
offer  greater  business  value. 


To  learn  more  reasons  why  ClOs  entrust  their  IT  systems  to  Fujitsu,  visit 
us.fujitsu.com/computers/services  or  call  I  -800-83  I  -3  1 83. 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


MS  Fuirt-u  Coroutw  Systems  Corporate  All  rights  reserved  Fu,K5u.  the  Fujitsu  logo.  PWMEPOWER.  PRIMEQUEST  and  UfaBoc*  are  registered  trademarks  of  Fujitsu  United  m  the  United  Sates  and  other  countries  PWMERCY  ,s  a  I  egjstered  trademark  of 
sVmtns GmbH  „ uZli  State?  and  othe,  courses  IBM  and  OS/390  are  registered  trademarks  of  IBM  Corporation  in  the  Un„ed  States,  other  countne,  or  be*.  Sun  is  a  ,,-ademark  of  Sun  M,cros,s<en,s.  Inc.  ,n  the  U.S.  and  other  country 
UNIX  is  a  reg,stered  trademark  o(The  Open  Graup  in  the  Unrtcd  States  and  other  countries.  Windows  ,s  a  registered  tradematk  of  Microsoft  Corporation  All  other  trademarks  mentioned  herein  are  the  property  ol  the,,  respective  owners. 
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Follow-Through 

JUNE  7,  2004 

Smuggler 
Grounded 


INVESTMENT  GUIDE 


EEni 


smuggling  and  money  laundering,  among 
other  felonies.  Authorities  believe  she^  made 
$30  million  over  her  15-year  run.  Ping 
financed  the  notorious  1993  voyage  of 
the  Golden  Venture,  from  China's  Fujian 
Province.  The  ship  ran  aground  off 
Queens,  N.Y.,  stranding  300  and  killing 
10.  Ping,  56,  faces  35  years  in  prison. 
— Michael  Maiello  and  Susan  Kitchens 


CARGO 

WHO  GETS  RICH  OFF 
ILLEGAL  ALIENS 


ALSO* 

KILL  BILL! 
IBM  TAKES  ON 
MICROSOFT 
AVOIDING 
SUMMER 
BLACKOUTS . 


A measure  of  justice  was  meted  out  this 
summer  to  one  of  the  most  notori- 
ous middlemen  we  exposed  in  our 
story  on  illegal  immigrant  smuggling. 
Known  in  New  York's  Chinatown  as  Sister 
Ping,  Cheng  Chui  Ping  was  convicted  in  a 
New  York  City  federal  court  of  human 


APRIL  1,  2002 

Smelly  Cheese 

■  n  October  2001  we  put  Suprema  Special- 
Ities  on  FORBES'  200  Best  Small  Compa- 
I  nies  List.  Six  months  later  we  reported 
that  the  vendor  of  specialty  cheeses  had 
declared  bankruptcy  and  was  under  inves- 
tigation by  three  different  federal  agencies. 
Since  then  the  feds  have  found  plenty  of 
wrongdoing.  The  Paterson,  N.J.  company's 
founder  and  former  chief  executive,  Mark 
Cocchiola,  and  former  chief  financial  offi- 
cer, Steven  Venechanos,  are  facing  38  con- 
spiracy and  fraud  counts.  Among  the  alle- 
gations: The  defendants  labeled  cheeses 
"all-natural,"  even  though  they  contained 
artificial  ingredients.  Authorities  say  the 
duo  paid  kickbacks  to  vendors  and  cus- 
tomers who  helped  falsify  financial  records 


for  close  to  $700  million,  or  60%,  of  thd 
company's  $1.13  billion  in  sales  between 
1998  and  200 1 .  Cocchiola  and  Venechanos 
have  pleaded  not  guilty.  — Nicole  Ridgway 

JUNE  9,  2003 


A  $50,000 
Incentive 


Mercedes  thought  it  had  an  effective 
technique  for  selling  its  $308,000 
Maybach  57  when  it  launched  the 
car  in  2003.  Buyers  custom-designed  their 
vehicles  in  a  virtual  reality  studio  at  a  deal- 
ership, then  waited  four  to  six  months  for 
delivery  from  Germany.  But  facing  fresh 
competition  from  Rolls-Royce  and  Bent- 
ley,  the  brand  has  stalled.  Mercedes  sold 
only  500  Maybachs  worldwide  last  year, 
half  its  projection.  Mercedes  says  it's  satis- 
fied with  sales  but  has  a  new  strategy:  Give 
dealers  a  $50,000  depreciation  allowance 
to  compensate  them  for  keeping  a  May- 
bach  on  hand  and  racking  up  5,000  miles 
or  so  driving  it  around  to  fancy  events. 
Mercedes  is  also  offering  a  discount  of  up 
to  $50,000  to  luxury  hotels  that  purchase  a 
Maybach  to  escort  high-roller  guests. 

— Joann  Muller 


85  YEARS  AGO  IN  FORBES  I  JULY  10.  IS20 

Time  Bandits  The  world  wants  brevity.  The  automobile  is  so 

popular  because  it  has  shortened  distances.  The  telephone,  the  tele- 
graph, the  cabje,  wireless,  all  have  won  their  way  by  the  same  appeal. 
Brevity  saves  time.  And  since  life  consists,  of  time,  brevity  may  be  said 
to  save  life.  Brevity  is  in  greater  demand  today  than  ever  before. 
Yesterday  was  the  day  of  the  leisurely  sailing  ship.  Today  is  the  day  of 
the  steam,  oil  and  electric  power  ship.  Tomorrow  will  be  the  day  of 
the  flying  ship.  All  inspired  by  the  quest  for  abbreviating  space  and 
saving  time. 
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Chrysler's  PR  Challenge 

One  problem  Chrysler  hasn't  been  able  to 
lick  is  the  avalanche  of  bad  publicity.  The 
good  news  won't  make  TV,  and  on  the 
weekend  dealers  will  be  telephoning  Lee: 
lacocca  complaining  that  the  bad  publicity 


is  scaring  away  customers.  Chrysler  was  losing  100  dealers  a 
month  in  the  spring;  the  attrition  is  down  to  about  50  a  month 
now,  but  the  dealer  total  is  about  4,000,  from  4,400  at  the  year's 
start.  "If  only  we  could  get  off  the  front  pages  about  going 
bankrupt,"  moans  lacocca. 

Former  chairman  lacocca  is  pitching  Chrysler's  cars  in  a  series  of 
new  TV  commercials. 

20  YEARS  AGO  IN  FORBES  I  APRIL  8,  1985 

Popcorn  Economics  The  multiplex  has  sharply 

reduced  the  theater  owner's  costs,  since  there  is  only  one  ticket 
stand,  one  highly  automated  projection  booth,  a  single  manager 
and  one  very  busy  candy  counter  to  serve  them  all.  The  multiplex 
has  transformed  an  exhibitor's  economics  on  the  revenue  side  as 
well,  raising  his  odds  of  booking  a  hit.  The  most  aggressive  to  react 
to  the  new  theater  chain  economics  is  Kansas  City,  Mo.-based  AMC 
Entertainment,  whose  800  screens  make  it  the  country's  third- 
largest  exhibitor. 
AMC  is  merging  with  Loews. 


32     FORBES"  August  15,  2005 


t#s  time  to 
ownsize  downtime. 

's  time  for  work  to 
ave  a  flexible  address 


t#s  time  for Treo™ 


the  first  time,  Treo,  Sprint,  and  Good  come  together  to  deliver  an  end-to-end  mobile  solution  for  business. 

3  Sprint  PCS  Vision  Smart  Device  Treo  650-powered  by  Intel®  Mobile  Media  Technology-combines  phone, 
ail  and  web  access*  with  the  Sprint  Nationwide  PCS  Network.  Plus,  GoodLink  means  real-time  wireless 
ess  to  Microsoft  Outlook  for  all  email,  calendaring,  notes,  and  attachments. 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com  for  more  information. 


l!P  Northwestern  Mutual 

FINANCIAL  NETWORK® 

Tlie  Quiet  Company* 


"The  Quiet  Cor 
Mbrthwestern  fv! 
Insurance  Comr. 


a  registered  trademark  of  The  Northwestern  Mutual  Life  Insurance  Company.  Milwaukee.  Wl. 
iciai  Network*  is  a  marketing  name  for  the  sales  and  distribution  arm  of  The  Northwestern  Mutual 
*ukee,  Wl,  and  its  affiliates.  Securities  offered  through  Northwestern  Mutual  Investment  Services. 


3echtel's  project  to  clean  up  the  biggest  nuclear  waste  site  in  America  is  now  in  limbo. 
A/no's  to  blame?  By  Christopher  Helman 


UNDERNEATH  THE  TUMBLEWEEDS 
in  the  desert  of  southeastern 
Washington  lies  the  most  dan- 
gerous waste  dump  in  America. 
Here,  at  the  Hanford  Reserva- 
ion,  the  U.S.  government  produced  74 
ons  of  plutonium  for  atomic  warheads 
luring  the  Cold  War,  leaving  behind  53 
nillion  gallons  of  plutonium-laden  sludge 
n  177  underground  tanks.  Leaks  in  a  third 
»f  those  tanks  have  leached  a  million  gal- 
3ns  of  toxic  goo  into  the  earth.  The  water 
able  is  300  feet  down;  the  Columbia  River 
lows  8  miles  away.  For  good  reason,  the 


1 50,000  people  downstream  are  worried. 

Uncle  Sam  has  been  trying  to  clean  up 
the  site  for  16  years.  After  false  starts — and 
a  quadrupling  of  the  price  tag  to  a  possible 
$10  billion — the  skeleton  of  the  largest  nu- 
clear waste  treatment  plant  in  the  world  fi- 
nally went  up.  The  plan  is  to  transform  the 
sludge  into  glass  blocks,  where  the  trapped 
isotopes  would  decay  harmlessly  over 
10,000  years.  But  in  late  June,  after  a  de- 
tailed inspection  by  the  Army  Corps  of  En- 
gineers, the  Department  of  Energy  shut 
down  the  project.  Just  who  is  at  fault  for 
the  engineering  screwups  is  a  matter  of  dis- 


pute. The  House  Subcommittee  on  Energy 
&  Water  Development  has  called  for  a 
complete  audit,  indicating  that  it  believes 
the  project  could  cost  an  additional  $4  bil- 
lion and  another  four  years. 

In  charge  of  the  plant  is  Bechtel  Na- 
tional, a  unit  of  the  $17  billion  (sales)  con- 
struction giant.  Three  main  buildings  will 
contain  250,000  cubic  yards  of  concrete, 
30,000  tons  of  steel  and  1,600  miles  of 
cable.  Bechtel  National's  Hanford  project 
director,  James  Henschel,  predicts  it  will  be 
so  robust  that  "this  will  be  the  last  building 
standing  on  earth." 
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front 


Congress  fears  new  seismic  engineering 
could  add  f  OUT  yQ&YS  and 

$4  billion  to  the  project. 


If  it  ever  gets  finished.  Now  that  it's 
one-third  built  comes  the  revelation  that 
the  Energy  Department  and  Bechtel  grossly 
underestimated  how  strong  the  plant  must 
be  to  withstand  severe  earthquakes.  The 
project  had  slowed  even  before  new  Energy 
Secretary  Samuel  Bodman  called  a  halt  to 
construction  on  the  core  of  the  plant.  Bech- 
tel has  laid  off  1,000  workers. 

If  those  workers  are  unsettled  by  the 
shaky  state  of  this  project,  Bechtel  is  not. 
This  is  a  cost-plus-incentive-fee  deal.  The 
construction  firm  puts  up  no  capital  but  is 
guaranteed  at  least  something  and  could 
get  as  much  as  $425  million  in  gross  profit. 
"They  need  only  show  up  with  two  hands 
and  a  brain,"  says  an  Energy  Department 
manager.  Contracts  like  this  (common  in 
defense  procurement)  reward  speed,  cost 
containment  and  quality  of  work.  In  the 
most  recent  contract  Bechtel  gets  up  to 
$114  million  in  fees  for  hitting  milestones; 
another  $110  million  depends  on  the  qual- 
ity of  the  glass  logs.  (That  work  relies  on 
melter  technology  from  Duratek,  a  waste 
management  outfit.)  And  the  big  one:  For 
every  dollar  under  the  current  $5.6  billion 


projected  total  cost,  Bechtel  keeps  50  cents, 
up  to  $200  million.  These  numbers  will 
have  to  be  renegotiated  now  that  new  seis- 
mic work  is  going  to  change  the  design. 

Such  are  the  vicissitudes  of  big,  messy 
public  projects.  This  one  started  in  1998, 
when  Uncle  Sam  hired  British  Nuclear 
Fuels  to  build  a  vitrification  plant  for  $2.3 
billion.  When  the  U.S.  insisted  that  BNFL 
finance  construction  itself,  cost  estimates 
climbed  to  $]  5.2  billion — which  triggered 
congressional  hearings.  After  revelations  of 
problems  at  a  nuclear  site  in  Britain,  the 
Energy  Department  fired  BNFL  in  2000. 

Bechtel  was  called  in.  The  San  Fran- 
cisco contractor  entered  the  megaproject 
era  in  1931,  part  of  a  consortium  to  build 
the  Hoover  Dam.  Then  the  world's  biggest 
engineering  marvel,  the  dam  came  in  at 
$165  million,  under  budget  and  two  years 
ahead  of  schedule.  Safety  regulations  would 
make  repetition  impossible  today:  100 
workers  died  building  the  dam.  Bechtel  has 
also  had  a  taste  of  recent  imbroglios.  The 
lead  contractor  on  Boston's  Big  Dig — a 
nightmare  that  dragged  on  for  20  years  and 
ran  $12  billion  over  the  original  estimate — 


Bechtel  says  it  earned  $70  million  and  ma) 
refund  a  few  million  for  tunnel  repairs. 

By  the  time  Bechtel  got  started  on  the 
vitrification  plant  in  2001,  three  years  had 
been  lost  to  delays.  To  keep  to  a  2028  dead 
line  negotiated  in  1989,  the  government 
put  Bechtel  on  a  fast-track  schedule.  Thai 
drew  fire  from  the  Defense  Nuclear  Facili4 
ties  Safety  Board,  which  suggested  a  sloweii 
pace  and  ordered  additional  seismic  study 

Auditors  from  the  Office  of  Inspectoi) 
General,  meanwhile,  tagged  Bechtel  for  lax| 
engineering  and  safety  standards.  Among 
the  violations:  near-fatal  mishaps  and  hid- 
ing on-the-job  accidents;  a  contractor  man- 
aging the  sludge  tanks  was  investigated  for 
workers'  exposure  to  deadly  tank  fumes.  Inl 
January  2003  the  Energy  Department  with- 
held $3  million  in  quarterly  fees  because  of| 
quality  lapses.  By  mid-2004  geologists  be- 
came so  concerned  about  the  ability  of  thej 
plant  to  withstand  a  9-plus  magnitude 
earthquake  (such  a  tremor  hit  the  area  in 
1700)  that  government  managers  ordered  ai 
building  slowdown  in  December.  Twoi 
months  later,  in  a  report  to  Congress,  thei 
safety  board  chided  Bechtel  and  the  De-I 
partment  of  Energy  for  their  "reluctance  toi 
admit  safety  concerns,  in  part  because  the 
design  and  construction  contract  incen-< 
tivizes  minimization  of  costs  and  mainte- 
nance of  schedule."  The  government  fined 
Bechtel  $300,000  for  safety  violations. 

From  there  things  spiraled  downward. 
In  February  Bechtel  and  Energy  an- 
nounced the  plant's  seismic  standards  had 
to  be  boosted  38%.  In  June  Bodman  vis- 
ited Hanford  for  1 1  hours,  peppering  en- 
gineers with  questions.  He  then  called  for 
an  inquiry  into  the  plant's  problems. 

Bechtel  must  work  hard  to  please  Bod- 
man's  Hanford  minders.  And  yet  to  pre- 
serve its  profits — or  even  increase  them  in 
the  renegotiated  contract — it  will  have  to 
blame  the  Energy  Department  for  any  mis- 
calculations. The  government  will,  no 
doubt,  point  the  finger  at  Bechtel. 

Meantime,  old  sludge  tanks  continue 
to  weaken  and  the  costs  mount.  The  glass- 
making  operation  is  only  a  piece  of  the 
Hanford  cleanup  anyway;  all  told,  the 
project  will  cost  at  least  $85  billion  and  last 
until  2050.  What's  a  few  more  months  or 
another  bilhon  or  two?  F 

For  more,  see  www.forbes.com/energy. 
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REAL  ESTATE 

Sellout  Crowd 

Why  are  insiders  at  home  building  companies  crowding  the  exitdoor? 
By  Nathan  Vardi  and  Scott  DeCarlo 

DO  THEY  KNOW 
something  we 
don't  —  but 
should?  Insiders  at 
home  building  compa- 
nies, those  with  market 
caps  exceeding  $500 
million,  are  selling 
shares  in  unnerving 
numbers.  For  the  first 
half  of  2005  those  sales 
by  executives  totaled 
$671  million,  compared 
with  $189  million  in  the 
same  period  last  year.  Makes  you  wonder  if 
there's  anything  to  the  Fed  chairman's  re- 
peated mumblings  about  "froth"  in  the 
housing  market. 

Maybe  it's  just  a  matter  of  good  mar- 
ket timing  for  the  sellers.  Shares  of  Hor- 


NUMBER 

VALUE     AVERAGE    OF  INSIDER      VALUE  AVERAGE 


I 


COMPANY 

SHARES  SOLO 

OF SHARES 

SELLING 

SHARES  SOLD  OF  SHARES 

SELLING 

52  WEEK  HIGH 

(THOU) 

($MIL) 

PRICE 

(THOU) 

(SMIL) 

PRICE 

PRICE 

DATE 

Toll  Brothers 

6,626 

$304.2 

$46 

625 

$14.1 

$23 

$59 

7/20/05 

NVR 

166 

125.4 

768 

121 

54.3 

451 

892 

7/22/05 

Meritage  Homes 

795 

56.5 

73 

460 

16.2 

36 

91 

7/20/05 

Hovnanian  Enterprises 

674 

39.5 

54 

22 

0.9 

40 

73 

7/20/05 

Lennar 

570 

32.5 

56 

79 

4.1 

50 

68 

7/20/05 

Shares  are  adjusted  for  splits  and  include  all  classes  of  common  stock.  Sources:  FT  Interactive  Data  and  LionShares  via  FactSet  Research  Systems 


sham,  Pa.  luxury  home  builder  Toll 
Brothers  have  risen  184%  in  the  last  year. 
Cofounders  Robert,  who  has  rarely  sold 
stock,  and  sibling  Bruce  started  unloading 
in  November — $441  million  worth 
through  the  middle  of  July.  The  duo  still 


own  a  combined  $1.6  billion  worth  of i. 
Toll  Brothers.  "It's  for  ordinary  diversifi- 
cation, safety  and  for  spending,"  saya 
Robert,  who  points  out  that  his  bonus  is 
paid  in  shares.  "I  have  to  buy  food  and! 
clothing."  F 


AUTOS 


Honda's  Hang-Ups 

Its  legendary  R&D  department  develops  rice  and  robots.  But 
what  the  company  needs  is  a  hot  car.  By  Jonathan  Fahey 


■  N  JUNE  HONDA  MOTOR  ANNOUNCED  A 

■  clever  engineering  breakthrough.  It 
I  wasn't  a  new  engine,  transmission  or 
suspension  system,  though.  It  was  that  its 

A  less  civilized  Civic:  A  racy  concept 
version  of  a  2006  Civic  Si,  on  sale  this  fall. 


researchers  had  isolated  a  gene  that  dra- 
matically increases  the  yield  of  rice. 
This  is  going  to  sell  cars? 
Honda's  research  and  development 
department  is  regarded  as  one  of 
autodom's  best,  and  the  company  has  a 
track  record  of  clever  inventions.  Its 
robot,  Asimo,  can  walk  up  and  down 
stairs.  Honda's  fuel  cell  vehicles 
are  probably  the  most  ad- 
vanced in  the  world.  It 
is  the  only  com- 
pany that 
sells  nat- 
ural-gas- 
\  powered 
vehicles 
to  pri- 


vate individuals  (a  home  refueling  unit 
can  be  leased  at  Honda  dealers  for  $80  per 
month).  This  is  all  to  forward  Chief  Takeo 
Fukui's  ultimate  goal  for  Honda:  "to  be  a 
company  that  society  wants  to  exist." 

But  in  the  meantime  Honda's  bread- 
and-butter  Accord  and  Civic,  which 
together  compose  58%  of  Honda's  U.S. 
unit  volume,  are  slumping  badly.  Accord 
sales,  at  176,000  through  June,  are  down 
8%  this  year,  and  Civic  sales,  141,000, 
are  down  13%.  Nissan's  are  up  8%, 
Toyota's  up  22%. 

The  problem:  "People  aren't  just 
blindly  buying  Hondas  anymore,"  says 
Rebecca  Lindland,  an  analyst  with  fore- 
casting firm  Global  Insight.  "A  huge 
part  of  the  population  is  style-con-| 
scious,  so  Honda  can't  get  away  with] 
vanilla  styling." 

Honda  agrees,  but  its  attempts  at 
quirkier  designs  haven't  jazzed  up  the 
brand.  Its  highly  anticipated  youth  car, 
the  boxlike  Element,  turned  out  to 
appeal  more  to  suburban  gardeners  than 
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Middle-Market  Malaise 

Honda  is  slumping  this  year  where  it 
usually  shines,  with  Accord  and  Civic. 
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All  figures  are  for  the  first  six  months  of  each  year. 
Source:  Autodata. 

surfers.  And  its  hulking  and  chiseled 
Ridgeline  pickup,  introduced  this  year 
with  an  ingenious  trunk  hidden  in  the 
pickup  bed,  is  selling  at  a  rate  20%  below 
Honda's  expectations. 

One  bright  spot:  Honda  has  revived 
its  upscale  Acura  brand  with  a  trio  of 
sharp-looking  sedans  packed  with  tech- 
nology. Now  it's  got  to  do  the  same  with 
its  core  brand. 

If  Honda  is  going  to  get  back  on 
track,  it  will  be  up  to  the  redesigned 
Civic,  which  goes  on  sale  this  fall.  The 
2001  Civic,  the  last  all-new  version,  sold 
332,000  in  the  U.S.  in  its  first  full  year. 
But  that  model  was  stodgy  in  the 
extreme.  Sales  slipped  the  following  year 
and  haven't  recovered.  The  new  Civic 
will  have  a  more  powerful  and  cleaner 
engine  than  what  it  offers  now.  But  this 
Civic's  got  more  than  technology,  Honda 
promises.  It  will  have  some  panache.  It 
had  better.  Honda  produces  600,000 
Civics  annually  in  factories  around  the 
globe  and  sells  them  in  160  countries. 
Fukui  said  in  July  he  wants  to  expand 
Honda's  worldwide  sales  23%  over  the 
next  three  years,  to  4  million  units. 

Honda  Motor  is  in  fine  financial 
shape:  It  earned  $4.5  billion  on  $81  bil- 
lion in  revenue  for  the  fiscal  year  ended 
in  March.  But  Fukui  can't  get  to  4  million 
on  vanilla  styling — or  rice.  F 


UNHAPPY  RETURNS 

Boxed  In 

The  mighty  Carlyle  Group  thought  it  was  making  a  smart 
investment  in  a  little  cardboard  outfit.  Hah!  By  Michael  Maiello 


WITH  $30  BILLION  UNDER  MAN- 
agement,  the  Carlyle  Group's 
takeover  artists  usually  don't 
bother  with  minority  investments  in 
pip-squeak  corporations.  They  made  an 
exception  with  Otor,  a  French  maker  of 
cardboard  boxes,  spending  $55  million 
in  2000  to  buy  20%  of  its  parent.  Now 
Carlyle  wishes  it  had  never  heard  of  cor- 
rugation. "We'll  never  [again]  do  a 
minority  deal,"  complains  Jean-Pierre 
Millet,  who  runs  Carlyle's  $3  billion 
European  buyout  funds. 

At  first  everything  seemed  stacked 
in  Carlyle's  favor.  Thanks  to  pressure 
from  Credit  Lyonnais — acting  as  both 
Otor's  investment  bank  and  a  Carlyle 
investor — the  boxmaker  agreed  to 
highly  punitive  terms:  If 
Otor  missed  annual  cash 
flow  targets  from  2000  to 
2006,  Carlyle's  bonds  con- 
verted to  93%  ownership. 
That  happened  quickly: 
Otor  came  in  $4  million 
shy  of  its  projections  in 
2000.  Millet  prepared  to 
take  over. 

Seems  he  hadn't 
counted  on  Otor's  vocal 
founder  and  chief  execu- 
tive, Jean-Yves  Bacques.  A 
little  clause  required  the 
board  to  approve  the  con- 
version of  Carlyle's 
bonds — and  Bacques,  68, 
wasn't  about  to  vote  him- 
self out  of  a  job.  Moreover, 
he  was  already  seething. 
Credit  Lyonnais,  he  claims, 
forced  Otor  into  the  deal  and  helped 
create  its  financial  problems,  which  trig- 
gered the  conversion.  Bacques  insists  his 
troubles  began  in  1997,  when  he  bor- 
rowed $36  million,  most  of  it  from  the 
bank,  to  buy  an  ailing  pulp  plant,  which 
nearly  bankrupted  the  combined  com- 


panies. Credit  Lyonnais,  he  says,  sent  ir 
its  Clinvest  unit  to  help  turn  thing! 
around  and,  when  that  failed,  to  nudg< 
Otor  to  Carlyle  in  order  to  help  i 
through  a  rough  patch. 

Bacques  took  his  grievances  to  i 
French  court,  suing  to  annul  the  agree 
ment,  saying  Otor  had  been  forced  intc 
it.  He  claimed,  among  other  things,  thai 
Carlyle  and  Credit  Lyonnais  had  con 
cealed  an  Arthur  Andersen  reporl 
showing  that  Otor's  cash  flow  projec- 
tions were  wildly  optimistic — arguing 
in  effect,  that  everyone  but  Otor  kne\M 
that  Otor  was  a  mess.  In  June  arbitrators 
upheld  the  agreement.  Soon  after 
Bacques  resigned  from  the  board,  which 
converted  Carlyle's  bonds. 


But  it  ain't  over  yet.  Bacques  has  a 
similar  claim  against  Carlyle  in  a  New 
York  federal  court.  He  is  seeking  $200 
million  in  damages.  Millet,  who  has 
already  spent  $3  million  on  court  costs, 
is  looking  for  a  quick  dismissal.  Hej 
should  be  so  lucky. 
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BUDGETS  AND  TAXES 


Bean  Counter's  Dilemma 

Why  lower  deficit  numbers  complicate  David  Walker's  crusade 
in  Washington  By  Matthew  Swibel 

Anyone  Listening?  


Federal  debt  will  climb  steadily  over  the  next  five  years— 
and  get  worse  if  the  Alternative  Minimum  Tax  is  curtailed. 

$12. ; ••       •  •• - •••••   ■   ; —  ' 
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Gross  debt,  adjusted  to  include  omitted  costs  for  AMT  reform  and  ongoing  war  a 
Source:  Office  of  Management  &  Budget;  SBC  Democratic  staff. 


THE  BUSH  ADMINISTRATION  WAS 
giddy  the  other  day  when  it  said  a 
windfall  in  tax  revenue  will  reduce 
the  expected  deficit  in  this  year's  budget  by 
almost  $100  billion.  White  House  Press 
Secretary  Scott  McClellan  gushed,  "The 
President's  tax  cuts  and  pro-growth  eco- 
nomic policies  are  fueling  growth." 

But  while  the  Bushies  were  giddy,  U.S. 
Comptroller  General  David  M.  Walker  was 
anything  but.  Walker,  53,  has  waged  a 
quixotic  quest  to  wake  up  Washington  and 
make  politicians  (and  the  people)  see  "the 
fact  that  our  nation's  financial  condition  is 


worse  than  advertised."  The  latest  numbers 
"make  my  job  a  lot  harder,"  he  says  bluntly. 
"It's  an  example  of  America's  preoccupa- 
tion with  the  short  term.  Our  biggest  chal- 
lenges are  at  and  beyond  the  horizon." 

Since  January  Walker,  the  government's 
chief  auditor,  now  halfway  through  a  15-year 
term  as  head  of  the  Government  Account- 
ability Office,  has  gamely  aired  the  nation's 
dirty  financial  laundry  in  58  speeches  in  16 
states  (and  D.C.)  and  on  seven  TV  shows. 
"Don't  be  misled  by  recent  reports  of  lower 
projected  short-term  deficits,"  he  warned  an 
audience  in  Grapevine,  Tex.  days  after  the 


White  House  touted  the  new  numbers. 

Equal  parts  Chicken  Little  and  Cassan- 
dra, the  mythological  oracle  who  saw  doomi 
ahead  but  couldn't  get  anyone  to  believe  hed 
Walker  trots  out  frightful  numbers  to  makel 
his  case.  In  order  to  meet  Social  Security,! 
Medicare  and  other  commitments  without 
raising  taxes,  the  government  would  need 
to  set  aside  $45  trillion,  or 
$157,000  per  person,  to  pay  for 
all  these  promises  over  75  years; 
at  current  taxation  levels  Uncle 
Sam  would  have  enough  to 
cover  only  interest  on  public 
debt  and  a  portion  of  Medicare. 
Cato  Institute's  Stephen  Slivin- 
ski  projects  this  year's  $333  bil- 
lion deficit  will  hit  $362  billion! 
in  seven  years  if  the  Bush  taxi 
cuts  stay  in  place  and  spending 
keeps  apace — ruining  the  Pres-] 
ident's  goal  of  cutting  the  deficit 
in  half. 

Is  anyone  listening?  Walker 
says  the  feds'  delusional  accounting  lets 
Washington  stay  in  denial.  Last  year's 
deficit  of  $412  billion  was  actually  $567  bil- 
lion before  deducting  surpluses,  mosdy 
from  Social  Security.  Since  joining  the  GAO 
in  1998  Walker  has  audited  the  govern- 
ment's books  each  year,  yet  he  hasn't  once 
vouched  for  its  financial  health.  "The  De- 
partment of  Defense's  $440  billion  budget 
is  unauditable,"  he  gripes. 

Sober  and  sincere,  he  quotes  Ronald  Rea- 
gan: "Washington  is  an  island  surrounded  by)i 
a  sea  of  reality,"  he  says.  If  only  he  could  per 
suade  others  to  drink  from  it  F 


MODEL  HOUSING 


Donald  Trump's  name  has  been  selling 
expensive  apartments  for  years.  Now, 
fashion  model  Kathy  Ireland  is  try- 
ing such  branding  with  modestly 
priced  single-family  homes.  Ire- 
land, who  already  licenses  her 
name  on  everything  from  window 
blinds  to  sofas,  will  put  her  impri- 
matur on  a  400-home  subdivision 
near  Orlando,  Fla.  scheduled  to  break 
ground  by  October.  The  homes,  costing 
in  the  low  six  figures,  will  have  family- 
friendly  features  like  a  children's  room 
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close  to  the  master  bedroom. 

In  this  real  estate  boom,  does  a  developer 
really  need  a  celebrity  name?  "We're 
always  looking  for  new  ways  to  sell 
homes,"  says  John  Saint,  chief  of 
builder  Mitchell  Co.  "If  you  can  have  a 
leg  up  when  markets  turn  south,  it  may 
help  you."  Ireland  typically  gets  a  small  fee 
up  front  and  then  a  percentage  of  sales. 

Other  Kathylands,  in  Ocala,  Fla.,  greater  4^ 
Orlando,  Indianapolis  and  Mississippi, 
should  follow.  Trump  can  relax.  "I'm  not  so  inter- 
ested in  towers,"  Ireland  says.     —  Kiri  Blakeley 
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aptop  must  be  wireless-enabled.  U.S.  -  Singapore  routes  will  be  progressively  fitted  with  on-board  Internet  access  as  of  Summer  2005.  A  connection  fee  applies. 
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WALL  STREET 

Declarations  of  Independence 

American  Technology  Research  says  its  stock  analysis  is 
independent  because  it  doesn't  do  investment  banking.  So  why 
is  it  so  cozy  with  Research  in  Motion?  By  Michael  Maiello 


■  N  LATE  2002,  AS  WALL  STREET  INVEST- 

■  ment  banks  stood  accused  of  issuing 

■  favorable  stock  research  to  win  invest- 
ment banking  deals,  Richard  Prati 
opened  American  Technology  Research, 
a  broker-dealer  with  a  deep  bench  of  tech 
stock  analysts.  AmTech  had  no  invest- 
ment banking  division,  the  firm  said,  so  it 
could  offer  unbiased  research.  But,  it 
seems,  coziness  comes  in  many  forms. 

One  of  the  early  investors  in  AmTech 
was  Prati's  longtime  friend,  Dennis 
Kavelman,  the  chief  financial  officer  of 
Research  in  Motion,  the  $  1 3  billion  Wa- 


terloo, Ont.  company  behind  the  now 
ubiquitous  BlackBerry.  Kavelman  was 
one  of  an  undisclosed  number  of  outside 
investors  who,  together,  owned  $70,000 
of  the  $1.4  million  equity  in  AmTech. 

AmTech  didn't  officially  cover  RIM  at 
the  time.  But  Prati  and  others  from  Am- 
Tech talked  up  the  stock  and  paraded  RIM 
executives  in  front  of  hedge  fund  and 
other  institutional  clients  in  Denver,  San 
Francisco,  New  York  and  Minneapolis. 

Some  AmTech  employees  grumbled 
that  Kavelman's  investment  was  a  com- 
promising relationship.  But  Prati  says  he 
never  saw  the  relationship  as  a  conflict  of 
interest  because  AmTech  didn't  cover 


RIM's  stock.  Still,  he  decided  in  mid-2003 
to  buy  out  the  outside  investors,  including 
Kavelman.  Prati  describes  Kavelman's  in- 
vestment as  nothing  more  than  a  small, 
friendly  show  of  support.  A  RIM  spokes- 
person said  that  Kavelman  was  traveling 
and  couldn't  be  reached,  his  BlackBerry 
notwithstanding.  The  company  declined 
to  comment  further. 

Prati  continued  to  push  RIM.  In  an 
Oct.  1, 2003  e-mail  to  his  sales  and  trad- 
ing desks,  Prati  wrote,  "We  obviously  do 
not  cover  RIM  but  make  comments  which 
have  positive  implications  for  the  stock." 

Prati  says  he  was  referring  to  a 
specific  instance  in  which  a  rival 
firm  had  downgraded  RIM  and 
an  AmTech  analyst  disagreed. 

RIM  rewarded  AmTech  for 
its  loyalty  when,  in  January 
2004,  it  offered  $900  million  in 
additional  stock  to  the  public. 
RIM  offered  AmTech  a  spot  as 
an  underwriter,  but  Prati  re- 
fused because  the  firm  was  not 
an  investment  bank.  So  RIM 
instructed  the  lead  underwrit- 
ers, Merrill  Lynch  and  Lehman 
Brothers,  to  let  AmTech  receive 
a  share  of  the  trading  commis- 
sions on  the  offering,  if  clients 
request  it.  Prati  won't  say  how  much 
AmTech  made  on  the  offering. 

In  September  2004  AmTech  analyst 
Robert  Sanderson  initiated  coverage  on 
RIM  with  a  buy  rating.  He's  held  firm  to 
that  rating,  which  has  brought  a  4% 
return  since  he  made  the  call.  RIM's 
stock,  trading  at  a  recent  $68,  is  down 
17%  this  year.  Of  27  analysts  covering  it, 
according  to  Bloomberg,  19  have  neu- 
tral or  sell  ratings  on  the  stock,  which 
trades  at  46  times  trailing  earnings. 
Sanderson  still  says  buy,  with  a  price  tar- 
get of  $95.  Prati  says  AmTech  would 
have  no  problem  putting  a  sell  rating  on 
RIM,  should  conditions  warrant.  F 


G0BST0PPERS 

Urban  authorities  in  Britain  have  their 
hands  full  these  days  chasing  explo- 
sives, yet  some  of  them  seem  to  have 
an  obsession  with  a  less  dangerous 
substance:  chicle. 

Thirty-eight  city  councils  in  the 
U.K.  have  proposed  that  chewing  gum 
makers  like  Wrigley  pay  a  penny-a- 
pack  national  gum  tax.  The  money 
would  go  toward  the  $260  million 
British  cities  spend  annually  to  clean 
up  after  chewers  who  leave  their 
wads  on  the  sidewalk.  London's 
Oxford  Street  is  polka-dotted  with 
300,000  gobs.  "It's  time  to  declare 
war  on  this  blight,"  says  Alan  Bradley, 
London's  "street  environment"  czar. 

Wrigley,  maker  of  90%  of  the  gum 
sold  in  the  U.K.,  is  trying  to  stick  it  to 
the  gum-tax  movement  with  a  cheeky 
public  education  campaign.  A  group  of 
fetching  females  dubbed  the  "gum 
girls"  roam  through  public  parks 
distributing  gum  disposal  pouches. 
Wrigley  and  other  gummakers  are  also 
blanketing  bus  shelters,  pubs  and 
Underground  stations  with  posters  of 
leggy  lasses  offering  'Thanks  for 
binning  your  gum  when  you're  done." 

Wrigley  could  burst  this  bubble  if  it 
ever  produced  a  biodegradable  gum. 
So  far  it  has  reportedly  spent  $9  mil- 
lion on  this  quest  and  has  held  a 
patent  on  the  technology  since  2003. 

-DirkSmillie 
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HEAVY  HITTERS 


The  100  Most  Powerful  Women 

The  up-and-comers,  the  ones  to  watch,  the  returnees.  Here  are  the  women  who  make  things  happen. 

By  Elizabeth  MacDonald  and  Chana  R.  Schoenberger 


OUR  SECOND  RANKING  OF  THE  WORLD'S  MOST 
powerful  women  illustrates  how  fleeting  power  is. 
Megawati  Sukarnoputri,  the  former  president  of 
Indonesia  who  lost  her  reelection  bid,  dropped  off  the 
rankings.  Gone,  too,  is  Carleton  (Carly)  Fiorina,  booted 
from  Hewlett-Packard.  The  scandal-plagued  president 
of  the  Philippines,  Gloria  Arroyo  (#4),  could  soon  be 
off  as  well.  Among  the  newcomers:  Yulia  Tymoshenko 
(#3),  prime  minister  of  Ukraine. 

Our  power  rankings  are  based  on  a  composite  of 
visibility  (measured  by  press  citations)  and  economic 
impact.  The  latter,  in  turn,  reflects  three  things:  resume 
(a  prime  minister  is  more  powerful  than  a  senator);  the 
size  of  the  economic  sphere  over  which  a  leader  holds 
sway;  and  a  multiplier  that  aims  to  make  different  eco- 
nomic yardsticks  comparable.  For  example,  a  politician 
is  assigned  a  GDP  number  but  gets  a  low  multiplier, 
while  a  foundation  executive  is  assigned  the  founda- 
tion's assets  but  gets  a  high  multiplier. 

Assistance:  Catalyst,  a  research  nonprofit;  Laura  Lis- 
wood,  secretary  general  of  the  Council  of  Women  World 
Leaders;  and  Elizabeth  Ryan  of  Worldwit,  a  women's 
business  group.  For  more,  go  to  forbes.com/women. 

Reported  by  Suzanne  Hoppough,  Luisa  Kroll  Anne  Mintz, 
Victoria  Murphy  and  Tatiana  Serafin.  Additional  report- 
ing by  Stephane  Fitch,  Alina  Hartounian,  Leah  Hoffmann, 
Kiyoe  Minami,  Lacey  Rose, 
Matthew  Swibel,  Wendy 
Widman  and  Cristina 
von  Zeppelin. 


6  Anne  Mulcahy 

Having  pulled  Xerox 
out  of  a  near-fatal 
slump  in  2002,  Mulcahy, 
52,  is  now  fighting 
Hewlett-Packard,  Kodak 
and  Dell  in  color  print- 
ing and  consulting. 
Mulcahy,  who  became 
chief  executive  in  2001, 
is  one  of  the  few  women 
running  a  top  public 
company  and  is  often  a 
first  choice  to  serve  on 
corporate  boards. 


1  RANK 

NAME 

TITLE/COUNTRY 

1 

Rice,  Condoleezza 

Secretary  of  State/U.S. 

n 
C 

in—  v; 
WU,  Tl 

Vice  premier/China 

3 

Tymoshenko,  Yuiia 

Prime  minister/Ukraine 

A 

4 

Arroyo,  Gloria 

President/Philippines 

e 
O 

wniTman,  Margaret 

Chief  executive,  Ebay/U.S. 

b 

Mulcahy,  Anne 

Chief  executive,  Xerox/U.S. 

1 

Krawcheck,  Sallie 

Chief  financial  officer,  Citigroup/U.S. 

Q 

o 

Barnes,  Brenda 

PUl-i    Al»A  Ai            »A      Oa  -  A    1    ..in  O 

Uniet  executive,  bara  Lee/U.o. 

Q 

y 

Winfrey,  Oprah 

Chairman,  Harpo/U.S. 

1U 

Gates,  Meiinda 

OafanajA.     Dill     0     ll.ll-J.    f"">       i  f"_  .  ,       J  _  «  |  _  _  It  1  O 

Lotounder,  dim  &  Meiinda  bates  Foundation/U.S. 

11 

Lauvergeon,  Anne 

Chairman,  Areva/France 

l£ 

Gerberding,  Julie 

Director,  Centers  for  Disease  Control/U.S. 

13 

Russo,  Patricia 

Chief  executive,  Lucent/U.S. 

1  A 

14 

Xie,  uinua 

Chairman,  Shanghai  Baosteel/China 

-f  r- 

15 

Suu  Kyi,  Aung  San 

Nobel  peace  laureate/Myanmar 

Id 

Cruz,  Zoe 

Acting  president,  Morgan  Stanley/U.S. 

17 

Dunn,  Patricia 

Nonexecutive  chairman,  Hewlett-Packard/U.S. 

18 

Scardino,  Marjorie 

Chief  executive,  Pearson/U.K. 

19 

Cohen,  Abby  Joseph 

Chief  U.S.  portfolio  strategist,  Goldman  Sachs/U.S. 

zu 

Livermore,  Ann 

Executive  vice  president,  Hewlett-Packard/U.S. 

Zl 

McAleese,  Mary 

President/Ireland 

AA 

zz 

Carz,  Saf  ra 

President,  Oracle/U.S. 

AA 

Z3 

Ginsburg,  Ruth  Bader 

Supreme  Court  Justice/U.S. 

Ai 

24 

Clark,  Helen 

Prime  minister/New  Zealand 

AC 

25 

Kumaratunga,  Chandrika 

O           "J         A.  /o    "  I  1 

President/Sri  Lanka 

26 

Clinton,  Hillary  Rodham 

Senator,  New  York/U.S. 

A  ■» 

27 

Sammons,  Mary 

Chief  executive,  Rite  Aid/U.S. 

AA 

28 

Nooyi,  Indra 

President,  PepsiCo/U.S. 

29 

Zia,  Khaleda 

Prime  minister/Bangladesh 

30 

Ho,  Ching 

Chief  executive,  Temasek;  First  Lady/Singapore 

31 

Halonen,  Tarja 

President/Finland 

A  A 

32 

Cico,  Carla 

Chief  executive,  Brasil  Telecom/Brazil 

33 

Sweeney,  Anne 

Cochair,  Disney  Media  Networks/U.S. 

34 

Magner,  Marjorie 

Chief  executive,  Global  Consumer  Group,  Citigroup/U.S. 

35 

Jung,  Andrea 

Chief  executive,  Avon/U.S. 

36 

O'Connor,  Sandra  Day 

Supreme  Court  Justice/U.S. 

37 

Johnson,  Abigail 

President,  Fidelity  Management  &  Research/U.S. 

38 

Moore,  Ann 

Chief  executive,  Time  Inc./U.S. 

39 

Bettencourt,  Liliane 

Owner,  L'Oreal/France 

40 

Rowling,  J.K. 

Author/U.K. 

41 

Marshall,  Ruth  Ann 

President,  Americas  Region,  MasterCard/U.S. 

42 

Feinstein,  Dianne 

Senator,  California/U.S. 

43 

Poon,  Christine 

Vice  chairman,  Johnson  &  Johnson/U.S. 

44 

Kroes,  Neelie 

European  competition  commissioner/Netherlands 

45 

McKinstry,  Nancy 

Chief  executive,  Wolters  Kluwer/Netherlands 

46 

Bush,  Laura 

First  Lady/U.S. 

46 


FORBES"  August  15,2005 


Ask  Not 
What  Your 
Coronary  Artery 
Can  Do  For  You. 


St.  Josi 
most  t 


front 


100  MOST  POWERFUL  WOMEN 


rhe  50-year-old  Cruz  weathered  the  power  struggles  at 
Morgan  Stanley  and  is  now  acting  president  under  new 
Dhief  Executive  John  Mack,  running  the  entire  firm  except 
or  its  Discover  card  unit.  Her  name  can  be  found  on 
nemos  announcing  management  changes.  Her  2004  bonus 
)f  $7.7  million,  the  firm's  second  highest,  was  higher  than 
ormer  boss  Philip  PurcelTs. 


30 


Ho  Ching 

Kt  49  she  packs  a 
iouble  wallop:  chief 
:xecutive  of  Temasek, 
Singapore's  $50  billion 
government-backed 
private-equity  fund,  one 
)f  Asia's  largest,  and  the 
:ity-stale's  First  Lady, 
-ler  husband,  Lee  Hsien 
^oong,  became  prime 
ninister  in  2004. 
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RANK 

NAME 

TITLE/COUNTRY 

47 

Couric,  Katie 

Co-anchor,  NBC's  Today  show/U.S. 

48 

Vike-Freiberga,  Vaira 

President/Latvia 

49 

McGrath,  Judy 

Chief  executive,  MTV/U.S. 

50 

Pascal,  Amy 

Vice  chairman,  Sony  Pictures  Entertainment/U.S. 

51 

Alliot-Marie,  Michele 

Minister  of  defense/France 

52 

Barrett,  Colleen 

President,  Southwest  Airlines/U.S. 

53 

Aramburuzabala,  Maria 

Vice  chairman,  Grupo  Modelo/Mexico 

54 

Snowe,  Olympia 

Senator,  Maine/U.S. 

55 

Sawyer,  Diane 

Co-anchor,  ABC's  Good  Morning  Americalli.S. 

56 

Arnold,  Susan 

Vice  chairman,  Procter  &  Gamble/U.S. 

57 

Ma,  Xuezheng  Mary 

Chief  financial  officer,  Lenovo/China 

58 

Dole,  Elizabeth 

Senator,  North  Carolina/U.S. 

59 

Snider,  Stacey 

Chairman,  Universal  Pictures/U.S. 

60 

Fisher,  Doris 

Cofounder,  the  Gap/U.S. 

61 

Johnson,  Antonia  Ax:son 

Chairman,  Axel  Johnson  Group/Sweden 

62 

Blair,  Cherie  Booth 

Prime  minister's  wife;  attorney/U.K. 

63 

Bravo,  Rose  Marie 

Chief  executive,  Burberry/U.K. 

64 

Castagna,  Vanessa 

Executive  chairman,  Mervyns/U.S. 

65 

Frechette,  Louise 

Deputy  secretary-general,  United  Nations/Canada 

66 

Hayashi,  Fumiko 

Chief  executive,  Daiei/Japan 

67 

Hudson,  Dawn 

Chief  executive,  Pepsi-Cola  N.A./U.S. 

68 

Maathai,  Wangari 

Nobel  peace  laureate/Kenya 

69 

Berman,  Gail 

President,  Paramount  Pictures/U.S. 

70 

Banta,  Vivian 

Vice  chairman,  Prudential  Financial/U.S. 

71 

Walters,  Susanne 

Deputy  chairman,  supervisory  board,  Altana/Germany 

72 

Amanpour,  Christiane 

Chief  international  correspondent,  CNN/U.S. 

73 

House,  Karen  Elliott 

Publisher,  Wall  Street  JournallU.S. 

74 

Berlusconi,  Marina 

Chairman,  Arnoldo  Mondadori  Editore/ltaly 

75 

Queen  Elizabeth  II 

Queen/U.K. 

76 

Pelosi,  Nancy 

Minority  leader,  House  of  Representatives/U.S. 

77 

Robinson,  Janet 

Chief  executive,  New  York  Times  CoAI.S. 

78 

Lazarus,  Rochelle 

Chief  executive,  Ogilvy  &  Mather/U.S. 

79 

Nelson,  Marilyn  Carlson 

Chief  executive,  Carlson  Cos./U.S. 

80 

Queen  Rania 

Queen/Jordan 

81 

Desmond-Hellman,  Susan 

President,  product  development,  Genentech/U.S. 

82 

Burns,  Stephanie 

President,  Dow  Corning/U.S. 

83 

Cook,  Linda 

Executive  director,  gas  and  power,  Royal  Dutch  Petroleum/U.S. 

84 

Dicciani,  Nance 

Chief  executive,  specialty  materials,  Honeywell  Intemational/U.S. 

85 

Minnick,  Mary 

Executive  vice  president,  Coca-Cola/U  S. 

86 

Bam,  Carol 

Chief  executive,  AutoDesk/U.S. 

87 

Hutchison,  Kay  Bailey 

Senator,  Texas/U.S. 

88 

Lagarde,  Christine 

Minister  of  foreign  trade/France 

89 

Pritzker,  Penny 

Chairman,  Classic  Residence,  Hyatt,  TransUnion/U.S. 

90 

Hefner,  Christie 

Chief  executive,  Playboy  Enterprises/U.S. 

91 

Black,  Cathleen 

President,  Hearst  Magazines/U.S. 

92 

Nelson,  Martha 

Managing  editor,  Peop/e/U.S. 

93 

Berresford,  Susan 

President,  Ford  Foundation/U.S. 

94 

Jacobson,  Nina 

President,  Buena  Vista  Motion  Pictures/U.S. 

95 

Gadiesh,  Orit 

Chairman,  Bain  &  Co./U.S. 

96 

Diogo,  Luisa 

Prime  minister/Mozambique 

97 

Olayan,  Lubna 

Chief  executive.  Olayan  Financing  Co./Saudi  Arabia 

98 

Barry,  Nancy 

President,  Women's  World  Banking/U  S. 

99 

Botin,  Ana  Patricia 

Chairman,  Banco  Espahol  de  Credito/Spain 

100  Erdoes,  Mary  Callahan 

Chief  executive,  JPMorgan  Private  Bank/U  S. 

Rankings  generated  by  combining  various  financial  figures  with  other  media  and  biography  metrics:  global  media 
mentions  from  Factiva  Sources:  Official  biographies,  Factiva;  International  Who's  Who  of  2005;  Marquis  Who's 
Who;  World  Almanac  of  Famous  People;  Palgrave  Who's  Who  2005;  Congressional  Yellow  Book;  Judicial  Yellow 
Book;  Europa  World  Year  Book;  Hoover  's  Online;  Securities  &  Exchange  Commission  filings;  World  Economic 
Forum;  World  Book  Encyclopedia. 
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Challenge  the  ordinary. 
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Use  our  online  tools,  research  and  exclusive 
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A  Special  Advertising  Section 


The  world  today  is  linked  more  closely  than  ever  before.  Rapid  globalization  and  the  ascen 
dance  of  networked  communities  are  transforming  the  economic  and  social  fabric  of  the 
world.  Through  participation  in  the  global  community,  every  individual  will  have  the  opportunity 
to  learn  and  the  chance  to  give  back  —  the  opportunity  to  share.  This  is  the  embodiment 

of  an  open  society.  And  this  is  the  vision  of  Sun  Microsystems. 


~^o  play  a  key  role  in  building 
stronger  global  communities, 
JL.  Sun  is  leveraging  its  expertise  in 
technology  for  the  betterment  of  the 
community.  By  harvesting  ideas  from 
outside  its  own  organization,  it  benefits 
by  sharing  advances  with  competitors 
and  other  innovators  while  simultane- 
ously contributing  homegrown  research 
to  this  same  community.  In  this  brave 
new  world,  companies  must  be  nimble 
at  open  innovation  —  assessing  and 
exploiting  outside  knowledge  while  lib- 


erating their  own  internal  expertise  for 
others'  use  at  the  same  time.  By  moving 
beyond  the  inherent  restrictions  of  self- 
interest,  innovators  not  only  benefit 
from  the  best  available  ideas  and  con- 
cepts, but  profit  from  sharing  their  ideas 
with  others. 

Open  Source:  The  Spirit 
Of  Sharing 

From  its  inception,  Sun  Microsystems 
has  been  a  pioneer  in  open  source.  Now, 
this  Silicon  Valley-based  company  is 


continuing  its  commitment  to  foster 
innovation  through  standardization  by 
sharing  its  technology  with  the  commu 
nity,  providing  global  access  to  the  net 
work  and  facilitating  communication 
This  focus  has  resulted  in  matching] 
resources  and  needs,  stimulating  techno 
logical  innovation  and  harnessing  an 
enormous  potential  to  make  a  difference 
in  the  world. 

Sun's  objectives  in  embracing  free  anq 
open  source  software  are  to  reduce  the 
cost  of  computing,  lower  barriers  to 


Dirk  Meyer 

President 
D  Microprocessor  Sector 


Sherry  Q.  Moore 

Sun  Solaris 
Kernel  Engineer 


|ohn  Fowler 

Sun  Network  Systems 
Group  EVP 


Beth  S.  Beasley 

Sun  x64 
Product  Manager 


Wall  Street  Financial  Analyst 


Marty  Seyer 

Vice  President 
AMD  Microprocessor  Sector 


Share  the  fast  lane.  The  pace  of  modern-day  investing  can  boggle  the  mind.  And  overwhelm 
the  data  center.  So  Sun  and  AMD  are  working  on  faster,  next-generation  systems  for  Wall 
Street.  Benchmarks  show  that  Sun  Fire™  V40z  servers,  employing  Dual-Core  AMD  Opteron™ 
processors,  deliver  world  record  performance.1  And  dual-core  processing  helps  save  money, 
too.  How  much?  About  $2  million  a  year  in  power  costs  alone?  That's  what  financial  firms 
call  a  smart  investment.  The  performance  is  the  asset.  The  network  is  the  computer.™  Share. 
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entry  and  fuel  the  communities  that 
will  enable  the  next  era  of  computing. 
In  this  new  age  —  The  Participation 
Age  —  Sun  sees  an  open  and  competi- 
tive network  of  people  fueling  growth 
and  enabling  greater  opportunities  for 
everyone,  not  simply  to  draw  data 
or  shift  work  around  the  world,  but 
to  participate,  create  value  and  foster 
independence. 

Innovation  happens  everywhere  — 
from  a  forward-thinking  researcher 
working  for  a  corporate  competitor  to  a 
computer  user  from  the  other  side  of  the 
world  or  a  young  child  in  a  far-off  land. 
Recognizing  this,  Sun  has  opened  its 
own  software  up  to  the  community.  Sun 
is  sharing  knowledge  and  innovation 
with  others  to  build  on,  refine  and  use  to 
improve  their  own  businesses,  commu- 
nities and  society. 

Open  Innovation  for  the 
Betterment  of  Society 

At  its  core,  Sun's  utilization  of  open 
innovation  is  based  on  the  free  transfer 
of  knowledge  and  operates  under  a  very 
different  set  of  rules  from  an  old  para- 
digm that  restricted  knowledge  transfer. 
Companies  are  increasingly  collaborat- 
ing with  their  competitors  to  bring 
viable  solutions  to  the  marketplace.  This 
shift  is  enabling  some  companies  to 
secure  their  places  in  the  industry,  just 
as  it  is  forcing  others  out  of  prominence. 

Instead  of  locking  up  technology, 
companies  such  as  Sun  are  discovering 
ways  to  collaborate  through  licensing 
agreements,  joint  ventures  and  other 
strategic  alliances.  Earlier  this  year  Sun 
took  this  one  step  further  and  donated 
over  1,600  patents  for  the  use  of  inno- 
vators and  developers  worldwide.  By 
offering  access  to  its  intellectual  proper- 
ty, Sun  is  setting  the  standard  for  open 
development  and  enabling  anyone  to 
benefit  from  its  technology. 

Through  its  focus  on  openness,  Sun 
is  also  able  to  accelerate  product  devel- 
opment by  identifying  key  technical 
hurdles  and  solving  them  externally  in 
less  time  and  at  a  lower  cost,  allowing 
the  company  to  focus  on  higher  value 
and  core  business  activities.  In  an  effort 
to  advance  technologies  that  promote 
interoperability,  Sun  recently  launched 
a  project  aimed  at  developers  and 
users  who  want  to  improve  operating 


systems.  Sun  open  sourced  its  Solaris 
Operating  System  software.  As  a  result, 
Sun  has  propelled  its  technology 
beyond  its  own  business,  stimulating 
further  innovation  within  independent 
communities. 

Ultimately,  open  source  developers  are 
motivated  by  common  goals  and  are  not 
primarily  focused  on  profiting  financial- 
ly from  their  work.  They  derive  gratifi- 
cation from  knowing  many  people  are 
benefiting  from  their  inventions  and 
improving  upon  the  technology.  Open 
source  relies  on  users  to  help  define  how 
a  particular  technology  or  project  will 
evolve.  Organizations  collaborate  to 
identify  best  practices  and  share  the 
developments  as  well  as  the  benefits. 
Combining  the  R&D  of  Sun  with  the 
broad  reach  and  manpower  of  the  open 
source  community  extends  significant 
value  to  the  world. 

Sharing  Breeds  a  Better 
World 

Sun  believes  that  everyone  benefits 
from  sharing  and  active  participation. 
Internal  and  external  constituents 
working  together  to  create  the  best  pos- 
sible solutions  offer  the  highest  value  for 
customers. 

In  the  wake  of  a  new  generation  of 
software  development  at  a  time  when 
true  plug-and-play  interoperability  is  in 
high  demand,  this  focus  on  openness 
holds  the  key  to  the  future  —  not  only 
of  software,  but  software  as  the  means  to 
greater  value.  These  strategies,  which  are 
largely  driving  the  Internet  economy  and 


facilitating  a  global  community,  are  heavj 
ily  influencing  the  future  of  technology 
and  networked  computing.  Users,  develJ 
opers  and  corporate  interests  can  all  agre« 
on  one  fundamental  goal:  enhanced  part 
ticipation  on  the  network  brings  people 
together  to  create  one  global  village,  a 
global  society.  This  mission  is  character] 
istic  of  many  community-based,  nom 
profit  organizations. 

Sun  has  adopted  this  approach  and 
applied  it  to  the  technological  paradigrri 
shift  it  has  evidenced  through  the  operi 
source  model  to  bring  about  developi 
ment  of  communities  and  enhance  valu« 
creation.  Advances  in  technology  havt 
made  it  possible  for  more  and  mor« 
people  to  connect  with  each  other,  shard 
work  flows,  compete  for  jobs,  purchas* 
goods  and  services  and  learn  and  create! 
With  this  focus  on  building  self-reliani 
communities,  Sun  is  focusing  its  corpo- 
rate social  responsibility  platform  or 
helping  communities  work  toward  sus- 
tainable livelihoods,  eliminating  povert) 
and  teaching  self-reliance. 

For  additional  information  on  how 
Sun  Microsystems  is  driving  innovatior 
and  empowering  the  world  through  shar- 
ing, please  visit  www.sun.com/share.  (3 

/         "  \ 

Sun  Microsystems 

www.sun.com 
www.sun.com/share 
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rhe  drug  industry  could  slash 
ts  costs,  and  spare  millions 
)f  furry  creatures,  with  a  chip 
hat  mimics  a  living  organism. 
3y  Amanda  Schupak 


labbit  and  its  best  friend: 
ie  tiny  Hurel  chip. 


DRUG  RESEARCHERS  MUST 
hack  their  way  through  tens  of 
thousands  of  chemical  candi- 
dates to  find  one  blockbuster 
drug.  Every  toxic  or  ineffec- 
ive  molecule  they  rule  out  brings  them 
loser  to  their  goal.  But  it  takes,  on  aver- 
ge,  $800  million  and  14  years  to 
evelop  a  drug  and  win  Food  &  Drug 


Administration  approval.  Regrettably, 
some  30  million  rabbits,  mice  and  other 
creatures  are  sacrificed  each  year  for 
pharma's  sake. 

"Drug  development  is  a  very  ineffi- 
cient process,"  says  Gregory  Baxter,  a 
molecular  biologist  and  cofounder  of 
Hurel  Corp.  in  Beverly  Hills,  Calif. 

Baxter  thinks  he  can  save  drug  compa- 


nies tens  of  millions  of  dollars  and  six 
months  or  more  of  delay — not  to  mention 
spare  them  the  ire  of  animal  lovers — with 
his  company's  curious  product,  the  Hurel. 
Part  silicon,  part  animal,  the  Hurel  is  a 
microchiplike  wafer  with  several  chambers 
lined  with  live  mammalian  cells  from  the 
liver,  heart,  lungs  or  other  organ  systems 
(extracted  either  from  animals  or  from 
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lab-grown  cell  lines).  An 
external  pump  moves  a  candi- 
date drug  molecule  through 
the  Hurel's  compartments, 
which  are  connected  by  a  net- 
work of  channels  as  narrow  as 
20  micrometers. 

The  Hurels  mimic  in 
vitro  the  complex  physiology 
of  mammals.  Within  hours 
of  injecting  a  drug  into  a 
Hurel,  a  lab  researcher  can 
determine  if  a  drug  might  be 
toxic  or  ineffective  in  the 
body  of  an  animal — or  a 
human — averting  the  costly 
leap  from  cellular  screenings 
to  lengthy  animal  trials. 

It's  a  leap  drugmakers 
would  desperately  like  to 
avoid:  To  get  one  drug 
approved  by  the  FDA,  a 
pharma  company  puts  250 
candidates  into  animal  test- 
ing, at  a  cost  of  $250  million.  Baxter  esti- 
mates that  screening  drug  candidates 
with  the  Hurel  chip  before  animal  tests 
would  help  researchers  identify  20%  of 
those  molecules  typically  doomed  to  fail 
and  eliminate  them  early,  saving  $50  mil- 
lion. Cutting  down  a  proportionate  num- 
ber of  drugs  that  go  into  human  trials 
would  save  another  $88  million.  More- 
over, Hurels  lined  with  human  cells  may 
someday  be  used  in  personalized  medi- 
cine, allowing  doctors  to  concoct  effective 
and  safe  drug  combinations  for,  say,  a 
cancer  patient,  by  using  the  patient's  own 
cells  and  a  biopsy  of  the  tumor. 

In  early  2004  Hurel  Chief  Executive 
Robert  Freedman  contacted  12  large  drug 
companies  to  form  a  yearlong  collabora- 
tion to  refine  and  validate  the  Hurel  tech- 
nology. The  first  to  sign  up  was  Johnson 
&  Johnson  Pharmaceutical  Research  & 
Development  in  June  2005.  "This  actually 
could  replace  early  animal  screening 
studies  for  pharmacokinetics,"  says  Alfred 
Tonelli,  a  vice  president  of  preclinical 
development  at  J&J  PRD.  The  Hurel,  he 
says,  could  be  "a  model  that's  better  than 
animals,  more  human-relevant." 

Freedman  and  Baxter  are  also  talking 
to  consumer  products  companies  looking 
to  get  out  of  animal  testing.  Happy  news  to 


and  Gregory  Baxter. 


Mary  Beth  Sweetland,  research  director  at 
People  for  the  Ethical  Treatment  of  Ani- 
mals. "These  technologies  take  us  from 
cruel,  crude  animal  tests  into  real  science," 
she  says.  "Only  these  companies  are  going 
to  get  the  numbers  [of  animals  killed] 
down." 

The  first  Hurels  are  expected  to  hit 
the  market  in  late  2006,  designed  to  fit 
into  the  high-speed  chemistry  screening 
equipment  used  in  most  labs.  Hurel  says 
it  can  manufacture  them  for  under  $100 
apiece  by  injection  molding  or  embossing 
the  intricate  fluid  channels  out  of  plastic. 
Current  prototypes  are  made  from  silicon 
etched  under  plasma  gas. 

The  Hurel  originated  at  the  nanofabri- 
cation  facility  at  Cornell  University  as  a 
collaboration  between  the  45-year-old 
Baxter  and  58-year-old  biomedical  engi- 
neer Michael  Shuler.  Baxter  arrived  at  Cor- 
nell in  the  spring  of  1997  with  a  back- 
ground in  microfluidics;  on  his  second  day 
there  he  met  Shuler,  who  was  doing  toxi- 
cology testing  with  a  Rube  Goldbergian 
system  of  beakers  and  tubes.  Baxter  sug- 
gested they  try  miniaturizing  the  beaker 
works.  Within  minutes  the  two  were  scrib- 
bling down  ideas,  and  at  the  end  of  their 
second  meeting  they  had  a  device  in  mind: 
an  animal-on-a-chip. 


In  1999  they  started  testing  ai 
prototype,  focusing  on  a  common) 
complication  in  pharmaceutical 
testing.  "The  chemical  you  start 
out  with,  or  the  drug,  isn't  the 
I   chemical  that  ends  up  interacting) 
IjH  with  the  target,"  says  Baxter.  Body) 
chemistry  often  gives  drugs  a  new 
form,  which  can  be  toxic  or  even 
■   deadly.  Simple  test  tube  experi- 
A   ments  often  cannot  predict  these! 
i"   changes.  Baxter  and  Shuler  set  outj 
to  show  that  their  chip  could. 

They  took  naphthalene,  the; 
smelly  ingredient  in  mothballs,  and! 
ran  it  through  a  three-chambered 
chip  containing  a  rat's  lung  and  liver 
cells  and  an  empty  compartment 
representing  the  rest  of  the  body. 
Naphthalene  is  harmless  in  its  nat- 
ural state,  yet  it  is  toxic  to  mammals 
once  metabolized  by  the  liver.  The1 
naphthalene-infused  fluid  wasi 
pumped  first  through  the  lung 
chamber,  then  split  between  the  liver  and) 
cell-less  "other"  compartment  Then  the  di- 
vergent paths  rejoined,  and  the  fluid  began  I 
its  course  again.  After  a  few  hours,  analysis: 
using  fluorescent  dyes  showed  high  rates  of! 
cell  death  in  the  lung  compartment:  The 
chip  had  metabolized  the  naphthalene, 
which  then  poisoned  the  lung  cells.  (Con- 
trol tests  without  liver  cells  showed  no  dam- 
age.) Baxter  and  Shuler  demonstrated  how 
a  harmless  compound  could  become 
harmful  in  the  body — without  using  a 
body  at  all.  Since  then  they  have  completed 
successful  proofs  of  concept  with  15  differ- 
ent compounds,  including  the  muscle  re- 
laxant Dantrolene  and  the  chemotherapy 
medication  tegafur. 

Hurel  Corp.  got  its  start  in  2002,  when 
Robert  Freedman,  a  venture  capitalist  in 
California,  heard  Baxter  speak  about  the 
device  and  was  instantly  impressed:  "Like 
they'  said  in  the  movie:  He  had  me  at 
'hello.'"  Freedman's  firm,  Athena  Capital, 
invested  more  than  half  a  million  dollars  to 
license  the  technology  from  Cornell  and 
file  additional  patents.  (Shuler  still  sits  on 
Hurel's  scientific  advisory  board.) 

"It's  an  easily  usable  tool,  it's  widely 
applicable,  and  it's  disposable,"  says  Freed- 
man. The  Hurel  is  so  simple,  he  says,  "it's 
just  like  a  Bic  pen."  F 


54     FORBES  -  August  15,  2005 


Digital  Tools 


Google  Isn't 
Everything 


Stephen  Manes 


m  N  THE  AGE  OF  GOOGLE,  WHEN  WE  WONDER  ABOUT  STUFF 
I  we  want  instant  answers.  I  happened  to  wonder  about  the 
I  first  recorded  use  of  the  term  "personal  computer,"  so  I 
I  Googled  around  and  ended  up  at  Wikipedia,  the  hit-or-miss 
Hi  user-developed  encyclopedia,  whose  "personal  computer" 
entry  declared  authoritatively  that  "The  earliest  known  use  of 
the  term  was  in  New  Scientist  magazine  in  1964,  in  a  series  of 
articles  called  'The  World  in  1984."' 

I  still  don't  know  the  answer  to  my  question,  but  I  do 
know — no  thanks  to  Google — that  Wikipedia  got  it  wrong. 
That's  because  I  found  an  earlier  citation  with  the  help  of  an 
even  older  purveyor  of  information:  my  public  library.  And  I 
didn't  have  to  move  an  inch  to  do  it. 

Thanks  to  private  databases  licensed  for  library  customers' 
use  over  the  Internet,  I  quickly  discovered  a  remarkable  full-text 
article  from  the  Nov.  2,  1962  New  York  Times.  After  reporting 
computer  pioneer  John  W.  Mauchly's  belief  that  "in  a  decade  or 
so  everyone  would  have  his  own  computer,"  the 
article  quoted  him:  "There  is  no  reason  to  sup- 


pose the  average  boy  or  girl  cannot  be  master  of  a  personal  com- 
puter." Not  a  bad  guess  on  a  day  whose  news  summary  featured 
the  Cuban  missile  crisis  and  an  item  about  a  growing  deficit  at 
Studebaker. 

Like  its  counterparts  across  the  country,  my  Seattle  Public 
Library  offers  Net  access  to  an  increasingly  wide  range  of  data- 
bases that  don't  exist  on  the  open  Web  and,  because  they  reside 
behind  a  fee-based  gate,  don't  get  indexed  by  the  likes  of  Google 
(exception:  the  academic  and  scientific  works  uncovered  by  the 
new  Google  Scholar  project).  Since  libraries  license  the  info  in 
bulk,  it  typically  costs  individual  users  not  a  penny.  Which  is  a 
lot  less  than  it  can  go  for  on  the  open  Web. 

The  New  York  Times  charges  from  $1.60  to  $3.95  for  most 
articles  eight  days  or  older,  depending  on  how  many  you  buy  at 
once.  But  my  library,  and  maybe  yours,  offers  access  to  the  same 
info  and  more  (including  views  of  articles  as  far  back  as  1851 

with  the  rest  of  the  page 
where  they  appear)  for  free, 
a  boon  for  browsing  when 
you're  not  quite  sure  what 
you're  looking  for. 

The  Wall  Street  JournaFs 
Web  site  nicks  nonsub- 
scribers  $4.95  per  article, 
but  several  common  library 
databases  give  you  free 
access  to  full  text  dating 
back  to  1984.  On  our 
Forbes.com  Web  site  you 
can  search  for  articles  only 
as  far  back  as  January  1997. 
But  several  databases  avail- 
able from  libraries  let  you 
see  what  we  were  saying  as 
far  back  as  1983. 

The  Oxford  University 
Press'  AskOxford.com  Web  site  kindly  lets  you  search  the  Compact 
Oxford  English  Dictionary  free.  But  if  you're  a  dedicated  word- 
smith  lusting  after  the  electronic  version  of  the  full-bore  20-volume 
Oxford  English  Dictionary,  the  OED  Web  site  will  request  that  you 
pony  up  access  fees  of  $29.95  a  month  or  $295  a  year.  My  library 
offers  it  free,  along  with  a  hundred  other  Oxford  reference  works, 
in  exchange  for  typing  in  my  card  number.  And  I  also  get  free  ac- 
cess to  Britannica  Online  (otherwise  $1 1.95  a  month  or  $64.95  a 
year),  which  includes  not  just  the  full  text  of  the  noted  encyclope- 
dia, but  also  versions  for  younger  researchers. 

Some  libraries  let  you  peek  at  the  Auto  Repair  Reference 
Center,  which  serves  up  all  manner  of  info  relating  to  cars, 
including  manufacturers'  technical  service  bulletins  (technically 
known  as  "things  likely  to  go  wrong")  I  wish  I'd  known  about 
before  the  warranty  on  my  chariot  ran  out.  Without  much  effort 
I've  found  language  courses  that  can  otherwise  cost  $50  a 
month,  a  trove  of  images  for  educational  use  from  Bill  Gates' 


PVwhf***  I  S,ePhen  Manes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo.  which 
^UiEm  I  appears  weekly  on  public  television.  Visit  his  home  page  at  www.forbes.com/manes. 
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YOU  SEE  A  TAX  BILL. 
WE  SEE  A  TAX  BREAK. 

The  tax-free  leaded  can  help  you  keep  more  of  what  you  earn. 


S  Franklin  tax-free  income  funds  are  designed  to 

FRANKLIN 

tax-free    generate  monthly  tax-free  income  while  preserving 

FUNDS 

HhHB  your  capital."  They  provide  strong  benefits  for  most 
investors  in  the  25%  federal  income  tax  bracket  or  higher  and, 
as  part  of  a  diversified  portfolio,  can  help  smooth  out  the  effects 
of  market  volatility  on  your  investments. 

As  the  nation's  largest  tax-free  fund  manager,  Franklin 
frequently  gets  first-call  on  new  municipal  bond  issues,  which 
often  sell  out  quickly.  And  because  we've  reviewed  thousands 
of  new  debt  issues  over  the  past  25  years,  we've  developed  a 
unique  perspective  on  the  municipal  bond  market. 

For  information  on  how  to  make  this  perspective  work  for 
you,  see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


FEDERAL  TAX-FREE 
INCOME  FUND 

Morningstar  Overall  Rating™  5/31/05  -  Class 

Overall 

Out  of  247  U.S.-domiciled  Muni  National  Long  Funds 


Before  investing  in  Franklin  Federal  Tax-Free  Income  Fund,  you  should  carefully  consider  the  fund's 
investment  goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus, 
which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past 
performance  does  not  guarantee  future  results. 

Morningstar  Ratings  measures  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-  5-  and  10-year  (if  applicable)  rating 
metrics.  The  Fund  was  rated  against  247, 218  and  150  funds  and  received  Morningstar  Ratings  of  3,  4  and  4 
stars  for  the  3-,  5-  and  10-year  periods,  respectively 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

Bond  prices  generally  move  in  the  opposite  direction  from  interest  rates.  As  the  prices  of  bonds  in  a  fund  adjust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline. 
tSource:  Strategic  Insight,  4/30/05.  Based  on  long-term  tax-free  income  fund  assets. 

ttFor  investors  subject  to  the  alternative  minimum  tax,  a  small  portion  of  fund  dividends  may  be  taxable.  Distributions  of  capital  gains  are  generally  taxable. 

IttSource:  BnHBSBR8  5/31/05.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
(including  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar  Rating'" 
of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and 
rated  separately.)  Morningstar  Rating'"  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  '2005  Morningstar,  Inc.  All  rights  reserved.  The  information 
contained  herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content 
providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 
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Corbis  company,  Morningstar's  stock  and  fund  research  tools, 
and  practice  SATs,  all  free.  You're  likely  to  find  quirky  databases 
of  local  interest  like  regional  newspapers  and  historic  photo- 
graphs. And  most  libraries  offer  special  kid-friendly  research 
tools  designed  to  assist  with  homework  more  direcdy  and  safely 
than  indiscriminate  Googling  will. 

None  of  these  databases  is  perfect,  since  most  were  initially 
designed  for  trained  librarians  rather  than  mere  flailing  mortals, 
so  the  user  interfaces  can  be  daunting  until  you  get  the  hang  of 
them.  But  libraries  increasingly  have  online  chat  services  that  let 
you  consult  with  live  experts  if  you  get  stuck.  Even  if  your  com- 
munity's library  is  not  in  the  vanguard,  all  may  not  be  lost: 
States  such  as  Michigan  offer  similar  services  in  exchange  for 
your  driver's  license  number. 

And  if  you're  looking  for  summer  reading,  libraries  increasingly 
offer  electronic  bookshelves  that  mimic  the  real  ones.  Mine  and 
maybe  yours  offer  e-books  readable  on  PCs,  organizers  and  smart- 
phones,  along  with  audiobooks  that  can  often  be  burned  to  CDs  or 
transferred  to  portable  devices  that  can  play  Windows  Media  audio 
files.  According  to  a  spokesman  for  the  New  York  Public  Library, 
its  Web  site  began  offering  730  audiobooks  in  June;  within  a  week 
virtually  every  one  had  been  checked  out. 

"Checked  out"  is  not  just  metaphorical.  Although  some  titles 
are  meant  to  be  available  at  any  time,  and  some  audiobooks  can 


Stephen  Manes 


In  the  mood  for  beach  reading,  an 
audiobook,  homework  help  or  stock 
research?  Your  public  library  offers 
them  free  via  the  Net  right  now. 

be  burned  to  CD-ROM  forever,  most  work  pretty  much  like  real 
books.  In  general,  you  check  them  out  for  three  weeks,  but  with- 
out any  worry  about  overdue  fees.  At  the  end  of  the  period  your 
file  expires  by  becoming  unusable,  and  a  new  one  instantly 
becomes  available  at  the  library  Web  site.  And  we're  not  just 
talking  about  public  domain  chestnuts  here:  I  borrowed  an 
audiobook  of  Dave  Barry's  Boogers  Are  My  Beat  and  was 
tempted  to  put  a  hold  on  Freakonomics,  which  would  result  in 
an  e-mail  the  minute  it  was  back  on  the  virtual  shelves. 

My  biggest  complaint  is  that  some  libraries'  Web  sites 
don't  detail  the  amazing  range  of  services  they  offer  online 
until  you  cough  up  a  card  number.  Memo  to  those  insular 
institutions:  Put  the  info  in  the  shop  windows  out  front  and 
I  bet  you'll  see  a  lot  more  card-carrying  customers  walking 
through  the  electronic  doors.  F 
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the  Transformative    September  h-is,  2005 

Leadership   SUMMIT     The  Metropolitan  Club,  New  York 

The  Transformative  Leadership  Summit  is  a  powerful  two-day  executive  learning  experience  led  by  some  of 
the  most  extraordinary  leadership  coaches  on  the  planet.  It  is  uniquely  designed  to  turn  talented  executives 
into  transformative  leaders,  capable  of  creating  breakthrough  results  in  their  companies  and  in  their  lives. 
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there  a  way  to  be  working,  when  you're  not  at  work? 

(In  a  word,  yes.) 


Intel'  Centrino"  Mobile  Technology 

-  Intel"  Pentium'  M  Processor  730  (1.60GHz) 

-  Integrated  Intel'  PRO/Wireless  2200  Network 
Connection  (802.1 1b/g) 

Memory:  512MB 
CD-RW/DVD-ROM  combo  drive 
1 5 "  active-matrix  display 


Intel'  Centrino™  Mobile  Technology 

-  Intel*  Pentium'  M  Processor  725  (1 ,60GHz) 

-  Intel'  PRO/Wireless  2200  Network 
Connection  (802.1 1b/g) 

Memory:  256MB 
CD-RW/DVD-ROM  combo  drive 
14.1 "  active-matrix  display 
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Intel'  Centrino™  Mobile  Technology 

-  Intel'  Pentium'  M  Processor  730  (1.60GHz) 

-  Intel"  PRO/Wireless  2200  Network 
Connection  (802.1 1  b/g) 

Memory:  512MB 
CD-RW/DVD-ROM  combo  drive 
14"  WXGA  active-matrix  display 
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The  active  pursuit  of  life  is  something  we  all  strive  for.  To  help  keep 
their  joints  healthy,  millions  have  turned  to  dietary  supplements  like 
chondroit'n  and  glucosamine  pills.  One  nutritional  company  saw 
an  opportunity  in  making  a  drinkable  version  of  these  supplements 
and  turned  to  Cargill  for  help.  Our  scientists  created  a  good- 
tasting  liquid  form  of  chondroitin  and  glucosamine  that  made  their 
reformulated  product  possible.  The  result  is  a  supplement  for  joint 
health  that's  easy  to  swallow. . .  providing  a  new  choice  for  consumers 
in  the  marketplace.  This  is  how  Cargill  works  with  customers. 

collaborate     >    create    >  succeed 


) 


wivw.cargill.com 

<3  2005  Cargill.  Incorporated 
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Pub  owners  Mike  and 
Brian  McMenamin  do 
make  money.  But  that's  to 
support  an  unusual  habit. 
By  Emily  Lambert 

EDGEFIELD,  A  38-ACRE  PLOT  IN 
Troutdale,  Ore.,  15  miles  from 
Portland,  is  where  Multnomah 
County  once  housed  poor  people. 
By  the  time  the  McMenamin 
brothers — Michael,  now  54,  and  Brian, 
47 — first  saw  it,  there  was  nothing  but  run- 
down buildings  due  to  be  razed.  The  broth- 
ers bought  the  place  for  $500,000  to  add  to 
their  growing  pub  chain,  McMenamins. 

Fifteen  years  (and  another  $10.5  mil- 
lion) later  Edgefield  is  covered  in  murals 
portraying  former  residents,  Oregon 
scenery  and  motifs — like  a  black  rabbit  that 
lived  on  the  properly.  The  main  lodge  is 
now  a  hotel;  the  onetime  infirmary  is  a  win- 
ery; the  boiler  and  incinerator  buildings  are 
pubs.  Edgefield's  property  includes  a  golf 
course,  a  vineyard,  a  brewery,  a  distillery,  a 
concert  area  and  gardens.  Now  that  it's 
earning  a  profit — $850,000  pretax  last 
year — Mike  and  Brian  could  let  the  invest- 
ment pay  itself  off.  But  they  won't.  Instead 
they're  paying  $4  million  to  add  acreage 
next  door,  including  a  jail  they  plan  to  turn 
into  more  hotel  rooms.  "It'll  be  great  lodg- 


ing," says  Mike,  "room  for  all  kinds  of  fun." 

Fun.  That's  been  the  McMenamins'  MO 
ever  since  they  got  into  the  tavern  business 
3 1  years  ago.  Now  they  have  50  locations 
across  Oregon  and  Washington — including 
a  few  hotels,  theaters  and  restaurants. 
They've  racked  up  20  straight  years  of  prof- 
its and  last  year  netted  $1.2  million  pretax  on 
$72  million  in  sales.  Slim  margins.  But  the 
chain  exists  mainly  to  indulge  Mike's  and 
Brian's  passions  for  art,  history,  food,  drink 
and  chat.  "We're  probably  the  best  squan- 
derers of  money  who  ever  lived,"  says  Mike. 

Among  their  1 ,700  employees  are  his- 
torians who  research  the  properties  and  dig 
up  stories  about  prior  residents.  These  often 
form  the  basis  for  a  McMenamin  restora- 
tion process  that  turns  ramshackle  real 
estate  into  historical  theme  parks.  Once  an 
old  structure  is  brought  back,  artists  get  to 


work,  painting  murals  of  old  characters  and 
logos  of  McMenamins-brewed  beers. 

Most  (86%)  of  the  chain's  revenue  last 
year  came  from  food  and  drink,  5%  from 
lodging  and  the  rest  from  spa  services,  ap- 
parel and  ticket  sales  for  live  music  and 
movies.  The  taverns  are  not  just  the  main 
source  of  profits  but  also  a  marketing  tool, 
with  brochures  and  coasters  featuring  art 
from  other  properties.  McMenamins  has 
held  "cosmic"  bus  tours  (a  pub  crawl  on 
wheels)  to  get  people  to  its  different  sites, 
some  in  towns  with  as  few  as  7,500  folks. 

This  corporate  work  in  progress  has 
evolved  since  1974,  when  Mike  and  two 
college  buddies  opened  a  pub  called 
Produce  Row  in  southwest  Portland.  When 
the  threesome  split  up  a  few  years  later, 
Mike  managed  the  place  with  Brian. 
Together  the  brothers  opened  a  wine-and- 
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cheese  store  and  a  deli  but  sold  them  to 
start  an  alcohol  distribution  business.  The 
imports  were  tasty  but  had  a  limited 
following,  and  the  business  flopped. 

So  in  1983  Mike  and  Brian,  who  have  a 
70/30  partnership,  returned  to  pubs.  Two 
years  later  they  opened  the  state's  first 
brewpub  after  persuading  legislators  to 
drop  a  Prohibition-era  ban.  They  branched 
out,  converting  an  old  farmhouse  and  barn 
in  Hillsboro,  west  of  Portland,  into  a 
restaurant  and  pub,  then  opening  a  combi- 
nation movie  theater/tavern  in  a  Swedish 
church  turned  union  hall.  Then  came 
Edgefield.  Relying  on  word  of  mouth, 
Edgefield  finally  made  money  in  1997  after 
losing  hundreds  of  thousands  of  dollars. 

Riding  the  froth  of  beer  and  grub  sales, 
McMenamins  converted  a  public  elemen- 
tary school  and  a  1914  dancehall  in  Port- 
land in  1997.  Two  years  later  it  fixed  up  a 
hotel  built  in  1905  in  Oregon  wine  coun- 
try. In  2000  it  reopened  a  former  Masonic 
home  in  Forest  Grove.  It  bought  a  1930s 
Catholic  school  in  Bend  in  2002,  turning  it 
into  a  hotel,  a  movie  theater,  restaurants 
and  bars.  Typically,  Mike  and  Brian  allotted 
$3.5  million  for  renovations  and  went 
$2.5  million  over  budget  on  splurges  like  a 
Turkish-style  bathhouse.  "We  call  it  our 
'times  two,"'  says  Brian.  "Whatever  you 
think  it's  going  to  cost,  multiply  it  times 
two."  The  ex-school  opened  in  November; 
it  should  break  even  this  year. 

This  operation  isn't  quite  as  chaotic  as 
you  might  think.  Mike  concerns  himself 
with  artistic  details,  down  to  paint  colors. 
Brian  buys  kitchen  equipment  and  man- 
ages operations.  Their  exuberance  is  tamed 
by  Lawrence  Dortmund,  a  former  Deloitte 
&  Touche  auditor  who  is  now  the 
McMenamins'  chief  financial  officer.  He 
says  that  while  the  brothers  are  receptive  to 
his  leash-tightening,  Mike,  in  particular, 
"loves  tinkering,  spending  money  here  and 
there  where  we  necessarily  don't  need  to." 

Mike  and  Brian  have  looked  at  proper- 
ties as  far  away  as  California  and  Hawaii. 
Occasionally  they  think  about  bringing  in 
partners.  But  that  would  require  justifying 
their  habits  to  an  outside  party.  Needless  to 
say,  they  have  no  plans  to  go  public.  "We'd 
be  deemed  irresponsible,"  says  Mike.  "We 
would  in  a  hurry,"  says  Brian.  And  they're 
in  no  hurry  to  change  at  all.  F 
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Posted  by  Frederic  0  Schwari  at  113(1  AM 

WBh  military  prisons  vary  much  tn  the  news  late*,  ri  may  be  insouttfve  to  look 
back  and  tee  what  American     i  ■■■  have  hid  lo  put  up  with  over  the  years 
in  tie  RevokrOonaiy  War,  captured  Continental  troops  were  kept  on  lotting 
snips  in  crowded  conditions  eppradmatfng  Biota  rn  whir h  sieve*  w 
trantported  UnsurprtsHigty.  moetof  Hem  died  of  disease  The  War  of  II 
(end  the  French  and  Indian  War)  taw  hundred!  ot  Americans  rr 
after  surrendering,  usually  try  Indiana  I'm  sure  youve  heard  about 
Confederate  prison  camps,  like  Andersonville  In  world  War  n  wt  had  Ihe 
Jioanete  tamps  end  the  Staitgs  in  me  Vietnam  war.  the  Communutt 
decided  thai  anyone  who  opposed  them  was  flghbng  an  illegal  war  and  thus 
not  entitled  lo  prisoner  status,  which  led  to  Ihe  infamous  "Hanoi  HHton*  And 
we've  teen  now  tie  ant  dsmocretc  forcet  in  Iraq  Heat  their  captrvet  today 
(not  to  mention  what  the  Saddam  regime  did  lo  Hi  own  peopit)  Has  there 
ever  Been  a  war  in  whkh  American  POWa  were  treated  even  halfway 
decertify? 
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LIKE  SO  MANY  AMERICANS,  DEREK 
Sulger  wants  to  get  rich  off  the 
world's  biggest  consumer  mar- 
ket. Last  October  he  launched 
SmartPay,  which  offers  a  new 
way  to  pay  bills  in  China,  where  per- 
sonal checks  are  nonexistent  and  credit 
cards  rare.  SmartPay  links  users'  bank 
accounts  to  their  mobile-phone  num- 
bers, enabling  them  to  pay 
via  short  messaging  services 
(SMS,  or  text  messaging). 
Phone  bills,  and  now  utility 
bills,  are  just  the  beginning: 
Online  gaming  sites  and 
small  retailers  can  easily  be 
added. 

What  makes  Sulger  so 
confident?  SmartPay  is  the 
outgrowth  of  a  successful 
company  he  cofounded  five 
years  ago.  Linktone  sells  ring 
tones,  virtual  pets  and  other 
forms  of  wireless  content  over 
mobile  phones.  On  such 
ephemera  the  company 
earned  $12  million  on  rev- 
enue of  $48  million.  It  trades 
on  Nasdaq. 

After  quitting  a  job  as  an 
executive  director  in  the  fixed- 
income  group  in  the  London 
office  of  Goldman  Sachs,  Sul- 
ger, now  33,  moved  to  Shang- 
hai knowing  no  Mandarin. 
Still,  he  managed  to  lure 
Patrick  Benzie,  a  former  Har- 
vard classmate,  over  to  China. 
Mobile  phones  intrigued 
them,  and  few  were  then  sell- 
ing wireless  content.  So,  hiring 
engineers  and  "every  for- 
eigner in  Shanghai  under  the 
age  of  25,"  Sulger  formed  a 
complex  little  company.  Linktone's 
premise  is  simple  enough:  Users  send  the 
company  a  text  message,  ordering  any- 
thing from  the  song  "Tong  Hua"  ("Fairy 
Tale")  to  the  daily  installment  of  a 
romance  novel.  Linktone  sends  a  text 
message  back,  confirming  the  purchase 
and  attaching  the  content.  Prices  range 
from  a  penny  to  60  cents;  approximately 
one-third  of  each  transaction  falls  into  the 


coin  boxes  of  the  nation's  two  largest 
state-owned  mobile-phone  providers, 
China  Mobile  and  China  Unicom,  which 
help  advertise  the  service  and  include  the 
charges  on  consumers'  monthly  phone 
bills.  Linktone,  which  does  all  the  back- 
office  work,  initially  developed  all  content 
in-house.  Today  25%  or  so  is  licensed 
from  the  likes  of  Sony  Music,  which  gets 
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royalties,  and  the  Cartoon  Network, 
which  receives  an  annual  fee  and  a  cut 
of  sales. 

Last  year  Linktone  went  public  at  $14 
a  share,  the  seventh  Nasdaq-listed  com- 
pany in  China.  Sulger's  original  backers, 
many  of  them  former  Goldman  col- 
leagues, made  back  at  least  five  to  eight 
times  their  investment,  he  says.  Since  then, 
however,  the  share  price  has  dropped  by 


half.  Why?  "Linktone  is  trading  low 
because  people  say  it's  yesterday's  technol- 
ogy," says  Jason  Brueschke,  an  analyst  at 
Pacific  Growth  Equities  in  San  Francisco. 
"This  stuff  was  in  vogue  from  2001  to 
2003,  when  the  SMS  market  was  very  hot." 
Today,  says  Brueschke,  the  market  is  mov- 
ing toward  multimedia  message  ser- 
vices^— color,  music  and  video.  Sulger  says 
that  40%  of  sales  now  come 
from  non-SMS  products. 
"These  technologies  are  com- 
patible. It's  not  like  you're 
going  to  wake  up  one  night 
and  realize  that  no  one  is 
using  SMS  anymore,"  he  says. 

Linktone  also  suffered 
from  regulatory  backlash.  As 
more  content  providers 
poured  into  China,  some 
eventually  abused  customers, 
and  the  government  cracked 
down  by  implementing  a  new 
kind  of  billing  technology  that 
makes  it  easier  for  consumers 
to  deactivate  a  service  and 
harder  to  make  a  purchase. 
Sulger  says  Linktone  was 
barely  affected  by  this  change 
and  that  smaller  providers, 
with  less  reliable  billing  sys- 
tems, suffered  the  most. 

But  the  biggest  threat  may 
be  China  itself.  This  is  a  land 
of  copycats,  and  entrepre- 
neurs with  good  ideas  always 
risk  having  them  ripped  off. 
Today  there  are  hundreds  of 
companies  with  services  simi- 
lar to  Linktone's. 

Sulger  remains  a  director 
at  Linktone  but  spends  most 
of  his  time  developing  Smart- 
Pay.  The  company  has  mini- 
mal revenue  so  far  and  is  burning  through 
$1.2  million  or  so  a  quarter.  But  there's  at 
least  $3  million  in  the  bank.  And  Sulger  is 
sanguine  enough  to  keep  a  staff  of  175  to 
serve  250,000  customers.  Within  a  year 
Sulger  expects  customers  to  be  using 
SmartPay  to  buy  online  and  wireless 
value-added  services,  in  addition  to  phone 
and  utility  bills.  Yep.  Then  watch  out  for 
the  cascade  of  imitators.  F 
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TAXING  MATTERS 

The  Coming 
Charity  Crackdown 

When  Congress  put  the  brake  on  car  donations,  it  was  just  warming  up.  More 
new  rules  are  coming.  You'll  have  to  pay  for  your  own  dinner  ticket,  and  you  won't 
be  able  to  claim  an  open-space  deduction  for  a  fairway  ]  By  Ashlea  Ebeling 


N  1998  MICHAEL  GALLOP,  AN  INSUR- 
ance  broker,  and  his  wife,  Laura,  set  up 
a  family  foundation — primarily  to 
support  their  son's  Agoura  Hills,  Calif, 
public  school.  They  later  deducted 
262,000  in  contributions  to  it.  But  last 
ear  the  Internal  Revenue  Service  revoked 


the  foundation's  tax  exemption  and  denied 
their  deductions.  An  IRS  agent  concluded 
that  the  Gallops  retained  too  much  control 
over  the  charity,  paid  personal  obligations 
(such  as  synagogue  dues)  from  it  and  set  it 
up  as  part  of  a  "tax  avoidance  scheme" 
promoted  by  a  Utah  firm.  As  a  supporting 


organization,  the  foundation  was  sup- 
posed to  be  overseen  by  the  school.  But 
the  school's  principal  told  the  IRS  he'd 
never  been  to  a  board  meeting;  one  of  the 
alleged  promoters  originally  represented 
the  school  on  the  board. 

The  Gallops  deny  any  impropriety 
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and  are  fighting  both  the  revocation  and 
a  big  personal  tax  bill  in  U.S.  Tax  Court. 
They  say  the  foundation  is  meeting  a  des- 
perate need  in  public  education,  having 
provided  $9,600  in  grants  to  the  school 
through  2002. 

Have  people  been  misusing  the  chari- 
table deduction?  The  IRS  sure  thinks  so. 
The  Senate  Finance  Committee  agrees 
and  is  rustling  up  the  biggest  overhaul  of 
this  part  of  the  code  in  36  years.  Charles 
Grassley  (R-Iowa),  the  committee's 
chairman,  and  Max  Baucus  (D-Mont.), 
its  senior  Democrat,  plan  to  introduce  a 
corrective  bill  later  this  summer.  If  you 
are  either  a  big  donor  or  a  small  one  who 
pushes  the  limits,  the  legislation  may 
crimp  your  style.  "Congress  is  bound  and 
determined  to  help  rout  out  taxpayers 
who  abuse  the  system,"  warns  Vaughn 


So  now  the  IRS  is  stepping  up  enforce- 
ment— adding  staff,  scrutinizing  pay  and 
perks  at  2,000  charities  and  private  foun- 
dations, examining  dozens  of  characters 
promoting  abusive  charitable  arrange- 
ments and  auditing  hundreds  of  individ- 
ual taxpayers  who  have  claimed  big 
deductions  of  certain  types  that  are 
known  to  tempt  deduction-padders.  The 
list  of  suspicious  writeoffs  includes  those 
for  open-space  and  historic-facade  ease- 
ments, for  gifts  of  anything  other  than 
cash  and  traded  securities,  for  donor- 
advised  funds  and  for  supporting  organi- 
zations. (The  Gallops'  foundation  was  the 
first  supporting  organization  to  have  its 
exemption  yanked  during  the  current 
crackdown.  Expect  more.) 

Do  you  serve  on  the  board  of  a  pub- 
lic charity  or  your  own  private  founda- 


"If  the  numbers  make  you  think,  'Wow!  This  is 
incredible!'  then  you  probably  shouldn't 


Henry,  a  charitable-gift  consultant  in 
Springfield,  111. 

Some  donors  aren't  even  keeping  up 
with  the  existing  lax  rules.  In  late  July  the 
Vanguard  Charitable  Endowment  Pro- 
gram sent  warning  letters  to  32  folks  who 
set  up  tax-deductible  donor-advised 
funds  in  1998  but  haven't  yet  directed  a 
penny  from  those  funds  to  an  operating 
charity.  The  message:  Recommend  a  min- 
imum $500  charitable  grant  by  June  30, 
2006  or  Vanguard  will  take  over  the  fund 
and  select  future  recipients  itself. 

The  token  payout  requirement  is  a 
relic  of  a  looser  regulatory  era.  Under  one 
proposal  at  which  Grassley  and  Baucus 
are  looking,  the  32  close-fisted  Vanguard 
donors,  whose  funds  total  $7  million, 
would  have  to  dole  out  $1.4  million,  not 
$16,000,  in  grants,  pronto. 

Problems  in  the  charity  sector  have 
been  building  for  years.  Since  1995  the 
number  of  charities  registered  with  the 
Internal  Revenue  Service  has  grown  from 
1.3  million  to  1.8  million,  while  the  IRS 
staff  overseeing  them  has  shrunk.  The  IRS 
audited  just  one  in  149  charities  in  2004, 
down  from  one  in  50  in  1 995.  No  surprise 
that  sleazy  promoters  saw  an  opening,  and 
even  some  respectable  charities  got  sloppy. 


tion?  Under  the  likely  legislation  you 
would  be  at  greater  risk  of  being  on  the 
hook  if  your  organization  violates  rules. 
And  the  pay  or  expenses  you  and/or  your 
family  members  can  receive  from  the 
charity  might  be  limited — or  at  least  sub- 
ject to  more  disclosure  on  the  public 
form  990  that  charities  must  file.  (You 
can  still  stretch  your  legs,  however.  The 
committee  has  backed  away  from  the 
idea  of  barring  first-class  air  travel  for 
charity  officials.) 

As  a  sweetener  the  Finance  Commit- 
tee is  probably  going  to  liberalize  some 
charitable  tax  breaks.  One  notable  change 
would  allow  donors  older  than  70  V:  to 
contribute  funds  directly  from  their  Indi- 
vidual Retirement  Accounts  with  no  tax 
effect.  (Currently  you  must  first  take  the 
money  out  of  the  IRA,  count  it  as  income 
and  then  claim  a  deduction,  which  can 
have  bad  tax  consequences.)  "We  have 
clients  waiting  in  the  wings  to  do  this," 
says  Conrad  Teitell,  a  charity  lawyer  in 
Stamford,  Conn. 

Here's  what  to  expect. 
DONOR-ADVISED  FUNDS.  You  con 
tribute  cash  (or  better  yet,  appreciated 
stocks)  to  a  donor-advised  fund  in  a  year 
when  you  need  the  income  tax  deduc- 


tion, then  dribble  out  the  money  to 
operating  charities  later.  These  funds! 
have  taken  off  over  the  last  decade  and 
are  now  offered  by  the  charitable  arms 
of  Fidelity  and  Vanguard,  as  well  as| 
established  community  foundations. 

Congress  has  two  beefs.  One  is  that 
some  folks  claim  their  tax  breaks  and  just 
let  the  money  sit,  rather  than  directing  it) 
to  good  deeds.  So  the  pols  are  likely  to 
impose  sanctions  or  mandatory  payoutsi 
if  a  donor  goes  too  long — say,  three) 
years — without  making  grants.  Alterna- 
tively, there  would  be  an  annual  payout! 
minimum.  (As  a  guide,  private  nonoper 
ating  foundations  must  spend  5%  of  their 
assets  each  year.) 

Some  fringe  tax  advisers  have  encour- 
aged donors  to  use  their  accounts  to  pay 
their  children  or  themselves  for  their 
charitable  work  and  ex- 
penses— even  to  provide  their 
kids  with  college  "scholar- 
ships" that  would  be  forgiven 
if  they  did  volunteer  work.. 
Such  mischief,  borderline  illegal,  wou 
be  explicifiy  banned,  as  would  the  use  ofl 
donor-advised  funds  to  buy  tickets  ta 
charity  balls  or  to  make  good  on  the) 
donor's  charitable  pledges. 
PRIVATE  FOUNDATIONS.  Private  founda- 
tions were  the  rage  in  the  1990s,  witW 
some  promoters  selling  "foundation-in-l 
a-box"  kits  to  the  merely  affluent., 
Rockville,  Md.  lawyer  Mark  Weinberg  is 
now  advising  most  clients  (those  who 
aren't  "complete  control  freaks,"  as  hel 
puts  it)  not  to  start  a  private  foundation! 
unless  they  plan  to  donate  at  least  $3  mil- 
lion to  it — double  the  threshold  he  set  ai 
few  years  back.  That's  because  the  costs 
and  hassles  of  running  one  of  these  are 
going  up. 

The  Senate  committee  staff  originally 
proposed  that  foundations  with  as  little  as 
$250,000  in  revenue  (contributions  and 
investment  earnings)  in  a  year  be 
required  to  pay  for  an  outside  audit, 
which  would  then  be  made  public  as  ani 
attachment  to  the  990.  Charities  howled 
about  paperwork  costs.  The  audit  thresh- 
old is  likely  to  end  up  closer  to  $1  million. 

The  5%  annual  payout  requirement 
wili  probably  be  amended  to  make  cer- 
tain administrative  expenses  ineligible., 
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rhe  penalties  for  self-dealing  by  a  private 
oundation  could  be  doubled.  There  will 
>robably  be  a  law  against  such  shenani- 
;ans  as  putting  money  in  a  donor- 
tdvised  fund  to  take  advantage  of  more 
iberal  deductions  than  are  allowed  for 
>rivate  foundations  and  then  having  the 
und  feed  your  private  foundation. 
SUPPORTING  ORGANIZATIONS.  One 
variety,  promoted  in  recent  years  as  a  way 
o  skirt  restrictions  on  private  founda- 
ions,  operates  as  a  donor's  private  fief- 
lom  within  the  public  charity — he  con- 
rols  the  supporting  organization's  board. 
^  Senate  staff  report  proposes  abolishing 
hese  entities  outright.  One  recurring 
candal:  A  donor  makes  a  "charitable" 
lonation  to  the  supporting  organization, 
hen  has  the  charity  return  most  (or  all) 
)f  the  donated  amount  to  the  donor  as  a 
oan,  which  is  never  paid  back. 

Supporting  organizations  whose 
>oards  are  controlled  by  the  target  chari- 
ies  are  on  safer  ground.  But  count  on  a 
lew  5%  payout  rule  for  them. 


& 


NONCASH  CONTRIBUTIONS.  Last  October 
Congress  clamped  down  on  the  inflated 
deductions  taxpayers  were  claiming  for  do- 
nating cars,  planes  and  boats  to  charity.  As 
of  lan.  1,  2005  you  can  deduct  only  the 
amount  a  charity  nets  from  selling  the  ve- 
hicle, unless  the  charity  uses  it  in  its  chari- 
table work.  Car  donations  are  off  40%  for 
the  first  six  months  of  this  year. 

One  controversial  proposal  by 
Congress'  Joint  Committee  on  Taxation 
would  limit  the  deduction  for  the  con- 
tribution of  appreciated  property  other 
than  publicly  traded  securities — say,  for 
art — to  its  acquisition  cost  instead  of  its 
current  supposed  fair  market  value.  Con- 
gress is  unlikely  to  go  that  far,  but  if  you 
have  appreciated  property  you  want  to 
give,  why  take  a  chance?  Donate  it  now, 
before  any  new  limits  are  enacted. 
CONSERVATION  EASEMENTS.  With  these, 
you  give  up  the  right  to  develop  your 
property  and  claim  a  tax  deduction  for 
lost  development  value.  Expect  tougher 
penalties  for  bad  appraisals  and  bad 


appraisers,  and  accreditation  standards 
for  those  charities  authorized  to  accept 
and  hold  easements.  It  will  become 
harder  for  golf  course  builders  to  deduct 
for  easements  on  fairways  and  for  devel- 
opers to  deduct  for  easements  on  green- 
space  buffers  between  McMansions.  The 
problem  is  particularly  acute  in  Colorado 
and  Virginia,  where  taxpayers  can  also 
claim  state  conservation  credits  and  resell 
them  to  other  taxpayers.  Another  target: 
facade  easements.  Promoters  had  told 
donors  they  could  deduct  15%  of  their 
home's  fair  market  value  just  for  agreeing 
to  keep  its  front  historically  pure. 

"Donors  have  to  be  more  careful," 
says  Stephen  J.  Small,  a  land  conservation 
lawyer  in  Boston.  "If  the  numbers  make 
you  think,  "Wow!  This  is  incredible!'  then 
you  probably  shouldn't  do  it."  Still,  open- 
space  easements  donated  to  reputable 
land  trusts  and  backed  up  by  honest 
appraisals  should  survive.  After  all,  Small 
notes,  Grassley  is  a  farmer  and  Baucus  is  a 
rancher.  F 
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NUMBERS  GAME 


A  Volatile  Brew 

Companies  have  found  how  to  ease  the  impact  of 
strict  new  stock  option  rules  |  By  Elizabeth  MacDonald 


THE  LONG  BATTLE  OVER  EXPENSING 
stock  options  is  over.  Starting  this 
past  June,  by  edict  of  the  rule-setting 
Financial  Accounting  Standards  Board, 
public  companies  must  deduct  from  earn- 
ings an  expense  representing  the  value  of 
this  form  of  employee  compensation.  (To 
be  sure,  options  grants  do  not  cost  the 
employer  any  cash,  but  that  doesn't  make 
options  worthless.)  Up  to  then,  corpora- 
tions only  needed  to  report  in  a  footnote 
the  hypothetical  expense  of  an  options 
grant.  A  few  virtuous  corporations,  such  as 
General  Motors  and  Citigroup,  voluntarily 
started  in  recent  years  to  take  for-real 
options  earnings  hits. 

So  now  everyone  is  virtuous.  No 
more  will  investors  be  led  astray  by  earn- 
ings that  don't  reflect  the  value  of 
options  to  workers. 

Um,  not  so  fast.  Turns  out  the  FASB 
didn't  quite  mandate  the  method  manage- 
ments use  to  figure  out  option  costs,  giving 
them  wiggle  room.  Hence  many  compa- 
nies have  rewired  the  black  box  of 
accounting,  the  options  pricing  model,  to 
ease  the  earnings  hit — chiefly  by  tinkering 
with  projected  volatility  assumptions  of 
the  underlying  stock. 

How  do  we  know  they 
rejiggered  their 
models?  A 


study  of  Russell  1000  companies  by 
Nashville  research  firm  New  Constructs 
found  that  210  of  them  changed  their 
assumptions  for  2004  awards  to  make 
earnings  deductions  seem  less  onerous. 
While  the  2004  options  grants  are  the  last 
with  no  impact  on  earnings,  it  means  these 
outfits  have  their  formulas  in  place  and 
lab-tested  for  2005,  when  option  hits  occur 
in  earnest. 

A  sampling  of  these  wily  companies 
indicates  how  this  game  works.  Under  the 
old  methods,  companies  would  have  had 
to  deduct  8  to  41  cents  from  their  earnings 
per  share  in  2004.  But  they  adopted  a  new, 
more  forgiving  approach  that  lessened  that 
bite  to  just  4  to  28  cents  (see  table),  accord- 
ing to  New  Constructs  analysts  Kiran 
Akkineni  and  David  Trainer.  For  2005, 
when  option  expensing  goes  live,  says 
Trainer,  "Reported  numbers  won't  be 
what  they  should  be  for  many  companies." 

The  key  component  in  the  options- 
expense  model  that  New  Constructs'  210 
companies  monkeyed  with  is  volatility. 
That's  the  degree  to  which  the  price  of  the 
company's  shares  fluctuate  in  the  stock 
market.  Using  a  little  creative  accounting, 
the  companies  cut  their  volatility  figures  by 
an  average  of  17  percentage  points  in  fiscal 
2004  over  2003,  reducing  the  earnings 
smackdown  from  options  by  a  quarter,  or 
$1.4  billion,  to  $4.4  billion  from  $5.8  bil- 
lion. While  company  disclosures  of  their 
new  formulas  aren't  very  good  (they  at 
least  report  volatility  assumptions  and 
options  expense),  New  Constructs 
recalculated  volatility  for  2004  by 
applying  the  companies'  historical 


methods,  used  pre- 2004,  to  their  reported 
EPS  results  for  2004. 

Whether  employing  the  well-known 
Black-Scholes  model  or  any  other,  a  com- 
pany typically  will  arrive  at  the  volatility 
number  by  using  stock  fluctuations  from 
three  to  five  years  prior,  then  estimating 
volatility  for  the  life  of  the  option.  The| 
higher  the  stock's  projected  volatility,  the 
better  the  chance  that  the  option  will  land 
in  the  money — that  is,  that  the  recipient 
can  exercise  it  and  take  a  gain. 

Suppose  a  company's  stock  is  at  $50, 
and  an  employee  gets  an  option  granting 
him  the  right  to  buy  a  share  at  $50  anytime 
in  the  next  ten  years.  Say  the  stock's  annu- 
alized volatility  is  20%.  Roughly  speaking 
(precision  would  require  a  math  treatise), 
this  means  that  a  20%  move  up  or  down 
over  the  course  of  1 2  months  is  typical  for 
this  stock.  On  the  day  of  the  grant  the 
option  has  zero  intrinsic  value.  That  is,  if 
the  employee  cashes  it  in,  he  gets  nothing. 
But  the  so-called  time  value  of  the  option 
is  considerable.  This  is  the  amount  that  a 
gambler  would  pay  for  the  paper,  in  the 
hope  that  the  stock  goes  up. 

Just  how  great  this  time  value  is> 
depends  on  some  complicated  things, 
including  expected  interest  rates  and  divi- 
dend policies.  But  as  a  rough  approxima- 
tion, the  value  of  our  hypothetical 
employee  option  is  $10,  explains  Craig1 
Cook,  a  senior  manager  in  Grant  Thorn- 
ton's valuation  practice.  This  would  mean 
a  $10  charge  to  the  company's  expense 
line,  even  though  no  cash  outlay  is 
involved.  Of  course,  by  the  time  the 
employee  gets  around  to  using  the  option, 
it  may  yield  a  lot  more  than  $10,  or  a  lot 
less.  Or  nothing  at  all. 

EchoStar  Communications,  the  satel- 
lite TV  concern,  freely  admits  in  its  2004 
annual  report  that  its  option  costs  were 
going  to  have  "a  material  negative  impact 
on  our  results."  To  cushion  the  earnings 
to  a  smoother  33%  as  of  fiscal  2004  from 


stomach-churning  64% 
inder  the  old  method, 
Jew  Constructs'  Akkineni 
igures. 

In  so  doing,  EchoStar's 
eworked  option  model  spat 
iut  a  newly  minted  option 
ost  that  would  have  cut  its 
004  earnings  of  $215  mil- 
ion  by  just  10%,  or  $21  mil- 
ion,  instead  of  a  hit  of  15%, 
ir  $32  million.  That  shaves 
ust  4  cents  off  its  46  cents 
arnings  per  share,  instead 
»f  8  cents  without  the  move, 
ays  New  Constructs. 

In  a  filing,  EchoStar  explains  how  a 
ightning-bolt  epiphany  in  2004  led  it  to 
onclude  that  "unadjusted  historical  expe- 
ience  is  a  relatively  poor  predictor  of  our 
iiture  expectation  of  volatility."  And  so  it 
tripped  out  all  the  bad  stuff,  the  "extraor- 
linary  events"  that  had  rocked  its  stock  in 
he  past,  though  EchoStar  doesn't  find 
hem  alarming  enough  to  disclose.  It  terms 


Easing  the  Earnings  Hit 


Using  creative  accounting,  these  companies  rejiggered  their  calculations 
for  2004  to  shrink  deductions  of  options  grants  from  net  income. 


EARNINGS 

EPS  OPTIONS  HIT 

PER  SHARE 

NEW 

OLD 

COMPANY 

2004 

METHOB 

METH00 

ECHOSTAR  COMMUNICATIONS 

$0.46 

$0.04 

$0.08 

EDISON  INTERNATIONAL 

2.81 

0.07 

0.17 

GENENTECH 

0.74 

0.20 

0.25 

GILEAD  SCIENCES 

1.04 

0.24 

0.35 

LEXMARK  INTERNATIONAL 

4.38 

0.25 

0.41 

XILINX 

0.89 

0.28 

0.33 

XTO  ENERGY 

2.03 

0.20 

0.29 

Note:  Prior  methodology  is  the  companies'  practice  of  estimating  volatility  as  of  2003. 
Source:  New  Constructs. 


these  events  mere  blips  that  didn't  matter. 
The  company  won't  comment. 

New  Constructs  found  that  Gilead  Sci- 
ences, a  biopharmaceutical  firm,  also 
changed  assumptions  and  expected 
volatility,  slashing  its  stock  option  costs  to 
$104  million  in  fiscal  2004  from  what  New 
Constructs  says  would've  been  $150  mil- 
lion under  its  old  way.  That's  a  cut  of  24 


cents  a  share,  down  from 
35.  Gilead  won't  comment. 
Biotecher  Genentech  saved 
a  nickel  a  share  with  its 
maneuvering,  utility  parent 
Edison  International  10 
cents  and  XTO  Energy  9, 
New  Constructs  finds. 

The  exact  math  these 
companies  use  for  their 
new  models  is  murky. 
Genentech  says  it  mea- 
sures "marketable  instru- 
ments and  comparative 
companies."  Its  assump- 
tions, Genentech  says,  are 
"proprietary."  Why  the  need  for  chang- 
ing models?  The  argument  won't  wash 
that  the  market  has  seen  so  many  anom- 
alies in  recent  years  that  volatility  num- 
bers must  be  adjusted.  After  all,  the  over- 
all market's  volatility  hasn't  changed 
much.  The  S&P  500's  at  year-end  2004: 
16%,  down  a  tad  from  17%  in  2003,  and 
18%  in  2002.  F 


Brings  new  meaning 

to  the  term  "Power  Broker." 


nnovatio 


Scanning 
For  Cancer 


By  Kerry  A.  Dolan 

AN  INSIDIOUS  AND  VIRULENT  CANCER  CELL  TRAVELS 
through  the  bloodstream  of  many 
cancer  patients.  A  deadly  kind  of 
carpetbagger,  it  breaks  off  from 
tumors  and  lurks  elsewhere  in 
the  body  where  it  can  take  up  residence 
and,  most  likely,  promote  cancer's  spread. 
The  presence  of  these  rare  "circulating 
tumor  cells"  may  indicate  that  a  pa- 
tient's cancer  is  metastasizing,  spread- 
ing from  the  breast,  say,  to  the  lungs. 

These  traveling  invaders  are  elusive: 
One  culprit  may  show  up  in  a  sample  of 
10  million  white  blood  cells.  Now  a  re- 
search team  in  Silicon  Valley  has  a  startling 

new  way  to  single  them  out.  While  the  break-  ^™ 
through  may  take  years  to  perfect,  it  promises 
vastly  better  ways  of  diagnosing  and  treating  cancer. 

Ninety  percent  of  patients  with  early-stage  breast  cancer  can  be 
cured  when  treated  only  with  radiation  and  surgery,  but  another 
3%  also  require  chemotherapy  to  stop  the  cancer  from  spreading 
elsewhere.  "The  problem  is  I  don't  know  who  those  3%  are,"  says 

(Please  turn  the  page  for  our  special  Innovation  foldout.) 
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Jorge  Nieva,ect  rare  traveling  tumor  cells, 
search  at  Scrrsulting  laser-fiber-microscopa 
tients  also  er)  spot  such  l-in-10  million  lravel-| 
side  effects,  e  cells  in  30  minutes.  The  cuncnt 
treatment  is  rate  detection  method,  an  autoJ 
hope  is  that  ital  microscope  on  its  own,  takes 
to  do  the  same  job.  PARC  has 
half  a  dozen  FAST  patents, 
is  crucial  to  making  FAST  a 
lial  possibility.  Research  has 


Photomultiplier 
tube  (PMT) 


ion  lens 


iler  Cells 

&m  that  bounces  off 
lide  covered  with 
Dells  from  a  cancer 
3  special  fluorescent 
laser  hits.  The  blips 
e  ferried  by  the  red 
a  series  of  filtering 
lere,  an  automated 
i  pictures  of  the  light 
thologists  study  to 
lis. 


Cancer  celreads  in  the  broom  underneath 
le  blips  from  the  fluorescent  cancer 
shoot  them  through  the  other  end 
om  handle  and  into  the  lenses.  An 
captured  in  high  resolution  by  an 
:d  digital  microscope.  (Pathologists 
rmine  if  the  blips  are  cancer  cells.) 
take  two  pieces  of  fairly  traditional 
gy  [the  laser  and  the  microscope 
enses],  and  you  put  this  fairly  sim- 
optic  bundle  in  the  middle,  and  all 
en  you  can  scan  25  million  cells  a 
Bruce  says.  It  took  a  year  to  get 
cept  to  working  scanner, 
ombination  of  the  FAST  cytometer 
igital  microscope  can  spot  98%  of 
ling  cancer  cells  in  a  sample.  And  it 
s  a  false  positive  fewer  than  three 
a  million  tries — compared  with  a 
false  positives  in  a  million  tries  for 
mated  digital  microscope  on  its 
current,  most  accurate  method, 
ps'  Nieva  and  the  PARC  group  have 
for  a  National  Institutes  of  Health 
o  fund  the  screening  of  more 
.  Bruce  and  the  PARC  group  also  are 
nm  that  cancer  in  patients  withj,  on  automating  blood-sample 

preparation.  It  now  takes 
half  a  day  to  prepare  one 
patient's  slides  by  hand. 

PARC  hopes  to  spin  off 
the  work  into  a  stand- 
alone company  in  a  year 
or  two.  Since  1996  the  lab, 
in  the  hills  near  Stanford  Univer- 
parlayed  its  research  into  spinoffs 
new  companies,  two  of  which  were 
-  instantly  turned  to  a  movy  by  Microsoft.  The  sale  of  shares 
use  of  their  familiarity  with  la%pinoff  brought  in  $83  million  last 
Also,  such  lasers  can  scan  >OSting  Xerox's  total  net  income  by 
der  field  of  view  than  a  laser  in  !10o/0.  In  2002  PARC  began  offering 
oscope.  "All  the  optics  that  areL  services  to  other  companies, 
o  laser  printers,  you  could  us<L  clients  indude  ,apan's  Fujitsu,  a 
urface  of  something,"  says  Brii  of  US.  government  agencies  and 
:s  on  FAST  with  five  people  frcjtech  giants  (thev  prefer  to  remain 
hree  people  from  Scripps.  LQUS) 

b  make  the  cancer  cells  stand      venture  capitalists  already  have 


s  progresses  faster  and  more  e;: 
n  in  patients  who  don't  have  s 
s  Scripps-PARC  system  may  bBrUCe 
:rmine  whether  chemotherapy |j0  is 
and  could  indicate  when  a  pat  iis 
wrong  kind  of  chemo,  says  Nic 
eves  FAST  may  lead  to  mud1- 
ction  of  all  kinds  of  solid  tumd; 
FAST  works  by  an  ethereal 
:d  "collecting  the  light."  Reseaj 


:  blood  cells  in  the  scanning 


tists  use  an  antibody  with  a  flu^  It  would  be  another  bit  of  sweet 
hat  binds  to  a  protein  in  eacl,tion  for  Xerox  PARC,  which  was 
fhen  they  zap  a  cool  blue  las<sd  for  years  as  the  lab  that  invented 


i  rotating  mirror,  which  refr 
at  a  90-degree  angle  toward  o 
l-inch-long  glass  slide  coven 
illion  white  blood  cells  (all  c 


with  PARC  about  funding  a  FAST 


stuff — the  computer  mouse,  the 
nd-click  interface,  Ethernet  net- 
g — but  did  little  to  let  Xerox  share- 
cash  in  on  it.  F 
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Jeffrey  Immelt  is  pushing  windmills, 
water  filters,  nuclear  power  and  cleaner 
turbines  and  jet  engines.  Has  General 
Electric  gone  eco-mad?  By  Daniel  Fisher 
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THE  ADS  ARE  FETCHING  AND  nessing  the  power  of  coal  is  looking  more  1.3  million  pounds  of  polychlorinated 
funny:  an  elephant  dancing  in  beautiful  every  day."  It's  part  of  what  Gen-  biphenyls  into  the  Hudson  River  over 
the  jungle  to  "Singin'  in  the  eral  Electric  calls  "Ecomagination,"  a  mul-  several  decades,  until  these  chemicals 
Rain,"  with  the  tagline,  "technol-  timillion -dollar  image  campaign  that  all  were  banned  in  1977,  then  dragging  its 
ogy  that's  right  in  step  with  but  paints  this  century-old  manufacturing  feet  on  the  cleanup.  GE's  finance  division 
nature."  Or  the  hard-hat-wearing,  company  as  an  affiliate  of  Greenpeace.  and  NBC  Universal  are  harmless  enough, 
improbably  gorgeous  models  sweating  it  GE  is  green?  For  a  long  stretch  GE  has  but  the  rest  of  the  conglomerate  depends 
aut  in  a  coal  mine  to  the  sound  of  Merle  been  near  the  top  of  environmentalists'  heavily  on  pollution-spewing,  global- 
Travis'  "Sixteen  Tons."  Message?  "Har-  most-hated  lists.  Its  sin:  legally  dumping  warming  things  that  enviros  love  to  con- 


General  Electric 


demn:  appliances,  plastics,  fossil-fuel- 
fired  turbines  and  diesel  locomotives. 

In  the  Ecomagination  talk  there  is 
showmanship  but  also  some  reality.  GE's 
new  philosophy,  which  roughly  coincides 
with  the  ascension  of  Jeffrey  R.  Immelt, 
49,  to  the  chief  executive  position  four 
years  ago,  is  this:  If  you  can't  beat  the  en- 
vironmentalists, join  them.  Immelt's  GE  is 
going  to  make  a  business  out  of  being 
green.  It  will  not  just  clean  up  its  own  in- 
dustrial act  (cutting  emissions  1%  over  the 
next  seven  years,  when  emissions  would 
otherwise  have  risen  40%)  but  also  get 
more  deeply  into  the  business  of  selling 
eco- friendly  devices  to  other  companies. 

So  is  Ecomagination  just  a  sales  pitch? 
"It's  primarily  that,"  confesses  Immelt. 
"In  its  essence  it's  a  way  to  sell  more 
products  and  services." 

Lots  more.  Whatever  Immelt  and  his 
customers  think  of  the  thesis  that  the 
Earth  is  in  the  balance,  they  know  they 
are  going  to  be  living  in  a  world  of  high 
energy  prices,  caps  on  greenhouse  gases 
and  ever  tighter  environmental  regula- 
tions. GE  can  capitalize  on  the  problems 
of  others:  airlines  whose  slim  profits 
depend  on  getting  a  few  more  turbine 
revolutions  out  of  a  gallon  of  aviation 
fuel;  railroads  feeling  the  pinch  of  pollu- 
tion controls;  utilities  that  must  decide 
now  how  much  to  spend  to  comply  with 
carbon  dioxide  limits  a  decade  from  now. 
Most  of  the  projects  Immelt  has  approved 
are  intended  to  help  customers  avoid 
painful  regulation  such  as  the  CO:  caps  in 
Europe  or  the  lawsuit  launched  last  year 
by  New  York  Attorney  General  Eliot 
Spitzer  and  eight  other  states  against  five 
U.S.  utilities  over  their  greenhouse  gas 
emissions.  "The  reason  GE's  getting  in 
front  of  this  issue  is  to  help  their  cus- 
tomers address  a  big  potential  liability," 
says  Phillip  H.  Rudolph,  former  deputy 
general  counsel  at  McDonald's,  who 
advises  corporations  on  social  and  envi- 
ronmental liabilities  at  Foley  Hoag  in 
Washington,  D.C. 

Many  old-line  industrial  companies 
have  already  jumped  onto  this  haywain, 
with  mixed  results.  Toyota  is  trying  to 
push  gas/electric  hybrid  technology  into 
much  of  its  line.  Making  its  single  largest 
R&D  investment  in  the  ever  elusive  hydro- 


gen car,  General  Motors  is  reaching  for 
the  rainbow.  BP  gussies  up  its  gas  stations 
with  its  sunflower  motif  and  boasts  about 
putting  money  into  solar  power,  while 
deriving  most  of  its  revenue  from  dirty 
oil  drilling  and  refining  operations.  For 
GE  the  greening  of  America  and  the  rest 
of  the  world  is  its  best  chance  to  raise 
profit  margins — last  year  it  netted  $16.6 
billion  on  sales  of  $152.4  billion — and  its 
stock  price,  which  has  stalled  in  the  low 
30s  over  the  last  three  years. 

Ecomagination  was  a  couple  of  years 
in  the  making,  the  result  of  "dreaming 


THE  LATEST  SPIN  ON 


sessions"  with  heads  of  energy  and  heavy- 
industry  companies  at  GE's  executive 
training  center  in  Crotonville,  N.Y.  What 
emerged  was  a  wish  list  from  customers 
that  included  cleaner  ways  to  burn  coal 
and  more  efficient  wastewater  treatment 
systems,  as  well  as  nuclear  power  and 
hydrogen  fuel  cells.  GreenOrder,  a  con- 
sulting firm  in  New  York  City,  judged 
some  ideas  on  whether  they  could  be 
turned  into  efficient  and  moneymaking 
products.  At  the  same  time,  GE  officials 
did  a  lot  of  what  Elizabeth  Comstock, 
chief  marketing  officer,  calls  "pulsing,"  in 
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Windmills 

Some  of  the  seven  GE 
3.6-megawatt  machines 
off  the  coast  of  Arklow, 
Ireland.  They  are  designed 
to  power  16,000  homes  and 
save  roughly  68,000  tons 
of  carbon  dioxide  a  year. 


Washington,  to  sense  where  Congress  and 
regulators  might  be  heading,  especially  on 
the  issue  of  carbon  dioxide  emissions.  "If 
I  were  the  CEO  of  a  company  right  now," 
says  Henry  Lee,  director  of  the  Environ- 
ment &  Natural  Resources  Program  at 
Harvard's  John  F.  Kennedy  School  of 
Government,  "I'd  rather  structure  a  CO2- 
mitigation  scheme  in  the  Bush  Adminis- 
tration." So  would  Immelt.  So  what  if 
environmentalists  sneer  that  Ecomagina- 
tion  is  like  having  Philip  Morris  run  a 
chain  of  cancer  clinics. 

Launching  the  effort  at  a  press  confer- 
ence in  May,  Immelt  pledged  to 
double  revenue  from  green 
machines  from  $10  billion  in  2004 
to  $20  billion  by  2010.  The  com- 
pany identified  1 7  products  that 
met  its  standard  of  providing  "sig- 
nificant and  measurable  environ- 
mental performance  advantages," 
including  a  Lexan  film  that 
replaces  conventional  paint,  Har- 
mony water-conserving  washing 
machines,  the  new  fuel-efficient 
GEnxjet  engine  and  GE's  Evolution 
locomotive,  a  208-ton,  4,400hp 
workhorse  that  burns  3%  less  fuel 
and  puts  out  40%  less  pollution 
than  its  immediate  predecessor. 
Immelt  also  vowed  to  double 
spending  on  green-related 
research  to  $1.5  billion  a  year  by 
2010.  Scientists  at  GE's  Global 
Research  Center  outside  Schenec- 
tady, N.Y.— near  where  GE 
perfected  the  tungsten-filament 
lightbulb  a  century  ago — are 
developing  everything  from  light- 
weight plastics  to  replace  the  steel 
in  cars  to  $1  billion  coal-fired  elec- 
tricity plants  that  emit  nothing  but 
water  vapor.  (Not  as  implausible  as 
it  seems:  Just  stuff  the  CO2  down 
an  abandoned  oil  well.  Or  send  it 
to  the  bottom  of  the  ocean.) 

Immelt  is  breaking  with  his 
predecessor,  Jack  Welch,  in  some 
I   critical  ways.  With  just  two  com- 
petitors worldwide,  he  sees  GE's 
nuclear  power  business,  which 

I ad  about  $1  billion  in  revenue 
last  year,  mostly  from  refueling 
existing  nukes,  emerging  as  num- 
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Gas  Turbines 

A  machine  to  generate  480  megawatts  of  power,  with  60%  thermal  efficiency. 


ber  one  or  two.  Executives  have  been 
pressing  officials  in  China  to  include  GE's 
advanced  boiling-water  reactors  in  their 
next  five-year  economic  plan  (China  uses 
the  pressurized  reactors  championed  by 
perennial  GE  rival  Westinghouse,  now  part 
of  British  Nuclear  Fuels  Ltd.).  Eventually 
the  U.S.  will  come  around,  too,  since  it 
must  replace  as  much  as  50  gigawatts  of 
existing  nuclear  power  by  midcentury. 
(One  very  large  power  plant  produces  a 
gigawatt.)  "Describe  to  me  how  it  works 
by  2040  if  you  don't  have  new  nuclear 
plants  built,"  says  John  Rice,  the  48 -year- 
old  vice  chairman,  who  started  out  with 
Immelt  in  GE's  plastics  division. 

Another  new  line  of  business:  water 
purification,  which  GE  entered  a  few  years 
ago  with  several  acquisitions.  The 
company  expects  to  sell  $2  billion  worth  of 
filtration  systems,  chemicals  and  services 
this  year,  and  its  engineers  are  working  on 
new  filters  that  can  strip  impurities  and 
salt  from  water  more  efficiently.  A 
$260  million  desalination  plant,  recently 
announced,  will  supply  a  quarter  of  the 


"Describe  to  me 
how  it  works  by 
2040  if  you  don't 
have  new  nuclear 
power  plants  built." 


drinking  water  for  the  city  of  Algiers.  GE 
sees  mushrooming  demand  for  similar 
systems  in  industrializing  nations. 

"Our  big  bet  is  on  water  scarcity,"  says 
George  Oliver,  45,  who  took  over  as  head 
of  the  water  division  in  2002  after  run- 
ning GE's  $5  billion-a-year  aircraft  service 
business.  What  do  water  plants  and  air- 
craft engines  have  in  common?  Lucrative 
service  revenue,  which  can  often  repre- 
sent a  multiple  of  the  initial  purchase 
price  and  bring  in  a  net  profit  margin 
well  above  the  companywide  11% 
enjoyed  last  year.  Oliver's  water  plants 
also  consume  a  lot  of  energy  to  pump  the 
water  through  the  filters,  stimulating 
demand  for  GE's  electrical  gear;  its 
finance  division  can  supply  the  loans  to 
pay  for  it  all. 

One  of  GE's  most  audacious  bets  is 
on  coal.  With  trillions  of  tons  in  the 
ground  in  North  America  and  energy- 
famished  nations  like  China  and  India, 
coal,  Immelt  says,  "is  absolutely  going  to 
be  here  to  stay."  It's  also  a  great  opportu- 
nity to  sell  $30  million  to  $35  million 
turbines,  a  business  GE  has  dominated 
since  it  installed  its  first  commercial 
steam  turbine  in  a  Port  Huron  Power  & 
Light  Co.  plant  in  1902.  Dominance 
relies  less  on  invention  than  exploita- 
tion. As  with  many  other  products — 
including  tungsten-filament  lightbulbs, 
X-ray  machines  and  jet  engines  — GE 
bought  patents  from  an  inventor  to  get 
into  the  turbine  business,  then  refined 
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the  design  and  manufacturing  tech- 
niques (see  time  line,  below). 

This  comes  at  a  critical  time.  GE's  tur- 
bine business  collapsed  in  the  wake  of  the 
U.S.  power  bubble,  with  sales  falling  to 
122  units  last  year  from  323  in  2002. 
North  American  turbine  sales  are 
expected  to  rise  only  2%  to  3%  a  year 
through  2007,  according  to  Sreekanth 
Venkataraman,  an  analyst  with  Frost  & 
Sullivan.  While  international  sales  will 
remain  strong  for  a  while,  Venkataraman 
says,  they  too  will  begin  to  suffer  after 
2011  as  alternative  technologies  like  fuel 
cells  and  nuclear  hit  the  market. 

To  keep  turbine  sales  spinning,  Immelt 
has  turned  to  a  process  that  partially  burns 
pulverized  coal  in  the  presence  of  pure 
oxygen  to  turn  it  into  a  flammable  gas  that 
can  drive  linked  gas  and  steam  turbines. 
The  process  strips  out  most  pollution  on 
the  front  end,  eliminating  the  need  for 
smokestack  scrubbers;  with  additional 
strippers,  utilities  can  remove  CO2  from  the 
turbine  exhaust  to  be  pumped  under- 
ground. There's  nothing  new  about  coal 
gasification — Hider  ran  his  war  machine 
on  it — but  GE  was  only  in  the  turbine  side 
of  the  business  until  it  bought  Chevron- 
Texaco's  coal  gasification  business  last  year. 
GE  is  now  preparing  to  build  a  $1  billion, 
650-megawatt  gasified  coal  plant  along  the 
Ohio  River  for  American  Electric  Power, 


the  nation's  largest  generator  of  juice. 
Immelt  expects  this  to  become  a  $1  bil- 
lion-a-year  business  as  utilities  like  AEP  try 
to  duck  litigation  over  their  greenhouse- 
gas  emissions.  Customers  view  gas/steam 
combined  cycle  plants  as  a  way  for  GE  to 
revive  an  old  business — "new  fuel  to  put 
in  turbines,"  as  Michael  Morris,  AEP's 
chairman,  puts  it.  GE  also  makes  some  real 


Windmills  are  "a 
lame  excuse  for  a 
clean  energy  policy,' 
says  Senator 
Lamar  Alexander. 


money  off  of  service.  "A  gas  tur- 
bine eats  up  its  insides  after  five  or 
six  years,"  Immelt  explains.  "It's 
parts,  technology,  software 
upgrades — it's  a  mas- 
sively good  business." 

Ecomagination 
also  means  selling 
more  windmills,  a 
controversial  busi- 
ness where  GE  pushed 
itself  into  second  place 
behind  Denmark's  Vestas 
Wind  Systems  by  buying  an 


Don't  Invent— Improve 


Since  its  founding  in  1892  General  Electric  has  mastered  the 
art  of  acquiring  technologies  invented  elsewhere,  then  throw- 
ing in  enough  capital,  research  and  salesmanship  to  dominate 
the  market.  Its  big  scores  seem  to  come  once  a  decade,  says 
George  Wise,  retired  historian  for  GE.  Highlights: 


Portable  X-ray  machine. 


1890s  Lightbulbs 

Inventors  began 
developing  light- 
bulbs  in  the  early 
1800s,  but  Thomas 
Edison  made  them  work. 
GE  later  purchased  Austrian 
technology  to  perfect  the 
tungsten  fiiament;  its  suc- 
cess drew  antitrust  attack. 


Enron  unit  in  2002.  Sales  have  tripled  to 
an  expected  $2  billion  this  year  and  GE 
has  installed  more  than  3,000  of  its  tower- 
ing $1.8  million,  1.5-megawatt  turbines 
around  the  world.  Windmills  are  unpop- 
ular with  some  U.S.  politicians  and  utility 
executives  because  they  require  ample 
subsidies  to  be  viable,  and  the  unpre- 
dictable wind  means  utilities  must  main- 
tain additional  power  plants  on  standby. 
Under  a  pending  energy  bill  windmills 
would  consume  $3.5  billion  over  the  next 
five  years  in  taxpayer  subsidies.  They're  "a 
lame  excuse  for  a  clean  energy  policy," 
says  Lamar  Alexander,  the  Tennessee 
Republican  and  chairman  of  the  Senate 
Energy  Subcommittee. 

Immelt  agrees  GE  must  figure  out  how 
to  make  windmills  stand  on  their  own. 
"We're  trying  to  see  a  pathway  to  where 
you  can  make  electricity  for  5  to  8  cents  a 
kilowatt-hour,"  equivalent  to  gas-fired 
power  plants,  he  says.  "The  strategy  of 
making  everybody  pay  more  for 
what  you  do  is  flawed." 

The    ultimate  proving 
ground  for  Ecomagination  is 
the  faster-growing  economies 
of  China  and  India.  Business 
in  developing  countries  will 
rise  17%  a  year  through  2010, 
representing  40%  of  GE's  total  rev- 
enue growth  during  that  period,  reck- 


X  rays.  That  technology  is  at 
the  core  of  GE's  $15  billion-a- 
year  health  care  business. 

1910s  Radio 

GE  formed  a  joint  venture  with 
British  inventor  Guglielmo 
Marconi  in  1919, 
*lfc\y     and  later  assem- 

i  \Lt       b,ed  Radi0  CorP- 
of  America. 

1  which  it  bought 

back  in  1986 

primarily  to  get  the 

NBC  television  network. 


1900s  X  rays 

GE  entered  the  business  in 
1896,  a  year  after  Wilhelm 
Conrad  Roentgen  discovered 


milii; 


1940s  Jet  engines 

In  1941  GE  licensed  British 
technology  to  develop  the  l-A 


pns  Nicholas  Heymann,  an 
analyst  with  Prudential  Securi- 
ties. Most  sales  will  be  big- 
ticket  items  like  power  plants 
and  locomotives,  where  profit 
margins  rise  rapidly  after  the 
overhead  is  covered.  Nukes  are 
now  an  attractive  prospect  in 
the  subcontinent,  thanks  to  a 
recent  Bush  Administration 
promise  to  help  India  with  its 
civilian  reactors. 

Immelt  flies  to  China  two 
or  three  times  a  year  to  meet 
with  officials  from  the 
National  Development  & 
Reform  Commission,  which 
makes  most  decisions  on  big- 
ticket  infrastructure  like 
power  and  water  utilities. 
How  important  is  China  to 
GE's  growth?  "It's  kind  of  like 
saying,  do  you  have  to  have  a  right  leg  to 
run  a  marathon?"  Immelt  says.  "For  the 
products  we  sell,  it's  probably  one  of  the 
best  end-use  markets  in  the  world." 
China  will  spend  an  estimated  $85  billion 
on  environmental  cleanup  projects 
through  2008 — when,  coincidentally, 
NBC  Universal  division  will  televise  the 
Beijing  Olympics — and  Immelt  wants 
every  bit  of  that  business  he  can  get.  He's 
betting  there  will  be  increasing  demand 


THE  LATEST  SPIN  ON... 


Locomotives 

This  12-cylinder  diesel  engine 
produces  4,400hp  but 
40%  less  emissions 
than  its  16-cylinder 
predecessor.  ff~ 


for  things  like  high-efficiency  jet  engines 
and  locomotives  that  go  farther  on  a  gal- 
lon of  diesel.  The  U.S.  rejected  the  Kyoto 
Protocol  on  greenhouse  gases,  in  large 
part  because  the  treaty  failed  to  rope 
China  and  India  into  significant  regula- 
tion. That's  bound  to  change.  "Having 
global  standards  makes  business  easier," 
says  Immelt. 

If  there's  a  neglected  constituency  in 
Ecomagination,  it  would  be  the  fanatical 


wing  of  American  environ- 
mentalism.  Immelt  has  man- 
aged to  discard  some  of  the 
baggage  accumulated  by  Jack 
Welch,  who  reportedly  told 
shareholders  at  a  1998  meet- 
ing, "Living  in  a  PCB-laden 
area  is  not  dangerous."  But 
the  $460  million  plan  to 
dredge  PCBs  from  the  Hudson 
River  is  disappointingly  stuck 
in  the  engineering  stage,  with 
the  start  date  pushed  back  two 
years  to  2007.  "What  GE  is 
doing  on  the  Hudson  and 
most  of  its  PCB  and  Super- 
fund  sites  around  the  country 
completely  contradicts  the 
image  Immelt  is  trying  to  foist 
on  the  public,"  says  Alex  F. 
Matthiessen,  president  of 
Riverkeeper,  the  environmen- 
tal organization. 

Immelt  deftly  sidesteps  questions 
about  the  cleanup,  saying  simply  that 
"we're  going  to  live  with  that  agreement." 
He  knows  his  sales  pitch  is  to  a  different 
audience — employees,  customers,  bu- 
reaucrats. On  that  level  Ecomagination 
makes  perfect  sense.  In  a  world  where  fos- 
sil fuels  still  dominate  and  factories  still 
pollute,  somebody's  got  to  sell  the  tools  to 
clean  it  all  up.  F 


jet  engine  for  the  Bell  XP-59 
Airacomet,  the  first  American 
fighter  jet.  By  the  late  1990s 
GE  was  the  number  one 
producer  of  commercial  jet 
engines. 

1960s  Nuclear  plants 

In  1963,  drawing  on 
government  technology, 
GE  was  the  first  to  offer 
fixed-price,  boiling-water 
nukes  for  as  little  as  $66 
million.  The  company  kicked 


Nuclear  power  plant,  Rolphton,  Ont. 


off  a  boom  but  got  killed  on 
cost  overruns. 

1970s  CT  scans 

Britain's  EMI  Laboratories 


Bell  XP  59  Airacomet. 


came  up  with  the 
technology  in  1972. 
GE  jumped  in  two  years 
later  by  licensing  the 
technology,  then  using 
its  manufacturing  and 
marketing  muscle  to 
bring  out  faster, 
higher-resolution 
scanners. 


Mexico 


WHEN  VICENTE  FOX  TOOK 
office  as  Mexico's  presi- 
dent in  December  2000, 
hopes  were  high  that  he 
would  transform  the  na- 
tion from  a  corruption-tainted,  slow-mov- 
ing bureaucracy  into  a  vibrant,  safer  coun- 
try overflowing  with  entrepreneurship.  He 
was  something  of  a  rebel:  He  had  dared  to 
take  on  the  long-entrenched  Institutional 


Mexico  is  no  basket 
case,  but  Fox  has 
done  little  to 
improve  transportation, 
reform  the  oil 
and  gas  industries, 
take  on  bloated 
labor  unions 
and  root  out 
corruption. 


would  make.  With  the  full  force  of  the 
North  American  Free  Trade  Agreement 
behind  him,  the  goals  for  Fox's  National 
Action  Party  included  7%  annual  eco- 
nomic growth,  creating  a  middle  class 
and  establishing  the  rule  of  law.  "We  will 
launch  the  mother  of  all  battles  against 
corruption  and  poverty,"  he  told  FORBES 
a  few  weeks  before  taking  office. 

Five  years  into  Fox's  six-year  term 


Half  of  its  106  million  people  live  in 
poverty.  Drug-motivated  murderers  and 
kidnappers  roam  the  cities  with 
impunity.  In  June,  in  the  border  city  of 
Nuevo  Laredo,  the  police  chief  and  then 
his  successor  were  gunned  down  in  drug- 
related  shootings,  the  second  chief  just 
hours  after  he  took  office.  For  the  13,144 
homicides  committed  in  Mexico  in  2002 
(the  latest  year  for  which  figures  are  avail - 
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President  Fox  has  failed 
as  the  country's  great 
hope  for  making 
much-needed  economic 
changes.  And  there 
isn't  much  promise  his 
successor  will  be  any 
more  successful. 
By  Kerry  A.  Dolan 

Revolutionary  Party  (known  by  its  Span- 
ish initials,  PRl),  a  mix  of  big  business, 
labor  and  political  bosses  that  served  its 
own  interests  instead  of  the  people's.  The 
country  was  desperate  for  change. 

Fox,  a  former  state  governor,  Coca- 
Cola  executive  and  rancher,  brimmed 
with  optimism  about  the  changes  he 


The  Mexico  That 
Might  Have  Been 


economic  growth  may  hit  3.7%  this  year, 
down  from  4.4%  last  year,  following  three 
years  of  near  stagnation.  Most  attribute 
that  pickup  to  faster  stirring  of  the  U.S., 
the  country's  biggest  trading  partner.  The 
Mexican  government's  financial  house 
has  been  put  in  order,  but  otherwise  the 
nation's  indicators  are  tepid. 


able),  only  769  people  were  prosecuted. 
Mexico  ranked  the  21st  most  corrupt 
country  among  145  countries  in  a  survey 
by  Transparency  International. 

Amid  such  conditions  it's  no  surprise 
that  an  estimated  5.3  million  Mexicans 
have  illegally  immigrated  across  the 
2,000-mile  border  to  the  U.S.  At  a  rate  of 
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100,000  a  year,  they  keep  coining,  risking 
their  lives  in  the  process. 

To  be  sure,  Mexico  isn't  the  basket 
:ase  it  used  to  be.  The  stock  market  is  up 
138%  since  early  2003.  The  introduction 
:>f  a  mortgage  market  has  fueled  a  hous- 
ing boom.  The  export  sector,  despite 
:ough  competition  from  China,  began 
growing  again  last  year,  bolstered  in  part 
3y  higher  oil  prices.  Mexico  remains  the 


•vorld's  ninth-largest  oil  exporter. 

But  while  countries  like  India  and 
3hina  boom,  Mexico's  economy  fell  from 
-0th  to  12th  largest  globally  last  year, 
wertaken  by  India.  Mexico  ranks  31st  out 
i)f  45  countries  that  compete  with  it  on 
lommercial  terms  or  in  terms  of  attract- 
ng  investment,  according  to  a  study  by 
he  Mexican  Institute  of  Competitiveness, 
;  privately  funded  think  tank.  In  the  latest 
Vorld  Competitiveness  Scoreboard  from 
MD,  the  prestigious  Swiss  business 
ichool,  Mexico  places  56  out  of  60, 
l>ehind  Romania. 

Mexico's  economy  delivered  a  $676 
pillion  gross  domestic  product  last  year.  It 


might  easily  have  been  20%  larger  if  Fox 
had  been  able  to  deliver  on  his  promises. 
Here's  how  things  might  look  different: 
OIL  &  GAS.  The  overstaffed,  inefficient, 
state-owned  oil  firm  Petroleos  Mexi- 
canos,  known  as  Pemex,  essentially  func- 
tions as  a  cash  till  for  the  government.  It 
lacks  the  funds  to  invest  in  technology 
that  would  allow  it  to  go  after  proven 
deep-sea  reserves. 

What's  more,  the  Mexican 
constitution  prevents  Pemex 
from  opening  up  the  oil  and 
gas  business  to  the  private 
sector.  If  that  were  to 
change,  as  Fox  has  pro- 
posed— to  furious  opposi- 
tion from  Mexican  lawmak- 
ers— investment  in  the  oil 
industry  would  likely  dou- 
ble (or  more)  from  the  cur- 
rent $12  billion  a  year. 
Roberto  Newell,  director 
general  of  the  Mexican  In- 
stitute of  Competitiveness, 
estimates  this  could  add  an 
additional  percentage  point 
of  annual  economic  growth. 
ELECTRICITY.  Following 
electricity  shortages  in  2000 
and  2001,  the  government 
and  private  industry  spent  a 
combined  $18  billion  to 
build  61  new  generation 
plants.  Though  capacity  is 
no  longer  a  problem,  rigid 
labor  contracts  and  bloated 
payrolls  make  the  power 
companies  inefficient,  with 
the  result  that  residential  electricity  costs 
are  nearly  twice  as  high  on  average  as  in 
the  U.S. 

Moreover,  roughly  17%  of  electricity 
in  the  states  surrounding  Mexico  City  is 
lost  to  theft  and  fraud. 
LABOR.  Mexican  labor  productivity  has 
grown  at  a  mere  0.4%  per  year  since  the 
1970s,  one-sixth  the  rate  in  the  U.S.,  says 
Newell.  Labor  laws  make  it  expensive  to 
fire  workers,  and  labor  unions  wield  out- 
size political  sway.  More  flexible  labor 
laws  would  make  existing  businesses 
more  efficient  and  make  it  easier  to  start 
new  companies.  Wishful  thinking:  Pro- 
ductivity growth  of  2.4%  would  pay  for  a 


doubling  of  living  standards  in  a  little 
more  than  a  generation.  At  0.4%  that 
transformation  would  take  174  years. 
TELECOM.  Revenues  for  the  Mexican 
telecommunications  sector,  $18.5  billion 
last  year,  could  reach  $23  billion  if  regula- 
tors could  resolve  such  issues  as  intercon- 
nection fees  and  Wi-Fi  wireless  Internet 
access  standards,  says  Ernesto  Piedras  of 
the  Competitive  Intelligence  Unit,  a  tele- 
com consulting  firm.  Lack  of  real  compe- 
tition in  the  sector — dominated  by 
Telmex,  controlled  by  Mexico's  richest  bil- 
lionaire, Carlos  Slim  Helii — means  Mexi- 
can telecom  costs  are  among  the  highest  in 
the  world.  The  average  monthly  phone  bill 
for  a  Mexican  business  is  $132,  compared 
with  just  $60  in  the  U.S. 
TRANSPORT.  Only  a  third  of  Mexican 
roads  are  paved.  Highway  tolls  are  among 
the  highest  in  the  world.  Though  priva- 
tized a  decade  ago,  the  two  main  rail 
companies  have  been  at  an  impasse  on 
how  to  hand  off  railcars  to  one  another. 
Regulators  don't  have  the  authority  to 
force  a  solution.  Were  this  rectified,  goods 
could  move  more  cheaply  through  the 
country  and  to  the  U.S.,  and  with  port 
development,  Mexico  could  relieve  U.S. 
bottlenecks. 

But  it's  far  from  clear  that  any  pro- 
business  reforms  will  happen  anytime 
soon.  Mexico's  next  presidential  elections 
will  be  held  in  July  2006;  Fox  is  not  al- 
lowed to  run  again.  The  current  front- 
runner  is  Mexico  City's  mayor,  Andres 
Manuel  Lopez  Obrador,  a  pugnacious 
populist  who's  a  member  of  the  leftist  PRD 
party.  Business  leaders  on  both  sides  of  the 
border  worry  he  may  be  a  Mexican  ver- 
sion of  Venezuela's  Castro-hugging  Hugo 
Chavez. 

For  the  next  two  decades  Mexico  will 
have  more  people  of  working  age  than 
dependents,  a  demographic  profile  that 
allowed  Japan  and  Korea  to  make  huge 
leaps  forward  in  the  decades  after  World 
War  II.  The  sad  reality  is  that  Mexico  is 
at  the  moment  by  no  means  ready  to 
make  the  leap.  "Unless  we  use  these  25 
years  really  well,  we'll  be  trapped  in 
poverty,"  says  Roberto  Newell.  "Then 
we're  trapped  forever."  F 

Additional  reporting  by  Meghan  Dolan. 
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Arrow  Electronics 


WHOLESALING  IS  A  TOUGH 
way  to  make  a  living — 
especially  if  what  you  are 
selling  is  in  a  downward 
price  spiral.  That  sums  up 
he  business  of  Arrow  Electronics  of 
rfelville,  N.Y. 

Arrow  spent  15  years  buying  up  smaller 
listributors  to  gain  efficiencies  and  pricing 
>ower.  It  links  600  suppliers  of  computer 
hips,  capacitors  and  myriad  other  compo- 
lents  with  150,000  customers  that  make 
ubsystems  for  PCs,  cell  phones  and  autos — 
$50  billion  market.  Now  consolidation  is 
bbing,  and  Arrow — and  rival  Avnet  in 
'hoenix — look  a  lot  like  hamsters  on 
vheels.  Huge  contract  manufacturers  like 
;lextronics  and  Solectron  are  buying  more 
>arts  directly  from  suppliers,  cutting  out 
listributors,  while  prices  for  chips  (half  of 
Arrow's  total  sales)  drop  30%  annually.  For 
he  12  months  through  March,  Arrow 


paid  for  them.  "It  looks  good  in  an  annual 
report,"  quips  Robert  Freid,  president  of 
Contract  Manufacturing  Consultants. 
Savvy  buyers  wrangle  services  from  dis- 
tributors by  agreeing  to  buy  more  compo- 
nents, undercutting  margins  on  the  con- 
tract. "Customers  will  and  can  use  the 
components  business  against  you  to  gain 
the  services,"  admits  Darr  Greenhalgh, 
Arrow's  director  of  supply  chain  solutions. 

And  lots  of  electronics  customers 
wonder  what  all  the  fuss  is  over  services 
anyway.  "I  have  a  hard  time  trying  to 
understand  the  value  [distributors]  are 
bringing,"  says  Twee  Pham,  marketing 
director  at  Express  Manufacturing,  a  $50 
million  (sales)  maker  of  circuit  boards  for 
telecom  and  water  systems.  Express  tried 
letting  a  big  distributor  (which  Pham 
won't  identify)  manage  its  component 
inventory  on-site  but  eventually  dropped 
the  service  because  it  figured  it  could 


used  to  buy  parts  from  Avnet  and 
Canada's  Future  Electronics.  Two  years  I 
ago  Arrow  stole  the  account  by  offering  a  I 
slew  of  services  geared  to  bringing  AMX's  | 
products  to  market  faster  and  cheaper.  I 
For  instance,  Arrow  keeps  three  material  I 
planners  on-site  at  AMX  who  handle  parts  I 
flow  and  look  for  ways  to  substitute  parts 
that  Arrow  can  supply  for  less. 

Result:  AMX's  total  procurement  costs 
have  dropped  20%  and  new  products  take  I 
just  7  months  to  get  to  market  versus  15,  I 
says  AMX  operations  head  Carl  Evans.  In  I 
return  AMX  gave  Arrow  an  exclusive  supply  I 
contract  worth  at  least  $20  million  annually.  I 
Arrow  says  the  relationship  is  profitable;  I 
Evans  is  so  happy  that  he  gives  presenta- 
lions  at  road  shows  for  Arrow  investors. 

Funny  thing  about  that  AMX  pitch,  I 
though.  While  the  key  to  selling  services  I 
is  demonstrating  the  value  customers  I 
should  receive  for  those  extra  fees,  Evans 


Stuck  in  the  Middle 

Arrow  Electronics'  Bill  Mitchell  sees  "services"  as  the  panacea  for  his 
commodity  company.  If  only  they  made  more  money  |  By  Brett  Nelson 


arned  $235  million  on  revenue  of  $10.7 
•illion,  an  anorexic  2.3%  net  margin;  Avnet, 
vith  $10.9  billion  in  sales,  eked  out  1.6%. 

So  maybe  it's  no  surprise  that  Arrow's 
hief  executive,  William  E.  Mitchell,  is 
reaching  the  power  of  "services" — a 
amiliar  bromide  and  ostensible  refuge 
or  commodity  industries.  By  services 
Mitchell  means  anything  beyond  matchi- 
ng suppliers  with  customers — such  as 
>roviding  financing,  on-site  inventory 
nanagement,  parts-tracking  software  and 
hip  programming.  On  the  supplier  side 
^rrow  collects  fees  (in  the  form  of 
:heaper  parts  prices)  for  helping  parts- 
nakers  win  placement  in  the  latest  elec- 
ronic  gadgets. 

Wall  Street  has  bought  the  pitch:  Ser- 
'ices  have  helped  triple  Arrow's  share 
>rice,  to  $29,  or  14  times  trailing  earn- 
ngs,  in  three  years. 

But  the  trouble  with  services:  getting 


manage  on  its  own. 

Mitchell  insists  services  should  help 
boost  Arrow's  return  on  capital  from  9% 
to  between  12%  and  15%.  Mighty  opti- 
mistic: The  last  time  that  figure  cleared  12% 
was  during  the  bull  market  in  1996,  ac- 
cording to  Value  Line.  (Unlike  IBM, 
Hewlett-Packard  and  others,  Arrow 
doesn't  report  figures  for  services  separately 
in  its  P&L.)  "We  add  several  points  of  mar- 
gin where  we  [offer]  services,"  Mitchell  says. 

Mitchell,  who  took  the  helm  in  2003, 
has  been  here  before.  In  die  late  1990s,  after 
20  years  at  electronics  maker  Raychem,  the 
industrial  engineer  from  Princeton  turned 
Memorex's  dying  data  storage  business 
into  what  became  an  $800  million  "global 
services"  division  within  Solectron. 

Success  at  Arrow  will  mean  bagging 
more  customers  like  AMX  Corp.  in 
Richardson,  Tex.  The  $100  million  (sales) 
maker  of  audio  and  video  equipment 


admits  that  he  was  never  completely  cer- 
tain that  Arrow,  for  all  its  nifty  services, 
could  save  AMX  any  money.  Says  he:  "You 
had  to  have  some  faith." 

Mitchell,  in  another  stab  at  services,  is 
beefing  up  software  that  helps  customers 
identify  parts  that  are  easily  available, 
soon  to  be  obsolete  or  made  according  to 
new  environmental  standards.  A  valuable 
service,  perhaps — so  long  as  smaller  cus- 
tomers don't  feel  sloughed  off.  "My 
impression  was  that  the  salespeople 
weren't  being  pushed  to  help  me  any- 
more," says  the  president  of  a  $4  million 
circuit-board  assembler  in  Illinois. 

Kishor  Patel,  owner  of  Absolute  Elec- 
tronics in  Menomonee  Falls,  Wis.,  poses 
perhaps  the  biggest  hurdle  for  Mitchell 
and  services:  "Everybody  is  doing  the 
same  thing,"  Patel  says.  "The  only  differ- 
ence is  how  many  lines  they  carry."  And, 
of  course,  the  price.  F 
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Waddling  Through 

Well-known  in  Japan,  insurer  Aflac  is  struggling 
for  a  toehold  in  the  U.S.  |  By  Jack  Gage 


SELLING  ACCIDENT,  DISABILITY 
and  cancer  insurance  is  not  a 
pretty  business — as  Aflac  sales- 
man Micheal  Hart  can  attest. 
Making  up  to  a  hundred  sales 
calls  a  year  across  Texas,  he  recites  the  story 
of  his  daughter's  freak  accident  with  an  ex- 
ploding gas  can,  where  standard  health  in- 
surance wasn't  enough.  He  gets  sympathy, 
but  closes  barely  40%  of  calls. 

Hart  faces  the  same  challenges  as 
Aflac's  other  60,000  agents.  The  public 
knows  the  duck;  but  few  consumers  know 
the  Columbus,  Ga.  insurer  specializes  in 
supplemental  insurance  sold  to  employees 
via  payroll  deduction  at  work  Its  policies — 
life,  disability  and  cancer  insurance — are 
popular  in  Japan,  where  Aflac  has  a  30-year 
presence  and  last  year  got  nearly  three- 
fourths  of  its  $1.3  billion  in  pretax  profit 
and  $13.3  billion  in  revenue.  Trouble  is, 
Japan  is  saturated,  and  growth  must  now 
come  from  the  U.S.,  where  Aflac  has  only  a 
6%  market  share  and  profit  growth  lags 
Japan  by  1 1  percentage  points. 

Another  hurdle:  Supplemental  insur- 
ance is  far  from  popular  with  personal  fi- 
nance experts.  Virginia  Povall,  a  benefits 
adviser  with  Kooper  Group,  doesn't  like 
the  category's  relatively  high  premiums  or 
the  fact  that  the  chances  of  collecting  for, 
say,  paralysis  or  a  coma  are  remote.  Aflac 
also  doesn't  offer  major  medical  insurance, 


and  narrow-spectrum  health  products  have 
a  habit  of  consuming  almost  as  much  in 
overhead  as  they  deliver  in  payouts. 

Charged  with  the  tough  domestic  push 
is  30-year-old  Paul  Amos  II,  grandson  of 
Aflac's  cofounder  and  son  of  its  current 
chief,  Daniel.  After  getting  his  M.B.A.  from 
Emory  University,  Paul  joined  the  family 
business  and  helped  turn  northern  Georgia 
into  Aflac's  most  productive  region  in  the 
country.  He  then  rebuilt  the  company's  na- 
tional sales  force,  reeling  after  seven  senior 
staffers  either  retired  or  were  fired  for  poor 
performance.  Today  Aflac  is  training  hun- 
dreds of  agents  to  become  state  and  re- 
gional bosses.  Amos  understands  their 
challenge:  "It  comes  down  to  convincing 
employers  it's  worth  their  time  to  meet 
with  us,"  he  says. 

As  a  lure,  Aflac  allows  policyholders  fil- 
ing legitimate  claims  to  use  cash  payouts 
in  any  way — to  pay  for  chemotherapy  or 
rent.  It's  also  introducing  new  flavors,  like 
an  eye-care  policy  that  pays  up  to  $1,500 
for  glaucoma,  cataracts  and  laser  surgery. 

This  is  not  an  easy  sell,  even  if  the  sales- 
man is  lucky  enough  to  get  an  audience 
with  the  customer's  employer.  A  higher 
ratio  of  payouts  to  premiums  would  help, 
but  of  course  would  crimp  profitability. 
Mac's  benefits  ratio — what  it  pays  out  in 
claims  plus  future  benefits,  as  a  percent  of 
revenue — has  been  on  a  clear  upward 
trend  over  the  last  three  years  (through 
Mar.  31).  That  ratio  stands  at  54% — still 
relatively  low;  at  MetLife,  which  sells  mostly 
life  insurance,  the  ratio  was  58%  last  year. 
Aflac's  pretax  profit  margin  narrowed  for 
the  sixth  straight  year,  to  14.9%  in  2004, 
and  is  expected  to  decline  this  year  as  well. 

A  lot  is  riding  on  Amos.  Says  Vanessa 
Wilson,  a  managing  director  at  Deutsche 
Bank  who  has  a  "Buy"  on  Aflac,  "The  sales 
force  needs  to  produce.  That's  a  manage- 
ment execution  issue,  plain  and  simple." 
After  all,  cancer  insurance  isn't  bought,  it's 
sold;  the  duck  just  gets  you  in  the  door.  F 
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SjOUR  YEARS  AFTER  ENRON'S  SPECTACULAR  IMPLOSION 
the  enterprise  of  trading  electricity  is  back.  The  largest 
v\:  pi  :yei  in  this  List- moving  game  is  what  was  once 
W  known  as  Baltimore  ( las  &  Electric.  Today  the  com- 
pany's wholesale  business,  which  comprises  its  trading 
units,  accounts  for  27%  of  revenue  at  the  renamed 
Constellation  Energy  Group,  which  earned  $540  million  on  sales 
f  $12.5  billion  last  year,  when  the  company  delivered  459  mil- 
on  megawatt-hours.  (A  megawatt-hour  is  roughly  as  much  juice 
5  a  small  home  uses  in  a  month.) 

Constellation's  operation  fills  a  bustling,  block-long  trading 
oor  that  overlooks  Baltimore's  Inner  Harbor.  More  impressive  is 
le  utility's  decision  to  embrace  an  activity  everyone  else  was 
ipidly  abandoning.  The  exposure  of  dubious  trades  at  Enron, 
rhere  buyers  and  sellers  were  booking  deals  in  order  to  inflate 
:venues  and  boost  electricity  prices,  ultimately  caused  a  mass  ex- 
dus  from  the  business  and  was  a  factor  in  utilities  like  Mirant,  Re- 
ant  and  Duke  restating  or  revising  earnings.  Investors  demanded 
le  industry  go  back  to  basics — running  plants  and  selling  power. 

Constellation  still  gets  nearly  a  fourth  of  its  revenue  from  reg- 
lated  businesses — selling  gas  and  electricity  to  1 .2  million  resi- 
ents  in  Maryland.  But  Mayo  A.  Shattuck  III,  who  took  over  as 
lief  executive  in  2001,  saw  opportunity  in  the  retreat  of  competi- 
>rs.  "Everyone  was  generation-centric,"  says  Shattuck,  50.  "But  we 
■It  there  was  [profit]  at  every  link  in  the  chain."  He  pushed  the 
ampany  into  nuclear  energy  at  a  time  when  most  of  the  nation's 
;actors  were  due  to  be  mothballed.  (The  company  now  generates 
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congestion  of  power  grids — still  make  some  industry  watchers 
queasy.  "You  have  to  ask  yourself,"  says  Peter  Fusaro,  an  energy 
trading  expert  at  Global  Change  Associates;  "if  this  looks  like  a 
Goldman  [Sachs]  but  smells  like  an  Enron."  Utilities  are  sup- 
posed to  have  predictable  earnings  and  healthy  dividends.  Trad- 
ing electricity,  first  pioneered  by  Enron  in  1993,  is  a  different  mat- 
ter. Electrons  can't  be  stored  like  oil  or  natural  gas  or  trucked 
across  the  country.  Even  so,  Shattuck  has  met  or  beaten  manage- 
ment's earnings  estimates  for  the  last  14  quarters. 
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2%  of  its  electricity  from  nuclear  plants.)  Its  NewEnergy  unit,  a 
312  million  (sales)  outfit  in  2002,  is  now  a  $4.3  billion  marketer  of 
ower  to  industrial  clients  in  22  deregulated  states. 

Then  there  is  trading.  Constellation  isn't  flipping  power  deals 
ke  its  former  gunslinging  colleagues  in  Houston.  The  company 
jjically  competes  in  open  auctions,  like  one  held  last  December 
y  Central  Maine  Power,  where  it  won  the  right  to  supply  juice  to 
MP's  residential  and  commercial  customers  for  three  years.  It's 
etter  for  Constellation  if  it  can  satisfy  such  deals  with  electricity 
generates  itself,  grossing  $20  to  $40  per  megawatt-hour.  In 
laine,  where  it  lacks  local  plants,  it  had  to  buy  electrons  on  the  open 
larket,  cutting  margins  to  $4  per  MWh. 

The  vagaries  of  such  trades — not  to  mention  changes  in  the 
eather,  the  price  of  electricity,  patterns  of  consumption  and  the 


&  ELECTRIC  is  making  a  big  comebaclHi 


But  in  mid-2001  Constellation  was  veering  out  of  control. 
Under  its  then-chief,  Christian  Poindexter,  a  30-year  veteran  of 
the  company,  it  was  dabbling  in  deregulated  states  and  power 
plants  in  Guatemala  and  contemplating  a  spinoff  of  BG&E.  Then 
the  guano  hit  the  turbine.  A  new  chief  financial  officer,  E.  Follin 
Smith,  hired  from  Armstrong  Holdings,  quickly  revised  earnings 
estimates  downward  because  she  felt  the  company  had  over- 
projected  income  from  new  generating  plants.  Then  came  Sept. 
1 1  and  the  collapse  of  Enron  and  Dynegy.  Poindexter  resigned, 
and  Constellation's  board  replaced  him  with  Shattuck,  a  com- 
pany director  who  had  just  stepped  down  as  president  of  invest- 
ment bank  Deutsche  Banc  Alex.  Brown  and  was  on  the  shortlist 
to  head  the  U.S.  Olympic  Committee.  He  set  in  motion  plans  to 
preserve  $800  million  of  cash  by  killing  new  plant  projects  and 
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selling  assets  in  Latin  America.  He  also  continued  a  plan  he'd 
inherited  to  lay  off  900  employees,  10%  of  the  payroll.  Constella- 
tion's stock  finished  the  year  at  $27,  half  its  2001  high. 

To  win  back  confidence,  in  January  2002  Shattuck  and  other 
managers  took  the  train  to  Manhattan  and  spent  an  intense  four 
hours  charting  a  new  course  for  investors  and  analysts.  Constella- 
tion would  keep  BG&E,  increase  power  generation  (in  part  by 
acquiring  two  nuclear  plants  in  upstate  New  York)  and  ramp  up 
its  trading  business.  Shattuck  was  convinced  that  customers  in 


than  Con  Edison  did  for  New  York  City. 

As  NewEnergy  was  getting  off  the  ground,  Constellation 
plowed  $200  million  into  the  trading  business.  A  chunk  of  that 
went  for  systems  to  help  it  manage  risk.  Its  database  knows,  for 
example,  just  when  and  over  what  routes  coal  shipments  from 
West  Virginia  might  be  held  up  because  of  additional  freight  traf- 
fic on  the  same  lines.  It  can  estimate  when  a  rise  in  air  tempera- 
ture will  cause  flows  of  electricity  over  certain  lines  in  the  Penn- 
sylvania-New Jersey-Maryland  grid  to  become  congested.  Such 


-leading  in  the  once-discredited  business  of  trading  electrons  By  Rob  Wherry 


deregulated  markets  would  go  shopping  for  power,  espe- 
cially since  natural  gas  prices  were  spiking,  and  that  Con- 
stellation could  buy  in  bulk  from  regional  providers  and 
still  turn  a  profit.  Two  problems:  He  didn't  have  the  cus- 
tomers or  the  staff  to  go  calling  on  them. 

That's  why  he  spent  $250  million  in  June  2002  to  buy  New- 
Energy  from  utility  AES.  NewEnergy  had  a  proven  sales  force,  a 
lucrative  book  of  business  and  $45  million  in  cash.  Six  months 
later  Constellation  bought  Alliance  Energy  Services  and  Fellon- 
McCord  &  Associates,  two  businesses  similar  to  NewEnergy,  with 
a  combined  1 ,000  customers.  It  also  acquired  Nicor's  merchant 
energy  business  in  Michigan,  Indiana  and  Illinois.  Constellation 
now  serves  clients  like  Textron,  Wawa  minimarkets  and  Johns 
Hopkins  University.  NewEnergy  supplied  more  power  last  year 


"Profit  at  every 

link  in  the 
chain":  Mayo 
Shattuck. 


real-time  information  is  the  difference  between  making  a 
slim  profit  on  a  trade  or  losing  money.  Constellation  also 
seeks  contracts  of  18  months  or  longer,  allowing  it  to 
lock  in  cheaper  rates  that  are  hedged  with  forward  con- 
tracts, and  to  a  lesser  extent,  with  weather  derivatives.  It  keeps  its 
traders  on  a  very  short  tether. 

This  approach  helps  Shattuck  conserve  cash — the  lifeblood  of 
this  business.  It  has  allowed  his  company  to  grow  while  keeping 
long-term  debt  pretty  constant:  From  2002  to  now  Constellation's 
debt-to-capital  ratio  has  dropped  from  54.6%  to  43.2%.  Shattuck 
will  need  a  lot  of  capital  when  Congress  finally  passes  a  version  of 
the  energy  bill,  a  key  provision  of  which  will  repeal  the  Depres- 
sion-era prohibition  against  power  companies  expanding  uutside 
their  regions.  When  that  happens,  expect  Shattuck  to  pounce.  F 
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Crisis  manager  Lutnick 
has  a  new  crisis. 


On  the  Run 

Vhy  Cantor  Fitzgerald's  Howard  Lutnick  still 
lasn't  recovered  from  Sept.  II  |  By  Daniel  Kruger 


H  MONTI!  AFTER  THE  TSUN  KM] 
^Hfi    Cantor  Fitzgerald  LP  Chairman 

H  W  Howard  W-  Lutnick  was  speak- 
■H^^  ing  at  the  World  Economic 

■  Wk  Forum  in  Davos,  Switzerland 
jout  how  corporations  respond  to  disaster, 
atnick  has  credentials:  He  led  his  financial 
:rvices  firm  through  the  aftermath  of  Sept. 
1,  when  Cantor  lost  658  people,  three- fifths 
f  its  total  workforce,  among  them  Lutnick's 
rother  and  lots  of  senior  management.  But 
:  the  same  time  he  was  winning  an  inter- 
ational  reputation  as  a  crisis  manager,  he 
as  neglecting  big  turmoil  at  home.  Can- 
>r  was  losing  ground  in  Treasury  trading. 

Privately  held  Cantor  had  long  main- 
lined a  dominant  position  in  the  busi- 
ess  of  brokering  trades  of  U.S.  Treasury 
aper — acting  as  neutral  middleman 
hen,  say,  a  big  bank  wanted  to  unload 
100  million  of  bonds  and  a  securities 
rm  wanted  to  buy.  Bui  the  business  has 
een  changing,  with  mouse  clicks  replac- 
ig  phone  calls. 


Cantor  has  a  large  piece  of  digital-era 
trading,  too,  by  dint  of  controlling  publicly 
traded  Espeed.  Espeed  by  itself  is  the  sec- 
ond-largest broker  of  Treasury  bond  trades 
(after  BrokerTec).  Between  them,  Cantor 
and  Espeed  broker  roughly  40%  of  the  $125 
trillion  in  annual  trades  of  U.S.  Treasury  se- 
curities. In  the  wave  of  sympathy  and  ad- 
miration that  came  Cantor's  way  after  the 
Sept.  1 1  tragedy,  that  share  briefly  rose  to  an 
estimated  70%.  Within  two  years  Lutnick 
frittered  away  all  that  goodwill. 

How?  First,  by  introducing  a  new  tool 
ironically  called  "price  improvement."  It 
gave  buyers  a  chance  to  jump  in  front  of 
other  bidders  on  a  given  block  of  bonds — 
not  by  bidding  higher  but  by  paying  up  to 
three  extra  fees  on  a  trade.  Each  price  im- 
provement fee  cost  buyers  $9  per  $1  million 
in  bonds  traded  versus  about  $2.50  per  $1 
million  for  a  large  firm's  standard  trade. 
(Sellers  paid  nothing.)  Clients  hated  "im- 
provement." In  the  18  months  after  intro- 
ducing the  gimmick,  Espeed  lost  an  esti- 


mated 20  percentage  points  of  market  share. 

Next  Lutnick  ignored  a  potent  threat 
from  two  rivals  that  merged  to  form  Broker- 
Tec.  Key  point:  It  charges  as  little  as  $2  for  a 
big  firm's  $1  million  Treasury  bond  trade, 
around  50  cents  less  than  Espeed. 

By  September  2003  BrokerTec  had 
30%  of  the  market  for  on-the-run  (recently 
issued)  Treasurys,  Espeed's  bread-and-but- 
ter business — and  Lutnick  was  forced  to 
take  notice.  But  instead  of  dropping  price 
improvement  or  addressing  customer 
problems,  Lutnick  slapped  BrokerTec  with 
a  suit,  claiming  it  had  violated  Espeed's 
patents  on  such  bond-trading  conventions 
as  the  "work-up"  (a  practice  that  gave  a 
trader,  buying  or  selling  at  a  given  price,  the 
right  to  execute  all  trading  at  that  price 
until  he's  done)  and  "trading  time"  (the 
grace  period  a  trader  has  to  act  under  a 
work-up).  But  such  conventions  predate 
electronic  trading  by  at  least  a  generation. 
"People  looked  at  it  as  Espeed's  vain 
attempt  to  stop  their  momentum,"  says  a 
veteran  trader.  A  federal  jury  agreed:  In 
February  it  found  that  BrokerTec  had 
unintentionally  copied  Espeed,  awarding 
no  damages. 

Time  for  damage  control.  In  June  2004 
Lutnick  hired  the  Bond  Market  Associa- 
tion's general  counsel,  Paul  Saltzman,  as 
chief  operating  officer,  giving  Espeed  a 
more  reasonable  public  face.  Traders  credit 
Saltzman  with  persuading  Lutnick  (after 
seven  months  of  pleading)  to  drop  price 
improvement.  "When  we  had  the  time  and 
the  resources  to  listen  to  our  customers,  we 
removed  it,"  Saltzman  says. 

One  person  familiar  with  Lutnick's 
thinking  says  that  the  terrorist  attack  robbed 
him  of  lieutenants  who  could  have  saved 
him  from  himself — by  dissuading  him  from 
initiating  price  improvement.  Now  Saltz- 
man, by  visiting  trading  floors  and  taking 
key  customers  out  to  dinner,  is  trying,  he 
says,  to  "win  back  the  trust  and  confidence 
of  the  dealer  community." 

BrokerTec  has  a  60/40  edge  in  on-the- 
run  bonds — and  bigger  leads  elsewhere. 
Espeed's  profits  dropped  28%  to  $26  mil- 
lion last  year;  its  stock  is  near  a  three-year 
low  at  $9.  Saltzman  can  do  only  so  much. 
Says  a  former  Espeed  employee:  "[You 
can't]  solve  everything  overnight  if  people 
hate  you."  F 


4     FORBES*  August  15,  2005 


©2005  Tf 


Canities 


The  Ugliness 
Problem 

s  it  irrational  to  discriminate  against 
he  appearance-challenged? 
^lot  entirely.  By  Dan  Seligman 


A SIZABLE  AND  GROWING  BODY  OF  LITERATURE  ATTESTS 
to  the  fact  that  homely  people  confront  disadvantages 
not  only  in  the  competition  for  spouses  but  in  many 
other  areas  of  life.  They  have  lower  incomes  than  hand- 
some types.  When  accused  of  crime,  they  tend  to  be 
ealt  with  more  harshly  by  judges  and  juries.  One  recent  report, 
orrowfully  dwelt  upon  by  New  York  Times  columnist  Maureen 
)owd,  concludes  that  less  attractive  children  are  discriminated 
gainst  by  their  own  parents.  (Parents  are  alleged  to  be  less  mind- 
ol  of  the  safety  of  unattractive  tots.) 

In  most  academic  venues  and  popular  media  the  reaction 
as  been  to  emphasize  the  irrational  thinking  that  underlies  dis- 
rimination  against  the  ugly.  The  alternative  perspective,  about 
3  be  advanced  on  this  page,  questions  whether  the  discrimina- 
on  really  is  so  irrational. 

The  classic  article  about  the  economic  effects  of  physical  ap- 
earance,  published  in  the  December  1994  American  Economic 
\eview,  was  written  by  Daniel  S.  Hamermesh  (University  of  Texas, 
ajstin)  and  Jeff  E.  Biddle  (Michigan  State).  It  relies  on  three  stud- 
:s  (two  American,  one  Canadian)  in  which  interviewers  visited 
eople's  homes,  asked  the  occupants  a  lot  of  questions  about  their 
ducation,  training  and  job  histories,  and  discreetly  (one  hopes) 
ated  each  man  or  woman  on  physical  attractiveness.  The  ratings 
«re  on  a  scale  of  one  (best)  to  five  (worst).  In  the  larger  of  the  two 
jnerican  samples  15%  of  interviewees  were  rated  "quite  plain" 
r  "homely" — categories  four  and  five. 

Hamermesh  and  Biddle  found  that  men  in  the  top  two  cat- 
gories  enjoyed  incomes  5%  above  those  of  men  rated  merely 
verage  in  appearance.  The  unfortunate  fellows  in  the  two  bot- 
3m  categories  were  paid  9%  below  the  average.  The  results  for 
romen  workers  were  somewhat  similar,  except  that  the  work- 
lace  effects  were  smaller.  The  study  controlled  for  differences  in 
ducation,  experience  and  several  other  factors  affecting  pay  but 
id  not  measure  (and  thus  did  not  adjust  for)  intelligence. 

Hamermesh  and  Biddle  agree  that  it's  rational  to  pay  more 
ir  good  looks  in  some  occupations,  e.g.,  salesperson,  but  deny 
lat  this  explains  much  of  the  pay  gap.  They  leave  you  thinking 
lat  the  basic  dynamic  is  pure  employer  discrimination — a  sim- 
le  preference  for  good-looking  people.  Their  paper  says  nothing 
bout  the  policy  implications  of  this  perspective,  but  in  a  recent 
onversation  with  Hamermesh  I  discovered  that  he  is  sympa- 
tic to  ugly  people  who  want  laws  to  bar  the  discrimination. 


"Beauty  is  life's  E-Z  Pass." 


But  is  it  entirely  irrational  to  view  ugly  people  as  generally 
less  competent  than  beautiful  people?  It  is  hard  to  accept  that 
employers  in  a  competitive  economy  would  irrationally  persist 
in  paying  a  premium  for  beauty — while  somehow  never  notic- 
ing that  all  those  lookers  were  in  fact  no  more  intelligent  and 
reliable  than  the  ugly  characters  being  turned  down.  In  the  stan- 
dard economic  model  of  discrimination  put  forward  years  ago 
by  Gary  Becker  of  the  University  of  Chicago,  employers  who  dis- 
criminate irrationally  get  punished  by  the  market,  i.e.,  by  com- 
petitors able  to  hire  competence  at  lower  rates. 

The  mating  practices  of  human  beings  offer  a  reason  for 
thinking  beauty  and  intelligence  might  come  in  the  same  pack- 
age. The  logic  of  this  covariance  was  explained  to  me  years  ago 
by  a  Harvard  psychologist  who  had  been  reading  a  history  of  the 
Rothschild  family.  His  mischievous  but  astute  observation:  The 
family  founders,  in  18th-century  Frankfurt,  were  supremely 
ugly,  but  several  generations  later,  after  successive  marriages  to 
supremely  beautiful  women,  the  men  in  the  family  were  indis- 
tinguishable from  movie  stars.  The  Rothschild  effect,  as  you 
could  call  it,  is  well  established  in  sociology  research:  Men  every- 
where want  to  marry  beautiful  women,  and  women  everywhere 
want  socially  dominant  (i.e.,  intelligent)  husbands.  When  com- 
petent men  marry  pretty  women,  the  couple  tends  to  have  chil- 
dren above  average  in  both  competence  and  looks.  Covariance  is 
everywhere.  At  the  other  end  of  the  scale,  too,  there  is  a  connec- 
tion between  looks  and  smarts.  According  to  Erdal  Tekin,  a 
research  fellow  at  the  National  Bureau  of  Economic  Research, 
low  attractiveness  ratings  predict  lower  test  scores  and  a  greater 
likelihood  of  criminal  activity. 

Antidiscrimination  laws  being  what  they  are,  it  is  sometimes 
difficult  for  an  employer  to  give  intelligence  tests  or  even  to 
ascertain  criminal  histories.  So  maybe  the  managers  who  sub- 
consciously award  a  few  extra  points  to  the  handsome  applicants 
are  rational.  Or  at  least  not  quite  as  stupid  as  they  look.  F 
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LL  NEW  JEER  GRAND  CHEROKEE 

pn  with  its  best  on-road  performance  ever,  underneath,  it's  pure  Jeep  4x4.  I  330  hp  5.7  litre 
EMI*  V8*  Electronic  Stability  Program,  Quadra  Drive  IP 4WD  System!  I  jeep.com/grandcherokee 


Jeep 


i 


Insights  Peter  Huber 


Sniffing 
Backpacks 

■  N  OUR  LAST  BIG  UNDECLARED  WAR  WE  MEASURED 
I  progress  in  megatons  that  could  hit  targets  10,000  miles 
I  away.  On  the  front  lines  today  we  have  to  sniff  trillionths  of 
I  grams  of  material  at  a  range  of  30  yards.  Back  then  we  faced 

■  a  missile  gap,  or  so  we  were  told.  Today  we  face  the  CBRNE 
;ap,  a  horrifying  disconnect  between  the  enemy's  ability  to  slip 
hemical,  biological,  radiological,  nuclear  or  explosive  material 
nto  a  bottle  or  backpack  and  our  ability  to  detect  the  stuff 
iefore  it's  released  in  a  stadium  or  detonated  in  the  subway. 

We  do  know  how  to  detect  it — just  not  cheaply,  accurately 
nd  unobtrusively,  so  that  normal  life  can  go  on  around  us  while 
ve  do.  If  trained  dogs  were  as  cheap  and  small  as  closed-circuit 
"V  cameras  and  had  been  deployed  as  widely  in  London's  stations 
nd  subways,  there's  a  good  chance  the  dogs  would  have  picked 
ip  the  signature  smell  of  the  highly  volatile  (and  therefore  odor- 
ius)  explosive  or  of  the  acetone  the  bombers  used  to  make  it.  If 
very  British  bobby  patrolling  the  streets  had  been  equipped  with 
supersensitive,  watch-size  sniffer  on  his  wrist  or  strapped  to  his 
sg,  one  of  them  might  well  have  picked  up  the  scent  of  murder- 
ius  chemistry  before  the  backpacks  ever  left  the  row  house 
n  Leeds. 

CBRNE  materials,  or  their  precursors,  are  used  throughout  a 
nodern  industrial  economy.  Subway  attackers  in  Japan  home- 
•rewed  sarin  gas.  The  Oklahoma  bombers  mixed  fertilizer  and 
uel  oil;  the  London  gang  probably  worked  with  acetone,  hydro- 
;en  peroxide  and  acid — all  available  in  the  U.S.  at  pharmacies  or 
lardware  stores.  Seriously  dangerous  radioactive  materials  are 
widely  used  in  hospitals  and  in  many  industrial  applications.  I've 
leard  a  credible  account  of  how  a  powerful  nuclear  source 
tolen  from  an  industrial  factory  came  close  to  shutting  down  a 
ity.  The  U.S.  CBRNE  attack,  when  it  comes,  will  most  probably 
nvolve  materials  stolen  from  a  legitimate  U.S.  user  or  concocted 
n  a  one-bedroom  New  York  apartment  from  ingredients  that 
re  cheap,  legal  and  widely  available. 

So  we  know  exactly  what  we  need  to  defend  ourselves — sensors 
s  cheap,  easy  and  (in  the  end)  commonplace  as  the  targets  they 
niff.  The  sensors  have 


around,  to  pick  up  tiny  traces  wafting  from  an  open  window  or 
through  the  seams  of  one  backpack  passing  through  the  crowded 
entrance  to  a  subway.  At  the  same  time,  they  have  to  be  extremely 
discriminating  and  accurate.  Security  people  won't  buy  the  cheap 
CBRNE  sensors  currently  available  because  they  sound  too  many 
false  alarms,  and  every  alarm  empties  the  building  or  shuts  down 
the  station. 

Happily,  both  government  and  the  private  sector  have  been 
pouring  money  into  the  development  of  sensors,  and  the  invest- 
ment has  paid  off.  Chip-scale  and  pager-size  CBRNE  sensors  as 
good  as  a  dog's  nose,  or  better,  now  exist.  So  do  semiconductor 
crystals  surrounded  by  the  right  microprocessors  and  sophisti- 
cated software,  able  to  pick  up  the  telltale  emissions  of  the  most 
worrisome  radiological  materials.  Recently  developed  semicon- 
ductors emit  ultraviolet  light  at  just  the  right  wavelength  required 
to  fluoresce  the  proteins  that  surround  certain  biological  toxins. 

Enzymes  and  other  chemicals 
have  been  engineered  to 
respond  very  precisely  to 
almost  unimaginably  tiny  con- 
centrations of  a  growing  catalog 
of  explosives,  nerve  and  blister 
agents,  and  other  threats. 
Microscopic  tuning  forks  built 
on  silicon  chips  change  tone  in 
known  ways  when  tiny  traces  of 
target  molecules  land  on  their 
surface.  Precisely  tuned  lasers 
excite  airborne  contaminants  at 
a  distance,  with  optical  sensors 
picking  up  the  signature  glow 
on  the  return. 

Video  cameras  protect  us 
only  against  yesterday's 
threats — threats  the  size  of  peo- 
ple, or  larger.  So  they  give  us  a  snapshot  to  examine  after  the  face 
has  been  blown  up  with  the  backpack.  Sniffers  scope  what's  in- 
side the  backpack.  Yes,  in  theory  terrorists  can  keep  their  toxic 
kitchens  fantastically  clean  and  seal  up  their  poisons  so  tight  they 
don't  reek  or  radiate  at  all.  But  smells  are  very  much  harder  to 
hide  than  faces  and  much  easier  to  read.  They  persist  for  days, 
they  creep  through  tiny  cracks,  and  they  drift  as  freely  as  air  from 
private  spaces  into  public  ones.  Forget  about  olfactory  privacy. 
The  only  defense  we  have  against  poisons  that  can  be  brewed 
and  hidden  by  anyone,  anywhere  is  to  sniff  everyone  and  every- 
thing, everywhere. 

I  invest  in  private  companies  that  are  developing  some  of 
these  technologies,  and  no  doubt  that  clouds  my  judgment.  But 
unless  you  put  all  your  faith  in  winning  hearts  and  minds  world- 
wide, there's  no  alternative.  Brilliant  techies  have  to  perfect  the 
sniffers,  which  we  then  have  to  deploy  everywhere,  to  find  the  ace- 
tone, anthrax  and  thermal  neutrons — before  they  find  us.  F 


Any  U.S.  attack 
will  probably 
involve  materials 
concocted  in 
a  New  York 
apartment  from 
ingredients  that 
are  cheap, 
legal  and  easy 
to  get. 


O  be  good  enough,  ,  PV"|f"hP<i  I  Peter  Huber  is  executive  vice  president  of  ICx  Technologies,  a  fellow  of  the  Manhattan  Institute  and  coauthor 
vhen    scattered    all  I  «r,„  ,  |  0f  The  Bottomless  Well  (Basic  Books,  January  2005).  Visit  his  home  page  at  www.forbes.com/huber. 
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\dvanced  Micro  Devices,  Inc. 

\merican  Electric  Power 

Ball  Corporation 

Bank  of  America  Corporation 

Baxter  International 

^alpine 

Caterpillar  Inc. 

I  "he  Collins  Companies 

)inergy  Corp. 

lastman  Kodak  Company 
'.xelon  Corporation 
first  Environment,  Inc. 
[PL  Group,  Inc. 
rito  Lay,  Inc. 
(lap  Inc. 

IE  Transportation 
General  Motors  Corporation 
^ireen  Mountain  Energy  Company 
lasbro,  Inc. 
:jlolcim  (US)  Inc. 
I3M  Corporation 
interface,  Inc. 
International  Paper 
rohnson  &  Johnson 
[Harriott  International,  Inc. 
lilelaver,  Inc. 
Miller  Brewing  Company 
Hational  Renewable  Energy  Laboratory 
lorm  Thompson  Outfitters,  Inc. 
Hfizer,  Inc. 
IsEG 

loche  Group  US  Affiliates 

jc  Johnson 

fltaples,  Inc. 

It.  Lawrence  Cement 

f!un  Microsystems,  Inc. 

United  Technologies  Corporation 

fcbrox  Corporation 


^  I    .  «    «   «  ~j-  r-  EPA  congratulates  these  corporate  leaders  for  setting  goals  to  reduce  billions  of  pounds 

U  L  I  I VI  ^\  It'!  of  greenhouse  gas  emissions.  It's  the  equivalent  of  eliminating  the  annual  emissions  of 


5  million  cars.  Now,  that's  a  healthy  diet  which  can  benefit  us  all.  To  learn  how  your 
Is.  Environmental  Protection  Agency  company  can  become  a  Climate  Leader,  go  to  www.epa.gov/climateleaders. 


Makers&Breakers  

ror  more  financial  stats,  go  to  www.forbes.com/makers. 

Mayhem  On 
Madison  Avenue 

\dvertising  is  a  rough  world,  and  no  one  has  been  roughed  up 
is  much  as  INTERPUBLIC  GROUP  (13,  IPG).  The  ad  agency  holding 
:ompany  (notably  Deutsch,  McCann-Erickson  and  Foote  Cone 
k  Belding)  has  reeled  since  accounting  irregularities  surfaced  in 
1002.  Then  came  shareholder  lawsuits  and  a  Securities  & 
exchange  Commission  investigation.  The  bad  news  has  only 
impounded.  Interpublic  still  hasn't  filed  its  2004  full-year 
esults  and  has  signaled  that  more  improprieties  may  emerge 
vhen  it  finally  reports  on  Sept.  30. 

Nevertheless,  Interpublic  has  likely  bottomed,  says  William 
3.  Drewry,  Credit  Suisse  First  Boston  media  analyst.  Interpublic 
s  stepping  up  its  turnaround.  In  January  it  installed  ex-Mony 
jroup  head  Michael  Roth  as  chief  executive,  its  third  since  the 
roubles  began.  He  is  focused  on  finally  integrating  the  400 
igencies  Interpublic  has  acquired,  mainly  in  the  late  1990s.  Even 
hough  early  analysis  shows  Interpublic's  first-quarter  results 
vere  below  expectations,  Drewry  expects  revenue  growth  to 
)ick  up  in  the  second  half  of  2005. 

Interpublic  agencies  have  won  big  business  this  year  from 


Ailing  Interpublic  still  represents  some  storied  brands. 


the  likes  of  Intel  and  Nokia.  And  it  retains  sizable  accounts 
from  Kraft  Foods,  Verizon  and  Coca-Cola.  One  distressing 
recent  loss:  General  Motors'  media-buying  business,  although 
Interpublic  still  writes  GM  ads.  The  two  larger  agency  holding 
companies — Omnicom  Group  ($10  billion)  and  WPP  Group 
($8  billion) — have  done  well.  There's  no  reason  $6  billion  Inter- 
public can't  join  them  in  success.  — Allison  Fass 


Stock  price 


House  Proud 

Americans  are  housing  crazy  these  days.  So 
lome- furnishings  stores  are  cashing  in.  And 
he  largest  of  them,  660-outlet  bed  bath  & 
ieyond  (46,  BBBY),  has  prospered  mightily, 
idling  everything 
rom  kitchenware  to 
irapes. 

Even  if  the  real 
:state  fever  cools  off, 
he  big-box  retailer 
ihould  do  fine.  It's 
"ree  of  long-term 
iebt  and  plans  to 
)oost  the  number  of  stores  to  1,000  in 
:oming  years.  Bed  Bath's  great  strength, 
;ays  CIBC  analyst  Peter  Benedict,  is  its 
lecentralized  structure,  so  store  managers 
:an  better  cater  to  regional  tastes.  Earn- 
ngs  fluffed  up  23%  in  the  fiscal  year  that 
mded  in  February,  to  $890  million  on 
;ales  of  $5.1  billion,  up  15%.  Same-store 
iales  rose  a  nice  4.5%,  eclipsing  slower- 
growing  rival  Linens-N-Things.  Bed 
Bath's  27  trailing  price/earnings  multiple 
s  in  line  with  its  sector.  — David  Serchuk 


Exploited? 


Stock  price 


If  you're  a  supplier  to  discount  empires  like 
Wal-Mart  and  Target,  you  will  be  squeezed. 
That's  the  "fallacy"  they  believe  on  Wall 
Street,  according  to  Jeffrey  Schwartz,  chief 
financial  officer  of  dorel  industries  (31,  Dim) , 
whose  stock  is  off  $6  from  its  February  high. 

Schwartz  has  a  point.  The  maker  of 
Schwinn  bikes,  Cosco  car  seats  and  Safety 
1st  highchairs  saw  earnings  last  year  climb 
31%  to  $100  million  on  sales  of  $1.7  bil- 
lion, up  45%.  This  year's  first  quarter  was 
another  romp,  with 
earnings  gaining  40% 
and  revenue  19%. 
Dorel  keeps  offices 
near  the  headquarters 
of  Wal-Mart  and 
other  huge  customers 
to  better  track  their 
needs.  Oppenheimer 
analyst  Ian  A.  Zaffino  finds  it  reassuring 
that  the  founding  Schwartz  family  and 
many  of  the  managers  have  a  large  stake  in 
the  company.  With  a  P/E  of  ten,  it  is  a 
bargain.  — Phyllis  Berman 


Spoiled  Breakfast 

No  one  should  see  how  sausages  are 
made — or  look  too  closely  at  BOB  EVANS 
FARMS  (24,  BOBE),  the  restaurant  chain 
that  prides  itself  on  its 
breakfast  sausages. 
Competition,  from 
McDonald's  to 
Denny's,  is  more  in- 
tense than  ever.  Not 
helping  is  that  a  third 
of  Bob  Evans'  575 
outlets  are  in  Ohio, 
where  the  economy  is  sluggish. 

In  the  fiscal  year  that  ended  in  April, 
profits  dropped  49%  to  $37  million,  or 
$1 .05  a  share,  even  as  revenue  rose  22% 
to  $1.5  billion.  But  Bob  Evans'  same- 
store  sales,  after  a  meager  1.2%  gain  in 
2004,  were  down  3.6%.  Despite  the  slip- 
page in  core  sales,  the  company  has  an 
ambitious  and  costly  plan  to  open  new 
stores  and  revamp  old  ones.  That 
suggests  more  dyspepsia  ahead.  Short 
the  stock. 

— Daniel  Kruger 
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VARIETY  ISTHE  SPICE  OF 
HEALTHY  BUSINESS. 


Looking  after  personal  health  has  taught  us  something  about  looking  after  business  health:  listen  carefully 
and  respond  to  your  needs.  To  help  keep  your  company  healthy  we're  offering  a  range  of  new  options  to 
provide  a  complete  solution  for  your  coverage  and  to  manage  your  costs: 

•  HMO  deductible  plans  •  POS  and  PPO  plans 

•  Co-payment  plans  from  $5 -$50  •  Deductible  plans  from  $250-$1,500 

•  CarePay  suite  of  financial  products  —  including  a  credit  card  and  CarePay  Health  Savings  Accounts 
(available  in  2006) 


More  choices  make  our  integrated  system  more  accessible,  so  your  people  can  live  well,  be  well,  and  your 
whole  business  can  thrive. To  find  out  what's  different  about  us,  call  your  authorized  Kaiser  Permanente  broker 
or  visit  us  at  employers.kp.org 

KAISER  PERMANENTE®  thrive 


Metro  Denver 

EnerqetiC  bOdieS.  EnerqetiC  mindS.  Economic  Development  Corporation 

With  the  mountains  in  sight,  the  nation's  largest  public  park  system  underfoot,  and  more  than  300  days  of  sunshine  a  year, 
Metro  Denver  consistently  tops  the  lists  of  most  livable  cities.  But  it's  also  a  place  that  stimulates  business.  Over  a  third  of  Colorado 
adults  hold  at  least  a  bachelor's  degree.  And  our  young,  active  workforce  is  among  the  nation's  healthiest  -  in  both  mind  and  body. 
Which  translates  to,  among  other  things,  some  of  the  lowest  medical  insurance  premiums  in  the  nation.  If  you're  looking  to  invigorate 
your  company,  pay  us  a  visit.  Or,  at  the  very  least,  catch  up  with  us  on  our  website,  metrodenver.org/energeticminds 


me    Florence    Monte  Carlo    Barcelona    Lisbon    Bordeaux    Guernsey  London 
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Portfolio  Strategy  Kenneth  L  Fisher 


Stop  Fretting 
About  Oil 

MAVE  YOU  ALLOWED  YOURSELF  TO  BE  SCARED  OUT  OF 
the  stock  market  by  high  oil  prices?  If  you  have,  you're 
making  a  big  mistake.  You  are  falling  prey  to  a  media 
myth.  It's  fascinating  how  often  the  media  get  away 
with  a  story  claiming  X  causes  Y  when  an  abundance 
of  statistical  evidence  exists  to  disprove  the  connection.  It  is  rou- 
tine now  to  see  stories  blaming  a  drop  in  stock  prices  on  a  rise  in 
oil  prices.  Don't  believe  these  stories.  There's  no  connection 
between  the  two. 

Anyone  with  access  to  Yahoo  Finance  for  data  and  Excel  to 
crunch  it  can  answer  the  question:  Do  jumps  in  the  price  of  oil 
correspond  with  dips  in  the  price  of  stocks?  The  answer  is  no. 
Try  it  out.  Plug  into  your  spreadsheet  the  daily  percentage 
changes  in  the  S&P  500  over  the  first  half  of  2005  and  the  daily 
percentage  changes  in  the  price  of  oil.  If  the  two  sets  of  num- 
bers marched  in  reverse  lockstep — say,  a  2%  rise  in  oil  matched 
a  1%  decline  in  stocks — then  the  correlation  between  these  two 
data  sets  would  be  -1.  Anything  close  to  zero  means  that  there's 
no  connection.  The  oil/stock  correlation  coefficient  comes  out 
as  -0.08. 

This  correlation  is  smaller  than  it  looks.  You  have  to  square  it 
to  get  what's  called  R-squared,  a  quantity  that  shows  how  much 
of  the  jumping  around  in  stock  prices  can  be  explained  by 
movements  in  the  oil  market.  Here,  R-squared  comes  out  as  less 
than  0.01.  That  means  you  can  explain  only  1%  of  the  action  in 
stocks  by  looking  at  oil.  It's  as  good  as  random. 

So  why  do  we  hear  so  often  something  like,  "The  market  fell 
today  because  oil  rose"?  Behaviorists  call  it  confirmation  bias. 
Our  brains  tend  to  see  instances  that  confirm  our  prior  biases 
and  "common  sense"  but  tend  to  not  see  those  that  contradict. 
As  events  transpire,  we  remain  "stuck."  When  confronted  by 
contradictory  statistics,  we  buck  them  by  "refraining."  Instead 
of  daily  prices  we  claim  some  other  time  frame  counts,  like 
weeks,  months  or  whatever — or  that  a  price  change  has  to  be 
more  than  X%  to  count.  At  this  point  we  are  grasping  at  straws. 
Or,  as  the  statisticians  say,  data- mining. 

Data-mine  all  you  want.  You're  not  going  to  find  a  cred- 
ible cause-and-effect  relationship  between  oil  and  stocks. 

There  are  a  lot  of  myths  about  what  drives  stock  prices. 


Here  are  some  other  factors  uncorrelated  with  stock  market  per- 
formance: the  market's  overall  price/earnings  ratio  (I've  looked 
carefully  at  this  one,  across  the  globe  and  many  time  periods), 
high  volatility  as  measured  by  the  VLX  index,  gold,  trade  deficits, 
the  dollar's  level,  consumer  sentiment,  investor  sentiment  as  mea- 
sured by  the  "Investors  Intelligence"  data.  So  don't  panic  when 
any  of  these  go  up  or  down.  Buy  good  stocks  and  hold  them. 

Canada's  Agrium  (22,  agu)  makes  three  primary  fertilizers, 
providing  plants  with  nitrogen,  potassium  and  phosphorus.  It 
also  sells  agricultural  products  through  200  stores.  It  makes 
steady  incremental  improvements  internally  and  also  makes 
strategic  acquisitions.  This  $2.8  billion  (revenues)  firm  is 
much  too  cheap  at  one  times  revenue  and  ten  times  likely 
2005  earnings. 

Are  you  ready  for  a  Hummer?  Or  you  want  one,  but  your 
husband  just  isn't  man  enough?  Then  go  Polaris  (58,  Pll)  for  its 

all-terrain  vehicles,  snowmo- 
biles, personal  watercraft  and 
the  first  new  mass-produced 
American-built  motorcycle  in 
60  years.  If  that's  not  enough, 
take  a  ride  in  their  Ranger,  the 
world's  first  true  six-wheel- 
drive  utility  vehicle.  You  might 
decide  Hummers  are  for  road 
wimps.  Americans  will  keep 
engine-based  joy  toys  no  mat- 
ter what  oil's  price  is.  They  are 
as  good  as  sex.  If  you  don't 
believe  me,  buy  one  for  your 
husband  and  see  what  hap- 
pens. Help  finance  your  toy  by 
buying  the  stock  at  only  16 
times  2005  earnings  and  1.3  times  its  $1.8  billion  sales. 

In  the  July  4  issue  I  detailed  why  housing  prices  could  rise  or 
fall  but  aren't  in  a  bubble.  Still  fearful?  Then  consider  commer- 
cial real  estate,  which  has  had  a  terrible  five  years.  Vacancy  rates 
are  high — some  areas  sky-high.  Pricing  is  far  below  replacement 
cost  with  no  new  construction.  Office  buyers  get  bondlike  yields. 
One  low-risk  approach  is  via  CB  Richard  Ellis  Group  (43,  CBG).  It 
services  that  market  with  brokerage,  mortgage  brokerage,  leas- 
ing, and  valuation  and  building- management  services  through 
200  offices  worldwide.  It's  a  diversified  play  not  tied  to  a  region 
or  specific  buildings.  It  sells  at  1.2  times  revenue  and  20  times 
2005  earnings. 

Denmark's  Novo-Nordisk  (51,  NVO),  also  with  a  P/E  of  20,  pro- 
duces half  of  the  world's  insulin.  It  sells  other  products  for  dia- 
betics, such  as  delivery  systems  and  dosers.  Beyond  diabetes,  it's 
a  growing,  diversified  biotech  firm  with  a  research-and-devel- 
opment  workforce  of  3,000.  The  market  value  is  3.5  times  the 
company's  $5  billion  in  sales,  a  very  reasonable  multiple  for  a 
prestigious  medical  firm  with  a  17%  net  profit  margin.  F 


Data-mine  all 
you  want. 
You're  not 
going  to  find 
a  credible 
cause-and-effect 
relationship 
between  oil  and 
stocks. 


PYn-Hpc  I  Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager. 
mm^^Hl        I  Visit  his  home  page  at  www.forbes.com/fisher. 
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ullet  proof  your  nest  egg! 

ifl  In  12+%  iiMds  with  Canadian  mists! 

OrbeS  has  an  advisory  service  for  every  3  FREE  Bonus  ReP°r,s  Whei»  You  Subscribe: 
estor  seeking  refuge  from  stock  market  volatility.  *  "/fl^rs  C"W<?  ,0  we««,r 


If  capital  preservation  and  maximum  income  are  primary  investment 
jals,  you  may  already  have  discovered  the  market-defying  advantages  of... 

•  Investment  grade  and  high -yield  bonds 

•  Tax  advantaged  Preferreds  and  Dividend  stocks 

•  Canadian  Energy  Trusts  and  convertibles 

•  Current  yields  of  12%  and  more 

For  many  savvy  investors  these  low-risk  income  securities  are  the 
:mor  that  protects  the  conservative  portion  of  a  portfolio. 

But  if  you  are  an  equity  investor  who's  feeling  battered  by  the  recent 
irmoil,  and  you  are  wondering  "what  now?".  . .  perhaps  it's  time  you 
msider  putting  at  least  part  of  your  portfolio  into  income  securities. 

Are  you  going  to  hang  in  and  hope  the  market  recovers?  Or  are  you 
:ady  to  trade  "hope"  for  the  certainty  that  your  capital  is... 

•  Safe  from  the  volatility  of  the  stock  market 

•  Earning  up  to  100%  greater  income  than  it  would 
from  stocks 

•  Positioned  to  grow  by  14%. .  .18%. .  .even  20%  or  more  a  year 
Now,  whether  you  know  a  preferred  from  a  convertible,  Forbes  has 

;amed  up  with  the  leading  authority  on  bonds,  convertibles  and 
referred  stocks  to  offer  you  the  expert  guidance  you  need  to  take  full 
ivantage  of  these  specialized  investments. 


Preferreds  and  Trusts" 
"The  New  Market  in  PET  Bonds  That  Trade  Like  Stocks" 
"Richard  Lehmann's  Income  Securities  Owners  Manual" 


Is  NASDAQ  plummeted  40%  in  2000,  Richard 
.ehmann's  portfolio  of  high-yield  bonds  actually 
vent  up  in  value  while  it  paid  13.25%  cash  income! 
n  2003,  Lehmann's  portfolio  had  a  total  return  of 
I7_3%!  fn  2004,  he  beat  stocks  again.  

In  turbulent  times  like  these,  income  securities  offer 
;nerous  returns  and  most  importantly  peace  of  mind.  You' 
ave  all  the  information  you  need  to  get  started  when  you 
ibscribe  to  Forbes/Lehmann  Income  Securities  Investor. 


f  you're  interested  in  asset  protection  and  reliable 
icome,  there's  no  better  expert  than  Richard  Lehmann. 

Richard  Lehmann  has  been  a  recognized  authority  on  income 
:curities  for  more  than  30  years.  He  is  the  Fixed  Income  columnist 
>r  Forbes  Magazine  and  has  written  for  The  Financier  and  the 
lunicipal  Finance  Journal.  He  is  frequently  quoted  in  the  Wall 
Teet  Journal,  Barrons,  Money  and  the  New  York  Times. 


Income  Securities  Investor  is  a  joint  effort  from  Forbes  and  Richard 
Lehmann  that  enables  you  to  match  income  securities  to  your 
risk/reward  goals.  Compared  to  the  volatile  stock  market,  all  of  our 
model  portfolios  are  a  safe  harbor,  even  if  you  maximize  your  income 
by  selecting  high-yield  bonds  or  preferreds  of  8%  and  higher. 

In  each  monthly  issue  you'll  find  9  specific  buy  recommendations, 
plus  holds,  sells  and  follow  up  information  you  need  to  execute  your 
own  program.  You  also  get  Richard's  "Pick  of  the  Month."  You'll  find 
detailed  reasons  for  every  recommendation  that  you  won't  get  from 
most  brokers  or  bond  funds. 

The  best  and  easiest  way  to  decide  if  income  securities  make  sense 
for  you  is  to  begin  your  subscription  to  get  our  3  Free  Reports.  If  not 
delighted,  you  can  cancel  and  we  will  send  a  full  refund  for  any  issues 
you  haven't  yet  received.  Even  if  you  cancel,  you  are  welcome  to  keep  the 
3  Special  Reports  with  our  compliments.  Right  now  we  are  offering 
Richard's  profitable  advice  for  just  $195  for  12  mondy  issues  delivered 
online,  a  savings  of  more  than  $160  off  the  single  issue  cost.  Act  now,  mail 
the  coupon  below  or  subscribe  online  at: 

www.forbesnewsletters.com/lehmann 


Forbes/Lehmann  Income  Securities  Investor 


□  YES!  Please  start  my  annual  subscription  to  Forbes/Lehmann  Income 
Securities  Investor  and  reserve  a  one  year  online  subscription  (12 
monthly  issues)  in  my  name  at  the  money  saving  rate  of  $164  off  the 
single  copy  cost.  Upon  receipt  of  payment,  you'll  also  send  me  copies  of 

3  bonus  reports.  If  I  am  not  delighted  I  can  cancel  at  any  time  and 
receive  a  full  refund  for  issues  that  have  not  been  delivered. 
□  Check  enclosed  for  $195  payable  to  Forbes/Lehmann 
Income  Securities  Investor 

□  Charge  my:  □  Visa  □  MasterCard  □  AmEx.  □  Diners  Club 

Card  Number  

Expiration  date  
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Financial  Strategy  A.  Gary  Shilling 


Sear  Market 
Rally 

B  mm  UCH  TO  THE  FRUSTRATION  OF  THE  BULLS,  U.S. 
jft   flH  stocks  have  gone  nowhere  this  year.  They  consider 

■  ■I  the  2000-02  hear  raid  a  bad  dream  and  believe  the 
I  1982-2000  superbull  run  resumed  in  2003.  Indeed, 
I  W  H  that  year  the  S&P  500  index  jumped  26%  (not 
unting  dividends)  and  a  fall  rally  added  another  9%  in  2004. 

Stocks  seem  to  have  a  lot  going  for  them  lately:  the  new  15% 
aximum  tax  rate  on  dividends  and  capital  gains  and  the  strong 
onomy  Real  gross  domestic  product  grew  at  a  3.8%  annual 
te  in  the  first  quarter,  the  eighth  consecutive  quarter  it  has 
ceeded  the  3%  long-term  trend.  The  unemployment  rate 
opped  to  5%  in  June  from  6.3%  two  years  earlier. 

Also,  low  Treasury  yields  make  bonds  less  competitive  with 
>cks.  Plus  investors  aren't  scared,  as  witnessed  by  the  low  level 
market  volatility  and  their  shrugging  off  $60  crude  oil  and  the 
ly  7  London  terrorist  attacks. 

Nevertheless,  a  number  of  forces  have  offset  these  positives 
d  make  the  stock  outlook  grim.  The  economic  expansion  is  in 

44th  month  and  getting  old.  By  my  reckoning,  the  average 
igth  of  an  expansion  since  the  early  1950s  is  42  months, 
lergy  prices  are  a  big  tax  that  will  further  depress  economic 
owth  as  Americans  realize  they're  not  temporary.  By  my  firm's 
alysis,  per-barrel  oil  costs  of  $60  versus  $20  transfer  1.5%  of 
S.  GDP  to  foreign  energy  producers. 

Excess  global  capacity  is  restraining  U.S.  capital  spending, 
d  the  huge  monetary  and  fiscal  stimuli  of  the  early  2000s  are 
story.  That  includes  the  tax  rebates  and  cuts  as  well  as  the 
01-03  jump  in  homeland  security  spending  and  military  out- 
rs  for  Afghanistan  and  Iraq. 

So  future  economic  growth  depends  on  consumers'  willing- 
ss  and  ability  to  continue  to  reduce  saving  and  increase  bor- 
wing.  This  is  why  it's  baleful  news  that  the  Federal  Reserve  is 
ising  short  interest  rates,  which  usually  results  in  a  recession, 
le  salutary  effects  of  the  low  rates  we  have  enjoyed  soon  will  be 
emories — cheap  borrowing  against  home  equity,  for  instance. 

Stratospheric  and  climbing  house  prices  have  made 
nericans  feel  wealthy  and  predisposed  to  save 
>s  and  borrow  more.  But  house  prices  and 
tivity  have  long  since  departed  from  reality 


and  are  in  the  speculative  stage. 

Past  housing  bubbles  were  regional,  driven  by  local  econom- 
ics. The  rise  and  fall  of  oil  prices  in  the  1970s  and  1980s  were 
reflected  in  oil  patch  real  estate.  Yet  this  time  the  housing  boom 
is  much  bigger  and  national.  Americans  still  think  they  deserve 
huge  investment  returns  but  are  wary  of  stocks  after  the  big 
decline.  That's  why  they  look  to  real  estate.  And  low  interest 
rates  and  loose  lending  terms  have  made  speculation  easy. 

When,  not  if,  the  housing  bubble  bursts,  the  effects  will  be 
devastating.  While  half  of  U.S.  households  own  stocks,  69% 
own  their  homes.  Furthermore,  the  median-income  American 
has  much  more  of  his  net  worth  in  his  house  than  he  ever  had 
in  stocks,  even  at  their  peak.  The  likely  nosedive  in  house  prices 
will  end  the  two-decade-long  consumer  borrowing-and- 
spending  binge  and  launch  a  saving  spree. 

Since  consumers  account  for  70%  of  GDP,  U.S.  growth  will 

suffer.  Export-driven  countries 
that  depend  on  America, 
notably  China,  will  be  hurt 
more.  Chinese  officials  are  suc- 
ceeding in  cooling  their  white- 
hot  economy,  and  a  recession  in 
that  global  growth  generator  is 
likely.  They  lack  the  policy  tools 
to  effect  a  soft  landing  in  what 
is  only  a  semi-market  economy. 

Even  without  a  tapering-off 
of  economic  growth,  corporate 
profits  would  probably  disap- 
point. Aftertax  profits  skyrock- 
eted from  3.6%  of  GDP  in 
200  l's  third  quarter  to  7.9%  in 
this  year's  first  quarter  as  busi- 
ness slashed  costs  and  con- 
strained employment.  In  the 
long  run  profits  can  do  no  bet- 
ter than  track  GDP;  a  reversion  to  the  5%  average  of  profits  to 
GDP  is  likely  And  the  rise  in  the  dollar  cuts  the  dollar  value  of 
foreign  earnings.  Earnings  will  tell  the  tale  for  stocks.  Price/earn- 
ings multiples  are  too  high  to  expand  in  coming  quarters,  and 
dividend  yields  are  too  low  to  support  most  equities. 

So  the  stock  advance  since  October  2002  may  be  a  bear  mar- 
ket rally  with  the  final  lows  yet  ahead.  We've  seen  something  like 
that  before.  After  the  severe  1973-74  decline,  the  S&P  500  index, 
inflation-adjusted,  rose  47%  from  September  1974  to  December 
1976,  and  the  bulls  looked  for  more  of  the  same.  Then  the  S&P 
fell  40%  (in  real  terms)  to  its  final  low  in  July  1982. 

The  bugaboo  for  stocks  in  1973-82  was  rising  inflation,  which 
transferred  earnings  to  labor  and  government  while  hiking  inter- 
est rates  and  depressing  P/Es.  Now  it's  deflation.  Sure,  I  continue 
to  predict  the  good  deflation  of  excess  supply,  but  the  transition 
to  it  may  be  rough.  Don't  expect  a  big  year-end  rally  in  2005.  F 


There  are  good 
reasonsto 
believe  that  the 
two-year  bull 
market  of  2003 
and  2004 was 
nothing  but  a  brief 
countertrend  in 
the  post-2000 
slump  in  stock 
prices. 
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A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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the  Forbes  Risk  Management  Forum 

'he  Art  of  Risk 

espite  the  best  laid  plans,  it  is  impossible  to  anticipate  all  possible  risks. 
ie  question  is  simply:  how  does  one  best  manage  it?  With  the  myriad 
sks  facing  companies  today  what  is  the  "right"  kind  of  planning? 


Din  Forbes  editors  and  risk  management  experts  including 
ief  Risk  Officers,  CFOs  and  Treasurers  as  they  discuss  how 
ijy  are  managing  their  corporate  risks,  and  the  management 
chniques  and  tools  they  employ 

his  exclusive  event  will  culminate  with  a  dinner  cruise 
>und  Manhattan  aboard  the  Forbes  yacht,  The  Highlander. 

ttendees  will  earn  7  CPE  credits. 


leakers  include: 

Steve  Forbes 

President  and  CEO, 
Forbes  Inc. 
Editor-in-Chief, 
Forbes  magazine 


Amy  Butte 

EVP  &  CFO 
New  York  Stock 
Exchange 


Topics  include: 

M  Developing  a  "tone  at  the  top". 

B  Tactics  to  help  reduce  the  risk  of  D&O  claims. 

M  The  effectiveness  of  ERM. 

■  The  best  way  to  build  reputational  capital. 

m  Strategies  you  must  employ  to  ensure  smooth 
M&A  transitions. 

m  How  the  disappearing  dollar  could  affect 
your  company. 


Erwin  Martens 

Chief  Risk  Officer 
TIAA-CREF 


Robin  Lenna 

Chief  Risk  Officer, 
Corporate  Risk  Management 
MetLife,  Inc. 


To  register  contact  Emily  Lord  at  212-367-2519  or  elord@forbes.com. 
For  information  on  sponsorship  opportunities  contact  Kim  Harrell  Sears  at  212-724-9759 

or  kharrell@forbes.com. 
www.forbesconferences.com 
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Fixed-Income  Watch  i  Richard  Lehmann 


The  Rating 
Game 


THE  DEBT  MARKET  SUFFERED  A  TRAUMA  RECENTLY 
when  the  leading  ratings  agencies  downgraded  Gen- 
eral Motors  and  Ford  Motor  Co.  Moody's,  Standard 
&  Poor's  and  Fitch  wield  tremendous  clout,  as  is  ably 
detailed  in  a  just-published  book,  Timothy  J.  Sinclair's 
The  New  Masters  of  Capital.  A  rating  from  at  least  two  agencies 
s  an  absolute  requisite  to  selling  a  public  debt  issue.  Once 
loated,  a  fixed-income  security  will,  apart  from  responding  to 
nterest  rate  movements,  vary  in  price  almost  entirely  in  accor- 
lance  with  rating  changes. 

How  did  these  agencies  amass  such  power?  Because  a  liquid 
lebt  market  requires  an  authoritative  judgment  from  an  outside 
ind  presumably  objective  source.  Ratings  simplify  investors'  buy- 
)r-sell  decisions.  The  agencies  differentiate  risk  by  assigning  letter 
;rades  starting  from  AAA  (S&P  and  Fitch)  and  Aaa  (Moody's) 
lown  to  C  on  a  19-step  scale.  But  what  investors  most  want  to 
mow  is  if  they  are  going  to  get  their  money  back  when  the  debt 
natures.  Thus,  what  we  really  have  here  is  a  binary  rating  system 
mder  which  a  security  is  either  investment  grade  or  junk. 

The  three  leading  agencies  have  an  oligopoly,  thanks  to  the 
iecurities  &  Exchange  Commission's  granting  them  the 
grandiose  title  of  Nationally  Recognized  Statistical  Ratings 
Drganization,  obviously  a  huge  marketing  tool.  Armed  with  this 
ederal  seal  of  approval,  the  Big  Three  charge  companies  for  the 
privilege  of  a  rating.  (That  source  of  payment  may  or  may  not, 
is  suggested  by  some  smaller  competitors,  color  the  agencies' 
dews.)  Oddly,  the  SEC  seems  to  prefer  the  threesome's  rating 
nethod,  an  amalgam  of  objective  and  subjective  evaluations, 
rhe  SEC  has  no  use  for  small  agencies,  such  as  Rapid  Ratings, 
hat  stick  with  objective  criteria — that  is,  using  only  a  company's 
publicly  reported  numbers.  The  problem  is  that  the  big  rating 
igencies  are  often  behind  the  curve  in  recognizing  ratings  dete- 
ioration  (or  improvement).  S&P,  Moody's  and  Fitch  had  no 
lint  ahead  of  time  about  the  putrid  states  of  Enron,  WorldCom 
ind  Parmalat.  Rapid  Ratings'  number-crunching  system  did.  It 
ilso  had  an  early  heads-up  on  GM,  rating  the  Detroit  giant's 
)onds  junk  three  years  before  S&P  did. 

The  fine  gradations  in  the  rating  scale  are 
i  bit  silly,  designed,  it  seems  to  me,  to  impart 


an  aura  of  precision  that  doesn't  exist.  In  any  event,  very  lit- 
tle risk  difference  exists  between  adjacent  levels  among  the 
highest  grades.  A+  credits  have  an  only  microscopically  better 
default  history  than  A  debt. 

And  while  a  bond  usually  gets  slammed  on  price  when  the 
agencies  push  it  across  the  great  divide  from  the  lowest  invest- 
ment grade  to  the  highest  junk  grade,  the  default  rate  for 
BB-rated  paper  is  not  significantly  higher  than  that  for  BBB 
issues.  The  grades  matter  most  when  you  descend  deeper  into 
junk  ratings.  There  the  default  rate  expands  geometrically. 

The  defaults  of  issues  originally  rated  junk  are  most  often 
due  to  eroding  finances:  The  companies  don't  make  enough 
money  to  pay  the  interest  tab.  However,  most  investment-grade 
defaults  result  from  factors  that  rating  agencies  typically  cannot 
forecast  until  too  late,  like  strategic  goofs,  fraud,  legal  and  reg- 
ulatory adversities  and  just  plain  bad  luck. 

When  companies  get 
downgraded,  frequency  and 
steepness  are  what  matter.  Be 
warned  if  there  are  two  ratings 
drops  within  six  months,  espe- 
cially if  they  take  an  issue 
down  one  whole  grading  level 
(A  to  BBB,  say).  A  much  earlier 
and  more  accurate  indicator  of 
real  problems,  though,  doesn't 
come  from  the  agencies:  When 
there's  a  big  slide  in  common 
share  price,  your  bond  may  be 
in  trouble,  too. 

There's  money  to  be  made 
when  large  companies  get 
downgraded  from  investment 
grade  to  junk.  Last  year  AT&T  had  this  happen  and  its  $25  pre- 
ferreds  were  knocked  down  to  $20.  Less  than  six  months  later 
they  were  back  at  par  or  higher.  Now  we  have  Ford,  whose  debt 
S&P  downgraded  in  May  to  a  junk-level  BB+  (Moody's  shows 
the  company  as  a  nonjunk  Baa3  for  now).  The  yield  jumped  to 
almost  9%.  This  is  well  above  the  yield  for  comparably  rated 
issues  and  is  due,  as  with  AT&T,  to  an  imbalance  between  sellers 
and  buyers,  a  condition  I  think  is  temporary. 

For  individuals,  Ford's  preferred  debt  is  an  easier  way  to  go 
than  its  bonds.  Buy  the  Ford  (22,  FA)  7.5%  issue,  yielding  8.6%. 
Despite  sales  woes,  the  automaker  has  loads  of  cash  and  is 
unlikely  to  default.  Ford  also  has  two  trust  preferreds  created 
out  of  its  bonds  by  Wall  Street,  both  with  a  7.4%  coupon: 
Citigroup's  Corts  (22,  KSK)yielding  8.4%,  and  Merrill  Lynch's 
Preferred  Plus  (22,  PIJ)  yielding  8.4%.  I  previously  suggested 
(May  23  column)  buying  GM  preferreds.  This  still  holds, 
despite  their  run-up  so  far.  In  today's  debt  market  relatively 
safe  high  yields  with  a  capital  gains  play,  such  as  Ford  and  GM 
offer,  are  few.  F 


Rating  agencies 
are  too  soft  on 
some  corporate 
debt  issuers, 
too  tough  on 
others.  So 
here's  how  to 
profit  from  their 
miscues. 


Forbes 


Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Securities  Investor. 
Visit  his  home  page  at  www.forbes.com/lehmann. 
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Breast  cancer  doesn't  just  affect  women. 
|  Consider  the  families  and  friends 

whose  lives  are  also  changed. 


In  the  U.S.  alone,  215,990  women  and  1,450  men  will  be  diagnosed 
with  breast  cancer  this  year,  and  over  40,000  will  die. 
We  cannot  rest  until  we  win  the  battle  against  breast  cancer. 

With  your  help,  we  can  erase  this  disease. ..for  good. 


power  IMF  BREAST  CANCER 

nCT^P    RESEARCH  FOUNDATION 

PREVENTION  and 

A  CURE  IN  OUR  LIFETIME,, 


1 993-2003 


EVELYN  H.  LAUDER.  FOUNDER 


For  more  information:  www.bcrfcure.org,  toll-free  1-866-FIND-A-CURE.  The  Breast  Cancer  Research  Foundation,  Box  9236  GPO,  New  York,  NY  10087-9236. 
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Women's  Leadership  Exchange 
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When  not  shuttling 
between  his  35 
destinations,  McGrath 
ehydrates  at  home  in 
Fairfield,  Conn. 


Rob  McGrath  says  he  has  a  nifty  way  for  customers  to  live  as  he  does, 
owning  vacation  homes  all  around  the  world  |  By  Chana  R.  Schoenberger 


ROBERT  MCGRATH'S  FIRST  BIG 
idea — the  one  that  made  him 
only  a  little  money — came  in 
1996.  He'd  quit  Wall  Street, 
where  he  had  financed  com- 
mercial real  estate,  and  moved  his  family 


to  Telluride,  Colo.,  looking  for  something 
fun  to  do.  The  town  was  filled  with  vaca- 
tioners' ghostly  mansions.  Says  McGrath, 
"We  saw  all  these  $2.5  million  houses  that 
get  used  three  weeks  a  year." 

He  and  two  partners  set  out  to 


develop  a  new  kind  of  time-share.  Cus- 
tomers would  buy  a  tenth-share  interest 
in  a  specific  apartment.  But  instead  of 
having  to  vacation  during  a  particular 
week,  they  could  visit  any  time  a  unit  was 
available,  for  up  to  five  weeks  a  year.  They 
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also  would  enjoy  reciprocity  at  the  part- 
ners' other  projects. 

The  first — the  29-unit  Franz  Klam- 
mer  Lodge — opened  in  1996,  just  50  feet 
from  the  Telluride  ski  lift.  It  cost  $28  mil- 
lion and  took  in  $29  million  its  first  year, 
from  sales  of  tenth-share  interests.  That  is, 
the  partners  spent  roughly  $1  million  on 
each  apartment,  then  divided  it  into  ten 
$200,000  slices.  They  quickly  built  three 
similar  clubs.  Within  a  year  a  dozen  com- 
petitors had  built  others. 

After  initial  demand 
was  satisfied,  sales  slumped. 
In  1997  McGrath  and  his 
partners  unloaded  only  55 
shares  for  $1 1  million  at  the 
Franz  Klammer;  at  their 
Teton  Club  in  Jackson 
Hole,  sales  fell  from 


$33  million  in  1996 
to  $17  million  the 
following  year.  On 
the  $116  million 
the  partners  had 
spent  to  construct 
their  four  buildings, 
they  made  a  profit 
of  $10  million — far  from 
the  $50  million  they  had 
expected. 

McGrath  believed  buy- 
ers wanted  more  flexibil- 
ity: a  choice  of  different 
locales;  freedom  to  vaca- 
tion anytime;  and  access 
not  just  to  apartments  but 
to  villas  and  mansions.  In 
1998  he  sold  his  stake  to  his  partners  and 
went  looking  for  a  way  to  guarantee  easy 
access  to  some  30  different  resorts.  He 
envisioned  a  clublike  entity  whose  mem- 
bers would  pay  an  initiation  fee,  annual 
dues  and  per-use  charges.  It's  not  exactly 
a  new  business  model,  since  it  dates  at 
least  as  far  back  as  the  1969  founding  of 
Thousand  Trails,  which  sold  "lifetime 
memberships" — in  effect,  time-share 
stakes^in  campgrounds.  One  difference: 
McGrath's  customers  drive  BMWs,  while 
Thousand  Trails'  drive  RVs. 

Borrowing  a  page  from  fractional  jet 
operators,  which  own  planes  but  rent 
extras  during  peak  demand,  McGrath's 
new  clubs — Private  Retreats  and  Distinc- 


tive Retreats  (see  box) — supplement 
owned  properties  with  others  rented 
from  local  owners.  For  his  first  handful  of 
villas,  he  put  down  $1.8  million.  The 
clubs  are  now  marketed  under  a  licensing 
agreement  with  luxury  tour  and  safari 
company  Abercrombie  &  Kent. 

A&K's  success  has  spawned  more  than 
a  dozen  imitators,  each  with  a  different  spin 
(for  a  list,  visit  forbes.com/extra).  McGrath 
himself  launched  a  new  club  just  last 
month — Legendary 


Retreats. 

His  operations 
have  been  eclipsed 
by  1,500-member 
Exclusive  Resorts, 
which  in  2003  took 
an  investment  of 
undisclosed  size 
from  AOL  founder  Steve 
Case,  who  later  became 
majority  owner.  McGrath 
claims  to  be  "drafting"  off 
his    larger  competitor: 
Where  Exclusive,  by  his 
estimate,  has  spent  $30  mil- 
lion on  marketing 
over  the  past  three 
years,  he  himself 
has  spent  half  that. 
Yet  the  two  are 
signing  new  mem- 
bers at  about  the 
same  rate,  45  a 
month,  he  says. 

In  the  last  year 
McGrath's  230- 
employee  Westport,  Conn,  company 
brought  in  $150  million  in  revenue,  with 
profits  of  $15  million,  "We  made  money 
right  away,"  he  says.  He  expects  2005  sales 
to  hit  $200  million. 

McGrath,  45,  visits  A&K's  35  destina- 
tions often,  but  not  because  he  lacks  his 
own  vacation  homes.  He's  got  one  in 
Connecticut,  another  in  Montana  and  a 
third  outside  Nairobi,  Kenya,  where  his 
family  spends  three  months  a  year. 

McGrath's  customers,  thanks  to  him, 
can  vacation  as  widely  and  as  easily — for 
a  price.  Dallas  real  estate  entrepreneur 
Bruce  Whitehead  favors  Distinctive 
Retreats'  villas  in  Telluride,  Nevis  and 
Cabo  San  Lucas,  though  he's  visited  a 


A&K  villas  in  Sun  Valley,  Cabo  San 
Lucas  and  Telluride. 


dozen  other  destinations.  Impressed  by 
the  ease  of  access,  he  shrugs  off  what 
McGrath  says  is  a  25%  markup  on  the 
real  estate.  (That's  assuming  you  accept 
McGrath's  valuations  of  the  properties.) 

Jeffrey  Mossier,  a  Carmel,  Ind.  physi- 
cian who  is  vice  chairman  of  pathology 
company  AmeriPath,  joined  Private 
Retreats  in  2003,  then  upgraded  to 
Distinctive  Retreats  last  year.  His  family 
has  stayed  at  villas  in  Cabo  (twice),  Punta 
Mita,  Jackson  Hole,  Telluride  (twice), 
Aspen,  New  York  City,  London,  Rancho 
Santa  Fe  (twice),  Palm  Springs,  and 
Scottsdale  (three  times).  What  he  likes 
best,  he  says,  is  that  the  villas  are  "so  nice 
my  kids  will  flex  their  schedules"  to  join 
their  parents  for  vacation. 

McGrath  continues  to  tinker  with  his 
successful  formula.  Members  get  dis- 
counts on  A&K  tours  and  safaris;  they  can 
also  charter  private  aircraft  at  preferential 
rates.  This  fall  McGrath  will  try  selling 
fractional  luxury  cars.  His  Euro  Motoring 
Club  will  charge  members  $2,200  per 
month  to  drive  Ferraris  and  the  like.  It's 
another  club  McGrath  personally  doesn't 
need.  He  already  owns  a  Maserati  Spyder, 
a  silver  Quattroporte  and  a  1953  MG.  F 

A  Little  Slice  of  Heaven 


McGrath's  empire  spans  three  clubs. 

Private  Retreats 

Members:  345 

Pricing:  $275,000  fully  refundable  bond, 
$13,750  annual  dues,  $175  daily  fee 
Usage:  unlimited 
Typical  villa  value:  $1.1  million 
Destinations:  35  Properties:  75 

Distinctive  Retreats 

Members:  397 

Pricing:  $475,000  fully  refundable  bond, 
$16,750  annual  dues,  $195  daily  fee 
Usage:  unlimited 
Typjcal  villa  value:  $2.5  million 
Destinations:  35  Properties:  75 

Legendary  Retreats 

Members:  30  commitments  at  July  launch 
Pricing:  $1.3  million  refundable  at  95% 
of  current  membership  price,  $80,000 
annual  dues,  no  daily  fee 
Usage:  56  days  per  year;  holidays  by 
assigned  annual  rotation 
Typical  villa  value:  $6.5  million 
Destinations:  5  Properties:  9 
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YOUR  INDISPENSIBLE 
GUIDE  TO  BUILDING 
WEALTH  IN  THE 
STOCK  MARKET! 


NOW! 


Sophisticated  investor  or  serious  beginner ... 
speculator  or  buy-and-hold  investor...  you  will 
benefit  from  this  latest  edition  of  the  famous 

FORBES  STOCK  MARKET  COURSE. 

This  easy-to-read  common  sense  guide  is  for 
anyone  wanting  to  be  a  knowledgeable  investor. 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day ...  and  where  fortunes  are  made  and  lost ...  this 
new  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow 
...  know  how  to  interpret  and  understand  the  increasing  complexities 
of  financial  statements  and  products  now  available. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  13  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  of  everything  from: 

*  Building  Capital  to  Tax-Favored  Investment  Strategies 

■  Fundamental  and  Technical  Analysis  to  Financial  Statements 

*  Derivatives  to  the  Futures  Market  and  Hedging 

*  Treasuries  to  Mutual  Funds 


Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  gift  for  both  new  and  experienced  investors 

...  an  endless  source  of  wisdom  and  information  for  professionals  and 
small  investors  alike. 


For  FORBES  readers  only ...  a  Special  Offer! 

As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  price  of  just  $99.95 ...  save  $50  off 
the  regular  $149.95  price.  (Order  now  and  we  will  waive  the 
shipping  and  handling  charge!)  Please  note  this  is  a  limited  time 
offer  so  mail  your  risk-free  order  today. 


□  YES!  Send  me  copies  of  the  latest  edition  of  the  Forbes  Stock 

Market  Course  at  the  special  price  of  $99.95  each  (no  additional  shipping 
&  handling  charge)  saving  me  $50  off  the  regular  $149.95  price. 

For  fastest  service  call  toll-free  at  1-800-429-0106 
or  order  online  at  www.forbesinc.com/smc 


Your  Guarantee  from  Forbes 

Should  you  decide,  after  examining  The  Forbes  Stock  Market  Course,  that  it 

does  not  meet  your  needs,  you  may  return  it  within  10  days  for  a  full  refund. 


□  My  payment  of  $_ 


is  enclosed. 


(Make  check  payable  to  Forbes  Stock  Market  Course 
NY  orders  add  8.625%  sales  tax.  CA,  DC,  6A.  IL  and  TX.  add  sales  tax  as  required  by  law.) 


Ship  to 


Company 


Address 


City/State/Zip 


E-mail  Address 


Mail  to:  Forbes  Stock  Market  Course  •  P.O.  Box  1668  •  Lakeland,  FL  33802-9834 
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Life  insurance  rates 
drop  to  all-time  lows 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


Best  Rates  for  Females 

10-Year  Term  Life,  Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$259 

$513 

60 

$157 

$385 

$760 

65 

$257 

$635 

$1,266 

70 

$395 

$979 

$1,952 

Best  Rates  for  Males 

10-Year  Term  Life,  Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$30 

$66 

$127 

45 

$46 

$107 

$210 

50 

$73 

$175 

$345 

55 

$114 

$277 

$549 

60 

$188 

$462 

$919 

65 

$329 

$814 

$1,623 

70 

$661 

$1,644 

$3,282 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 

0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.insure.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 


". .  .outstanding  -  as  good  as  a  Web 
site  on  insurance  can  possibly  be. 
Insurance  for  Dummies 

"The  best  Web  site  I've  found. . ." 
The  Dallas  Morning  News 

"This  solution  has  value  for  those 
who  value  immediacy  and  privacy." 
U.S.  News  &  World  Report 


"...this  site  is  flush  with  useful 

features." 

Forbes.com 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use. . ." 
Yahoo!  FINANCE 

"  You've  cut  my  insurance 
premium  in  half!" 
Katherine  Havener 


"Makes  shopping  for  the  cheapest 
insurance  policy  much  easier." 
Parents  Magazine 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 
Kiplinger's  Personal  Finance 


View  instant  quotes  at  insWB.COtn 

"S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice      A„  ^  F0RBS  „ 

NOTE:  The  sample  Pennsylvania  female  and  male  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  1-800-441-0072  or  visit 
www  insure  com  to  obtain  life  insurance  quotes  specific  to  your  health  history  profile.  ©2005  Quotesmith.com.  Inc.,  8205  South  Cass  Avenue.  Suite  102,  Darien,  Illinois, 
60561  and  Life  Quotes  Inc  32045  Castle  Court,  Evergreen,  CO  80439.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159. 
Quotesmith.com,  Inc.  dba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Quotesmith.com.  Inc.  dba  lnsure.com  Insurance 
Services,  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  lnsure.com  and  Life  Quotes.lnc.  In  CO. 
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Advertisement 


isiness  Opportunities 


UNITED  STATES  PATENT 


No  Competition  -  Billion  Dollar 
Industry.  Make  more  money  in  one 
month  than  most  people  earn  in  one 
year.  If  you  can  comfortably  afford  an 
investment  of  $14,900  a  high  six 
figure  income  is  very  probable.  


Call:  888369-1616 


Own  A 
Private  Bank 

800-733-2191 


Golf  Related  Investment 
20%+  Returns 

Owner  managed  business.  Second  Stage 
Funding.  $4  million  invested. 
$25,000  min.  Investment. 
Accredited  Investors  Only. 
Call:  602-912-1667  or  email: 
infofajgolfstaramericacom 
www.golfstaramerica.com 


Dali  Art  pdb  Sale 

Framed,  Appraised 
Value  $7.8  million 

Our  Web:  www.AnAmericanCollection.com 
Contact:  John  Escandon  321-217-8626  -  Florida 
jescandon@anamericancollection.com 


Office  Furniture 


ki 

Premium  Ergonomic 
Task  Seating 

(Full  features,  mesh  back 

"internet  special  ^399^ 
plus  SO.0"  shipping 

1  www.e-chairusa.com 

theO-cr 

lOirUSA  866-474-8748 

Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other    ustomer  service, 
visit  our  ste  at.... 
www.iorbes.ctim/nustomerservice 


Capital  Available 


inq  Capital 

Trade  Finance/ 


Workii 

P.O./ ' 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


'atche, 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  P RE-OWNED 

ROLEX IN  STOCK 
also  Cartier,  Breitling  &  Tag 
Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  naHonalwatch.com 

8th  j  Chaslnul  Slreeli,  Philo  ,  PA  N  WO  a m an ohVd fafc. pwfe 


TIMESHARES 


save  up  to.. 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  ft  li 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 

HOLIDAYGROUP.com/fm 
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% 

ofl  retail! 


Forbes  Lehmann  Income 
Securities  Investor 


Richard  Lehmann  is  Forbes' 
secret  weapon  on  bonds, 
convertibles  and  preferreds. 
His  high-yielding  model  port- 
folios have  beaten  stocks  for 

the  last  five  years!  Let 
Lehmann  show  you  how  to 
build  wealth  safely  with  high- 
yielding  fixed  income  securi- 
ties. Subscribe  today  and 
receive  three  FREE 
special  reports. 
Call  toll  free  1-877-733-7876  or 
vwvw.fbrbesnewsletters.cxirn/lehmann 


MAXIMUM  PROFIT/MINIMUM  RISK 


Each  month  Forbes  Special 
Situation  Survey  selects  ONE 
stock  it  believes  is  poised  to  beat 
the  market,  (Providian  Financial 

up  51%  in  12  months). 
Consistent  record  of  profits  plus 
advice  on  when  to  take  gains,  cut 

losses.  Subscribe  risk-free  at 
$295.  Save  57%.  Get  14  impor- 
tant  Special  Reports  plus  binder. 


Call  877-898-1265  or  go  to 
www.spebalsrtuabon 
survey.com/frb 
Use  Savings  code:  JS05SAVE 


Investments 


RAISING  ALPACAS  = 

World's  Finest  Livestock  Investment 
can  return 

50%  -  75%  annualy! 

Raising  Alpacas  for  foundation  breeding 
stock  and  fleece  is  a  sound,  renewable, 
long  term  multi-million  dollar  business  that 
can  return  huge  profit  for  many  years. 

Average  yearly  income 

per  adult  female  $10,000 

Productive  Years  15-20  years 

Yearly  Feed  and  Maintenance  less  than  $200 

Labor  per  day  (herd  of  ten)  30  mm 

Simple  Shelter  &  lour  loot  woven  wire  fencing- 
Clean.  Gentle,  and  easy  to  raise. 
Huge  Growing  Demand  Nationwide. 
Limited  Growth  Protects  Business. 
Great  Tax  Benefits  and  Lifestyle. 

HimLockSBrookJJorm 

William  or  Kenda  Stern 
473  Wolf  Run  Rd.  •  Cuba,  NY  14727 
Tel.  716-372-8968  •  www.hemlockbrookalpacas.com 


LJUi 


[The  Forbes  Collector] 


Masterpiece  or  Fake? 
Bargain  or  Ripoff? 

Let  77?e  Forbes  Collector  teach 

you  the  difference.  From 
American  landscape  painting  to 
modem  photographs  to  baseball 
memorabilia,  The  Forbes  Collector 
will  show  you  where  the  hidden 
gems  are.  Don't  miss  this  insider's 
guide.  Subscribe  and  get  4  Free 
Reports.  Call  toll  free: 
1-877-733-7876  or  go  to 
www.forbes.com/collector 


Forbes 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $35,  and 

still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 

opportunities-crude  oil,  gold, 
stocks  and  bonds-that  will  make 
and  break  millionaires.  Subscribe! 

today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

tor  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/ptsi 


For  information  c 
1'  fates  on  advertising 


in  the  next  Forbes 
Display  Classified  Section 
\  Call  Media  Options  Mi 

:^^^'m|(liopt@aol.coin  f:  *■ 


Business  Opp 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic 
Center  in  your  area.  Business 
Management  experience  is  a  must. 
$800,000  Cash  investment  required  .  Can 
reach  profitability  in  6  months. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Oregon  Desert  Ranch 


Advertisement 


Distinctive,  Historic.  Oregon  high 
desert  ranch  63,000+/-  acres  of 
deeded  land,  remaining  acreage  BLM. 
The  ranch  is  a  classic,  old  time  cattle 
ranch.  Very  private,  secluded  and 
huge,  over  500  square  mites.  5  homes, 
barns,  shop,  cookhouse,  airstrip.  On 
going  operation  as  a  ranch  since  1X69. 
La-si  on  market  44  yrs  ago.  Ranch  is 
economical  to  operate  with  complete  control  of  two  creeks  and  only  one  neighbor 
15  miles  away.  Majestic  high  desert  views,  wildlife  &  outdoor  recreation  Own 
your  own  environment  and  step  back  to  a  lime  with  cowboys,  a  bunk  house  and 
many  miles  put  on  your  horse  by  days  end.  The  ranch  you  have  dreamed  of  in 
unspoiled  ranch  country.    Real  estate  only  VMXKJ.OOO.  Also  available  turn-key. 

Contact  Ken  Bent/.  BE!NTZ  RANCH  REAL  ESTATE  54M9.V2133 
www.vvhitehorseranch.info  •  cowmba'a  hotmail.com  wm 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262O100  •  www.searsatty.com 


[THE  WORLD  IS  SHRMGil 


Nanotechnology  is  changing  our  world 
...  our  dothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Ifs  the  inveSmert  opportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Fortes/Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes  Call  800523-7967  or  go 
to  www.forbeswolfe.com/frb. 
Please  use  savings  code  JN5SAVE. 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  561-627-71 10 


Investment  Properti 


fry 


BACK  PAIN? 


CALIFORNIA  SF  BAY  AREA 

1 800  FT  Above  LosGatos.  70  Acres 
+  Landing  Strip  8  +  Home  Sites 
Overlooks  SF  and  Monterey  Bay 

HONOLULU-KAILUA 

Build  Estate  or  1 8  +  Homes  on 
Panoramic  Ocean  and  Mtn.  View  Property 
8.5  Acres  Zoned  R5 
808-845-7851x102 


MEN  OF  POWER 


Who  Can  You  Really  Talk  To? 


Dr.  AnDreya  Wilde 
Psychotherapy  By  Phone 
(413)  247-3228 

Absolute  Confidentiality  No  Paper  Trail 

www  drwildeinnerrealms  com 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 
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Forbes 

!  The  Forbes  Stock  Market  Course [ 

The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
...for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  S50  off  the  regular  $149.95  price.) 

Go  to  www.forbesinc.com/imc4  and  place  your 
order  now  or  call  1-800-429-0106  and  'jive  the 
operator  a  special  savings  lode  of  S30.05 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briarcliff  Manor,  NY  10510 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
ww.forbes.com/custonierservice 
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THOUGHTS 


On  the  Business  of  Life 


HP 

he  best  in  human  nature  often  comes  out  when  catastrophe  befalls.  This  has  been  shiningly  true 
throughout  the  unprecedented  storm  disasters  which  have  overtaken  an  unparalleledly  expansive 
mSL      area  of  America.  Neighborliness,  unselfishness,  heroism  have  flourished.  Thousands,  even  millions, 
of  families  in  distress  have  been  nobly  succored  by  individuals,  families,  communities,  organizations,  in  addition 
to  the  incomparable  Red  Cross.  Such  instances  strengthen  one's  admiration  for  folks.      — B.C.  FORBES  (1950) 


[  man  will  renounce  any  pleasures  you 
ike  but  he  will  not  give  up  his  suffering. 

—GEORGES  GURDJIEFF 


~)orit  look  forward  to  the  day  you  stop 
ujfering,  because  when  it  comes  you'll 
.now  you're  dead. 

—TENNESSEE  WILLIAMS 


Aan  is  the  more  man — that  is,  the  more 
livine — the  greater  his  capacity  for 
uffering,  or  rather,  for  anguish. 

—MIGUEL  DE  UNAMUNO 


lie  world  is  quickly  bored  by  the  recital 
f  misfortune,  and  willingly  avoids  the 
ight  of  distress. 

—SOMERSET  MAUGHAM 


buffering  is  the  sole  origin  of  consciousness. 

— FYODOR  DOSTOYEVSKY 


>Jo  misery  can  long  be  kept  secret. 

—WELSH  PROVERB 


If  you  suffer,  thank  God!  It  is  a  sure  sign 
that  you  are  alive. 

—ELBERT  HUBBARD 


It's  not  what  you  are,  it's  what  you  don't 
become  that  hurts. 

—OSCAR  LEVANT 


There  are  days  when  it  takes  all  you've 
got  just  to  keep  up  with  the  losers. 

—ROBERT  ORBEN 


In  the  end  we  are  all  sacked  and  it's 
always  awful.  It  is  as  inevitable  as  death 
following  life.  If  you  are  elevated  there 
comes  a  day  when  you  are  demoted. 
Even  Prime  Ministers. 

—ALAN  CLARK 


Go  on  failing.  Go  on.  Only  next  time, 
try  to  fail  better. 

—SAMUEL  BECKETT 


One  day  you  have  your  name  in  lights — 
or  on  a  begonia — the  next,  you're 
papering  the  spare  room  with  rejection 
slips  and  worrying  about  your  virility. 

—ALAN  MELVILLE 


I  don't  have  it  in  me  anymore.  I  can't  even 
kill  the  bugs  in  my  house. 

—MIKE  TYSON 


A  Text... 

Be  of  good  courage,  and  let  us 
behave  ourselves  valiantly  for 
our  people,  and  for  the  cities 
of  our  God. 

—I  CHRONICLES  19:13 

Sent  in  by  Mike  Massad,  Dallas,  Tex. 


Life  is  full  of  misery,  loneliness  and 
t  is  not  suffering  as  such  that  is  most  suffering — and  it's  all  over  much  too  soon, 
leeply  feared  but  suffering  that  degrades.  — WOODY  ALLEN 

—SUSAN  SONTAG 
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